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TUESDAY,  APRIL  6,  1976 

House  of  Representatives, 

Committee  on  Merchant  Marine  and  Fisheries, 

Subcommittee  on  the  Panama  Canal, 

W ashing ton^  D.  C. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.m.,  in  room  1334 
Longworth  House  Office  Building,  Hon.  Ralph  H.  Metcalfe  (chairman 
of  the  subcommittee),  presiding. 

Mr.  Metcalfe.  The  Subcommittee  on  the  Panama  Canal  will  now 
come  to  order. 

Madam  Chairman,  fellow  members,  ladies  and  gentlemen,  during 
the  next  2 days  we  shall  have  an  opportunity  to  study  in  a very  com- 
prehensive fashion  the  finances  of  the  Panama  Canal.  From  an  array 
of  distinguished  officials  and  experts  that  will  come  before  this  panel, 
we  hope  to  have  imparted  a knowledge  of  what  the  financial  prob- 
lems of  the  Panama  Canal  have  been  in  the  past,  what  they  are  today, 
and  what  they  are  expected  to  be  tomorrow. 

The  Panama  Canal  Subcommittee  will  be  acting  here  as  the  subcom- 
mittee with  the  key  oversight  role  with  respect  to  the  finances  of  the 
Panama  Canal.  The  subcommittee  will  also  be  acting  in  our  legislative 
role  in  order  to  ascertain  whether  the  financial  maladies  of  the  canal 
merit  any  particular  type  of  legislative  prescription. 

The  focus  of  hearings  in  the  next  2 days  will  likely  go  to  the  finan- 
cial problems  that  the  canal  apparently  has  as  of  today.  But  this  focus 
should  not  blind  us  to  the  fact  that  the  canal  enterprises  has  in  many 
respects  been  a very  successful  one  over  the  years.  The  success  of  the 
canal  enterprise  can  be  attributed  to  the  great  people  who  built  the 
canal,  the  Corps  of  Engineers  that  has  supervised  it,  the  employees, 
both  U.S.  and  Panamanian,  who  have  operated  it,  the  shippers  who 
have  used  it,  and  the  leaders  who  have  legislated  for  it. 

AVe  should  feel  fortunate  that  hearings  on  the  finances  of  the  canal 
have  not  been  a pressing  matter  until  recently,  and  we  should  under- 
stand that  the  canal  has  paid  its  way  in  a better  fashion  than  many 
other  Government  enterprises. 

AA^e  are  all  pretty  well  aware  of  the  problems  which  have  arisen  with 
respect  to  the  canal  finances  in  recent  years.  Large  increases  in  users 
fees,  cutbacks  in  services  for  employees  and  residents  of  the  Zone,  and 
financial  losses  for  the  canal  organization  which  will  ultimately  affect 
the  taxpayers  and  Government  of  the  United  States  have  all  occurred. 

(1) 


As  a result  of  these  problems,  we  will  probe  to  find  some  very  basic 
truth  in  these  proceedings. 

To  what  degree  are  the  financial  difficulties  of  the  Panama  Canal  due 
to  external  uncontrollable  factors  and  to  what  extent  are  they  due  to 
internal  decisions  ? 

Are  the  financial  problems  of  the  canal  temporary  or  permanent  in 
nature  ? 

Who  should  have  the  power,  and  in  what  maimer,  to  deal  with  the 
canal’s  financial  problems  ? 

And,  given  the  nature  of  the  problems,  what  type  of  legislation  or 
administrative  solutions  are  optimum  ? 

These  questions  are  very  important  ones  and  they  require  an  under- 
standing of  the  canal  operation  if  they  are  to  be  answered.  During 
the  next  2 days  we  will  hear  about  a wide  range  of  specific  financial 
policies:  accounting  policies,  debt  collection,  toll  sensitivity,  wage 
proposals,  and  equity  for  canal  users  and  employees. 

It  wmuld  be  useful  if  in  the  discussion  of  these  specific  policies  we  . 
understand  how  they  contribute  to  the  overall  problems  and  remedies 
as  respects  the  canal. 

In  addition  to  promoting  a wide  range  discussion  of  canal  finances, 
these  hearings  were  also  convened  for  the  purposes  of  receiving  testi- 
mony on  one  possible  alternative  solution  to  the  problems  as  embodied 
in  H.E.  12641.  Study  of  this  legislation,  wffiich  provides  for  interest 
credit  for  Panama  Canal  Company  deposits  with  the  U.S.  Treasury, 
and  which  allows  the  deferral  of  the  interest  payment  on  the  net  direct 
investment  in  the  canal  company  and  the  addition  of  such  an  amount 
to  the  investment  debt,  will  help  us  to  evaluate  alternative  approaches 
to  solving  the  canal  financial  problem. 

I ask  unanimous  consent  at  this  time  that  the  bill  and  such  executive 
agency  reports  as  we  have  received  or  will  receive  on  this  matter  be 
inserted  in  the  record  at  this  point. 

[The  bill,  H.E.  12641,  and  agency  reports  follow  :1 

[H.R.  12641,  94th  Cong.,  second  sess.] 

A BILL  Providing  for  the  temporary  deferment  of  payment  to  the  Treasury  on  the 
net  direct  Investment  of  the  Government  in  the  Panama  Canal  Company 

Be  it  enacted  f>y  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  subsection  (e)  of  section  62  of 
title  2j  Canal  Zone  Code  (76A  Stat.  8),  is  revised  to  read  as  follows: 

“(e)  In  order  to  reimburse  the  Treasury,  as  nearly  as  possible,  for  the  inter- 
est cost  of  the  funds  or  other  assets  directly  invested  in  it,  the  Panama  Canal 
Company  shall  pay  interest  to  the  Treasury  on  the  net  direct  investment  of  the 
Government  in  it  as  defined  by  subsections  (a),  (c),  and  (d)  of  this  section, 
and  shown  by  the  receipt  described  therein,  at  a rate  or  rates  determined  by 
the  Secretary  of  the  Treasury  as  required  to  reimburse  the  Treasury  for  its 
cost.  For  purposes  of  the  computation  of  interest  cost  of  the  net  direct  invest- 
ment of  the  Government  in  the  Panama  Canal  Company,  the  cash  of  the  Com- 
pany on  deposit  with  the  Treasury  shall  be  subtracted  from  the  net  direct 
investment  of  the  Government  in  the  Company  as  defined  in  subsections  (a), 
(c),  and  (d)  of  this  section,  and  the  interest  cost  shall  be  computed  only  on 
the  balance  of  the  net  direct  investment  less  the  aforementioned  cash  balance. 
Payments  of  the  interest  charges  shall  be  made  annually  to  the  extent  earned, 
and  to  the  extent  not  earned  shall  be  added  to  the  net  direct  investment  of 
the  Government  in  the  Panama  Canal  Company.” 
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Executive  Office  of  the  President, 

Office  of  Management  and  Budget, 

Washington,  D.C.,  May  5,  1976. 

Hon.  Leonor  K.  Sullivan, 

Chairman,  Committee  on  Merchant  Marine  and  Fisheries,  House  of  Representa- 
tives, Longworth  House  Office  Building,  Washington,  D.C. 

Dear  Mr.  Chairman  : This  is  to  offer  the  comments  of  the  Office  of  Manaje- 
meiit  and  Budget  on  H.R.  12641,  a bill,  “Providing  for  the  temporary  defer- 
ment of  payment  to  the  Treasury  on  the  net  direct  investment  of  the  Govern- 
ment in  the  Panama  Canal  Company.” 

With  two  changes,  we  would  agree  with  the  report  on  the  bill  recently 
transmitted  to  the  Congress  by  the  Treasury  Department.  We  would  agree 
with  the  provision  in  the  bill  which  would  allow  deferral  of  interest  payments 
to  the  Treasury  Department  by  the  Panama  Canal  Company.  We  would  not 
object  if  the  decision  as  to  wdiether  interest  may  be  deferred  would  continue 
to  be  made  by  the  Company,  rather  than  the  Treasury  Department.  We  agree 
with  Treasury  that  any  deferred  interest  should  bear  interest  itself,  and  with 
its  proposed  wording  for  the  determination  of  the  applicable  interest  rate. 
These  provisions  would  put  the  Company  on  the  same  basis  as  many  Federal 
» agencies.  In  addition,  we  would  suggest  the  deferral  of  interest  be  limited  to 
no  more  than  5 years ; this  is  a reasonable  limit  which  would  satisfy  the 
requirements  of  the  Company  and  the  Federal  government. 

This  position  has  been  agreed  to  by  the  Panama  Canal  Company  and  the 
Department  of  the  Army.  Subject  to  these  changes,  0MB  would  support  enact- 
ment of  H.R.  12641. 

Sincerely, 


James  M.  Frey, 
Assistant  Director  for 
Legislative  Reference. 


Comptroller  General  of  the  United  States, 

Washington,  D.C.,  May  4, 1976. 

Hon.  Leonor  K.  Sullivan, 

Chairman,  Committee  on  Merchant  Marine  and  Fisheries, 

House  of  Representatives 

Dear  Madam  Chairman:  This  letter  is  in  response  to  your  request  for  our 
comments  on  H.R.  12641,  94th  Congress,  a bill  which,  if  enacted,  would  provide 
for  the  temporary  deferment  of  payment  to  the  Treasury  on  the  net  direct 
investment  of  the  United  States  Government  in  the  Panama  Canal  Company. 

The  enactment  of  H.R.  12641  would  affect  the  Panama  Canal  Company  in  two 
ways.  The  first  change  would  authorize  the  deduction  of  Panama  Canal  Com- 
pany cash  on  deposit  with  the  United  States  Treasury  from  the  net  direct 
investment  figure  which  is  used  to  compute  the  interest  due  annually  to  the 
Treasury.  At  present,  substantial  sums  must  be  maintained  for  contingency 
purposes  in  noninterest-bearing  accounts  with  the  Treasury  to  the  fiscal  detri- 
ment of  the  Company.  The  proposed  change  is  one  of  several  alternatives  rec- 
ommended by  this  Office  to  deal  with  this  problem. 

Although  this  change  would  reduce  the  Company’s  interest  payments  to  the 
Treasury,  it  might  also  reduce  any  incentive  to  return  the  United  States 
Government’s  investment  in  the  Company.  Therefore  it  might  be  advisable 
to  consider  coupling  the  proposed  change  with  a requirement  for  a systematic 
return  of  the  Government’s  investment. 

Tlie  second  change  proposed  by  H.R.  12641  is  the  authorization  of  the  deferral 
of  interest  on  the  Government’s  net  direct  investment  to  the  extent  not  earned 
by  capitalizing  the  interest  and  adding  it  to  the  amount  constituting  the  net 
direct  investment.  Although  the  bill’s  title  indicates  that  the  deferral  is  tem- 
porary, we  feel  that  the  bill  should  clarify  whether  the  deferral  is  meant  to 
be  a permanent  addition  to  the  net  direct  investment.  We  feel  that  the  bill 
should  also  specify  whether  the  deferrals  are  meant  to  be  recognized  as  operat- 
ing costs  for  the  purposes  of  setting  toll  rates.  An  increase  in  the  net  direct 
investment,  to  the  extent  that  such  interest  is  not  earned  and  not  included  as 
a portion  of  the  Company’s  operating  costs  for  setting  toll  rates,  results  in  an 
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immediate  subsidization  by  United  States  taxpayers  in  an  amount  equal  to 
tile  increase  in  the  net  direct  investment.  The  Committee  might  wish  to  con- 
sider the  inclusion  of  some  mechanism  whereby  deferred  payments  could  be 
recognized  as  operating  costs  for  the  purposes  of  setting  toll  rates. 

Sincerely  yours, 

Elmer  B.  Staats, 

Comptroller  General  of  the  United  States. 


Panama  Canal  Company, 

Office  of  the  President, 
BaWoa  Heights,  Canal  Zone,  April  8,  1976. 

Hon.  Leonor  K.  Sullivan, 

Chairman,  Committee  on  Merchant  Mai'ine  and  Fisheries, 

House  of  Representatives. 

Dear  Madam  Chairman  : This  is  in  response  to  your  request  for  a report  on 
PI.R.  12641,  a bill,  “Providing  for  the  temporary  deferment  of  payment  to  the 
Treasury  on  the  net  direct  investment  of  the  Government  in  the  Panama  Canal 
Company.” 

The  bill  would  amend  section  62(e)  of  Title  2 of  the  Canal  Zone  Code  as 
follows : 

1.  The  first  sentence  of  the  subsection  is  unchanged  from  present  law. 

2.  The  second  sentence  of  the  subsection  (page  2,  lines  3-10)  is  a new  provi- 
sion for  subtraction  from  the  interest  base  of  the  amount  of  cash  of  the  Com- 
pany on  deposit  with  the  Treasury.  The  effect  of  this  provision  relieving  the 
Company  from  the  payment  of  interest  on  the  cash  the  Company  keeps  on 
deposit  in  the  Treasury  would  reduce  the  cost  of  operation  of  the  Company  by 
approximately  $1.6  million  a year. 

S.  The  first  phrase  of  the  last  sentence  of  the  subsection  in  the  bill,  “Pay- 
ments of  interest  charges  shall  be  made  annually  to  the  extent  earned”  is  the 
same  as  the  language  of  the  existing  law.  The  last  phrase  reading  “and  to  the 
extent  not  earned  shall  be  added  to  the  net  direct  investment  of  the  Govern- 
ment in  the  Panama  Canal  Company”  is  substituted  for  language  in  the  existing 
law  reading  “and  if  not  earned  shall  be  made  from  subsequent  earnings  unless 
the  Congress  otherwise  directs.”  The  effect  of  this  change  is  to  remove  from 
the  costs  of  the  Company  to  be  recovered  from  tolls  the  amount  of  interest 
that  has  accrued  but  not  been  paid  in  prior  years.  Instead,  interest  on  the 
unpaid  interest  becomes  an  operating  cost  to  be  recovered  from  tolls,  and  this 
situation  will  continue  until  the  Government’s  investment  is  repaid  by  liquidat- 
ing “dividend”  payments  made  pursuant  to  section  70  of  Title  2. 

The  Panama  Canal  Company  favors  amendment  of  section  62(e)  providing 
for  deduction  from  the  interest  base  of  the  amount  of  the  Company’s  funds 
on  deposit  with  the  Treasury.  Such  a provision  recognizes  the  value  to  the 
Company  of  this  part  of  its  assets  and  in  no  way  compromises  the  underlying 
theory  of  the  statute  that  the  Company  should  recover  all  its  costs  from 
revenues. 

The  rationale  and  advantage  of  the  amendment  of  the  last  sentence  is  less 
clear.  In  an  accounting  sense,  the  addition  of  the  amount  of  unpaid  interest 
to  the  investment  base  creates  an  “asset”  that  has  no  value  on  which  the 
Company  must  pay  interest  until  the  investment  base  is  proportionately  reduced. 
The  provision  eliminates  from  the  costs  required  to  be  recovered  from  tolls  the 
amount  of  unpaid  interest  and  substitutes  a lower  cost — the  amount  of  interest 
on  the  unpaid  interest. 

On  balance,  the  Panama  Canal  Company  considers  that  the  present  language 
of  the  last  sentence  of  section  62(e)  is  preferable  to  the  amendatory  language 
proposed. 

The  Office  of  Management  and  Budget  advises  tliat  there  is  no  objection  to 
the  submission  of  this  report  to  your  Committee. 

Sincerely  yours. 


H.  R.  Parfitt, 


President. 


The  General  Counsel  of  the  Treasury, 

Washington,  D.G.  April  7,  1976. 


Hon.  Leonor  K.  Sullivan, 

Chairman,  Committee  on  Merchant  Marine  and  Fisheries, 

House  of  Representatives. 

Dear  Madam  Chairman  : Reference  is  made  to  yonr  request  for  the  views 
of  this  Department  on  H.R.  12641,  -‘Providing  for  the  temporary  deferment 
of  payment  to  the  Treasury  on  the  net  direct  investment  of  the  Government  in 
the  Panama  Canal  Company.” 

Section  62  of  Title  2,  Canal  Zone  Code,  requires  the  Panama  Canal  Com- 
pany to  pay  interest  to  the  Treasury  on  the  net  direct  investment  of  the 
Government  in  the  Company  at  a rate  or  rates  determined  by  the  Secretary 
of  the  Treasury  as  required  to  reimburse  the  Treasury  for  its  cost.  Section  62 
also  provides  that  payments  of  interest  charges  shall  be  made  annually  to 
the  extent  earned  and  if  not  earned  shall  be  made  from  subsequent  earnings. 
H.R.  12641  would  amend  section  62  in  two  respects.  The  first  amendment  would 
provide  that  cash  of  the  Company  on  deposit  with  the  Treasury  shall  be  sub- 
tracted from  the  net  direct  investment  before  computing  the  interest  to  be 
paid  to  Treasury.  On  July  15,  1975  the  Company  initiated,  with  the  Depart- 
ment’s concurrence,  the  use  of  interest  offset  for  funds  deposited  with  the 
Treasury.  We  understand  that  the  General  Accounting  OflQce  holds  that  legis- 
lation is  necessary  to  continue  this  practice  of  interest  offsets. 

The  second  amendment  would  provide  that  any  deferred  payments  of  inter- 
est shall  be  added  to  the  net  direct  investment.  The  effect  of  this  amendment 
is  to  make  clear  that  any  deferred  payments  shall  bear  interest. 

We  would  recommend  two  amendments  to  correct  technical  deficiencies  and 
to  conform  the  proposal  to  current  Administration  policy : 

(1)  on  lines  1 through  3 on  page  2 delete  “at  a rate  or  rates  determined 
by  the  Secretary  of  the  Treasury  as  required  to  reimburse  the  Treasury  for 
its  cost.”  and  insert  “at  a rate  determined  by  the  Secretary  of  the  Treasury, 
taking  into  consideration  the  average  market  yield  during  the  month  preced- 
ing each  fiscal  year  on  outstanding  marketable  obligations  of  the  United  States 
of  comparable  maturities.” 

(2)  delete  the  last  sentence  on  page  2 and  insert  “Interest  payments  may  be 
deferred  with  the  approval  of  the  Secretary  of  the  Treasury,  but  any  interest 
payments  so  deferred  shall  themselves  bear  interest.” 

These  amendments  would  put  the  interest  rate  determination  and  interest 
deferral  provisions  on  the  same  basis  as  those  which  apply  to  a large  number  of 
Federal  agencies.  The  Congress  applied  a similar  interest  rate  formula  to  bor- 
rowings by  the  Panama  Canal  Company  from  the  Treasury  in  Public  Law  93-607, 
approved  January  2,  1975. 

In  view  of  your  request  for  the  expedition  of  this  report,  it  has  not  been 
possible  to  obtain  the  customary  clearance  by  the  Office  of  Management  and 
Budget  prior  to  its  submission. 

Sincerely  yours. 


Richard  R.  Albrecht, 

General  Counsel. 


Mr.  Metcalfe.  At  this  point  in  the  record  I would  also  like  to  have 
inserted  a series  of  questions  which  the  subcommittee  has  addressed  to 
the  Panama  Canal  Company  and  the  General  Accounting  Office  on  the 
subject  of  the  amendment  to  vessel  measurement  rules  and  the  general 
finances  of  the  Panama  Canal,  and  the  answers  to  those  questions. 

If  I can  get  unanimous  consent  to  put  these  questions  and  answers 
in  the  record,  I believe  they  will  be  particularly  helpful  to  those  who 
may  be  reading  and  analyzing  our  proceedings. 

Hearing  no  objection,  the  correspondence  will  be  entered  in  the 
record  at  this  point. 

[The  information  follows  :1 
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U.  S.  House  of  Representatives, 

Committee  on  Merchant  Marine  and  Fisheries, 

Washington,  D.  C.,  February  2, 1976. 

Hon.  H.  R.  Parfitt, 

Governor,  Canal  Zone,  Panama  Canal  Company,  Washington,  D.C. 

Dear  Governor  Parfitt:  The  Panama  Canal  Subcommittee  and  its  parent 
Committee  on  Merchant  Marine  and  Fisheries  are  deeply  concerned  about  the 
deteriorating  financial  position  of  the  Panama  Canal  organization.  Our  concern 
has  been  manifested  on  several  occasions  and  in  several  official  documents. 

The  most  recent  of  those  documents  was  the  December  8,  1975,  letter  of  Com- 
mittee Members  to  the  President  of  the  United  States. 

For  those  of  us  for  whom  the  Panama  Canal  has  been  a special  concern,  the 
financial  developments  of  the  last  three  years  as  respects  the  Canal  have  been 
greatly  disturbing.  History  shows  that  the  greatly  predominant  source  of 
Canal  revenues  has  been  transit  tolls  collected  from  Canal  users.  Because 
Canal  users  have  always  been  attracted  by  the  economy  of  Canal  rates  and 
the  stability  of  those  rates,  the  magnitude  and  rapidity  of  fee  increases  since 
1974  threatens  to  give  the  users  a negative  rather  than  positive  perception  i 

of  the  value  of  the  Panama  Canal. 

If  the  value  of  the  Panama  Canal  is  diminished  in  the  views  of  its  users,  - 

we  may  find  that  the  successive  increases  in  Canal  fees  of  the  last  three  years  * 

are  counterproductive  and  possibly  portend  a situation  which  will  ultimately 
terminate  the  role  of  the  Canal  as  a major  thoroughfare  of  international 
oceanic  commerce.  In  short,  it  seems  clear  that  this  issue  goes  to  the  very 
root  of  the  viable  existence  of  the  Panama  Canal  itself. 

The  issue  which  we  believe  deserves  our  most  immediate  attention  is,  of 
course,  the  one  which  is  now  awaiting  final  disposition — the  proposed  measure- 
ment rules  changes  of  the  Canal  organization.  Serious  questions  have  been 
raised  about  the  possible  adverse  impact  of  these  proposed  changes  on  usage 
of  the  Canal  by  vessels  of  industrialized  countries,  particularly  those  of  the 
United  States.  Other  questions  which  have  been  intelligently  raised  include 
the  rippling  adverse  economic  impact  of  the  rules  changes  on  port  activity 
and  employment  in  the  United  States.  It  now  seems  possible  that  the  depress- 
ing economic  impact  of  the  proposed  rules  could  frustrate  in  part  recovery 
from  economic  recession  both  in  the  United  States  and  other  countries  in  the 
industrialized  world.  The  U.S.  and  world  recession  has,  of  course,  been  the 
major  factor  in  the  downturn  of  Panama  Canal  traffic,  and  recovery  from  this 
recession  is  a prerequisite  to  an  increase  in  Canal  revenues.  Thus,  prelimi- 
narily it  would  seem  that  the  effects  of  the  proposed  rules  changes  could  well 
be  both  counterproductive  and  injurious  to  the  long-range  financial  position 
of  the  Canal. 

As  a result  of  these  concerns  related  to  the  measurement  proposals,  in  Part 
I of  the  attached  questions  we  request  an  analysis  of  the  impact  of  the  pro- 
posed measurement  rules.  We  hope  that,  in  answering  our  questions,  you  will 
contribute  any  supplementary  information  which  may  lead  to  better  analysis 
of  the  subject  factors.  We  are  very  much  aware  that  the  Report  of  the  Panama 
Canal  Company’s  Panel  on  Measurement  Rules,  dated  November  6,  1975,  did 
examine  many  of  the  questions  that  are  addressed  in  Part  I.  We  do  not  believe 
that  Report  was  intended  to  be  nor  was  it  in  fact  explicit  enough  to  fully 
answer  the  claims  of  the  parties  at  issue. 

Notwithstanding  the  probing  analysis  of  the  impact  of  the  measurement  ^ ^ 

rules  which  we  expect  to  result  from  this  inquiry,  we  are  aware  that  the 
debate  over  the  measurement  rules  changes  is  not  likely,  in  and  of  itself,  to 
produce  solutions  to  the  overriding  problems  involved  in  financing  the  Canal  ^ 

enterprise.  Only  a thorough  analysis  of  the  Canal  organization’s  total  financial  ^ 

position  could  lead  toward  that.  Thus,  in  Part  II  of  the  attachment  we  attempt 
to  ask  questions  which  will  lead  to  an  in-depth  analysis  of  the  problems  and 
prospects  involved  in  the  financing  of  the  Canal.  Our  questions  are  not  designed 
to  usurp  the  daily  administration  of  the  Canal  organization,  which  is  the  obli- 
gation of  the  Company/Government,  but  rather  to  fulfill  the  responsibilities  of 
our  bodies  in  overseeing  the  Canal  operation  and  studying  what  is  probably 
its  most  serious  problem  today. 


Against  the  background  of  information  on  Canal  finances  Part  III  of  the 
attachment  is  aimed  at  finding  a feasible  solution  to  the  financial  problems 
defined  in  the  answers  to  Part  II.  The  many  alternative  propositions  presented 
in  Part  III  constitute  some  of  the  chief  suggestions  made  by  persons  inside 
and  outside  the  Government  for  improvement  of  the  Canal’s  financial  position. 
The  inclusion  of  these  propositions  in  Part  III  does  not  indicate  in  any  way 
our  endorsement  of  any  of  them  or  any  suggestions  that  the  particular  propo- 
sition be  adopted.  Our  sole  desire  is  that  the  wisdom  of  each  of  these  proposi- 
tions be  assessed  according  to  the  criteria  stated  in  Part  II  in  order  that  we 
in  Congress  may  attempt  to  help  resolve  the  Canal’s  problems  with  all  needed 
information  at  hand. 

Despite  the  number  of  questions  which  we  have  asked,  there  will  undoubtedly 
be  important  information  which  may  not  have  been  raised  by  the  questions. 
We  hope  you  will  be  able  to  furnish  this  kind  of  information  where  you  feel 
it  appropriate  in  your  response.  All  information  gathered  by  this  inquiry  will, 
of  course,  serve  as  the  basis  for  further  Committee/Subcommittee  study  of  the 
Canal’s  financial  position. 

We  are  a: ware  that  the  information  requested  in  all  three  Parts  of  the 
attachment  necessitates  extensive  and  time-consuming  research.  It  is  our  sup- 
position, however,  that  nearly  all  of  the  basic  data  needed  to  respond  to  our 
inquiry  has  been  collected  in  the  process  of  recommending  the  measurement 
rules  change,  of  studying  toll  sensitivity,  and  of  measuring  Canal  value. 

It  is  not  our  desire  that  the  Panama  Canal  organization,  at  an  obvious 
time  in  Canal  history  for  financial  austerity,  spend  large  sums  of  money  to 
provide  answers  to  this  inquiry.  We  do  believe  that  the  Canal  organization 
has  adequate  resources  to  answer  the  questions,  and  we  would  like  to  be  so 
informed  if  that  is  not  the  case.  Should  the  information  provided  us  by  the 
anal  organization  and  the  General  Accounting  Office  (in  response  to  another 
letter)  prove  insuflScient  for  our  purposes,  then  we  shall  not  hesitate  to  pursue 
other  paths  to  obtain  it. 

Inasmuch  as  the  proposed  measurement  rules  are  now  awaiting  Presidential 
action  and  because  the  Panama  Canal  needs  immediate  relief  and  changes, 
we  hope  to  receive  a reply  as  quickly  as  possible. 

Sincerely, 


Leonok  K.  (Mrs.  John  B.)  Sullivan, 

Chairman. 


Ralph  H.  Metcalfe, 

Chairman,  Suhcommittee  on  the  Panama  Canal. 


Attachments:  Parts  I,  II  and  III — Questions. 


Part  I.  Analysis  of  the  Impact  and  Equity  of  Proposed  Rules 
FOR  THE  Measurement  of  Vessels 


From  the  inception  of  the  proposal  to  change  Canal  measurement  rules,  there 
has  been  a good  deal  of  discussion  and  debate  as  to  their  equity  as  between 
Canal  users  and  their  potential  impact.  It  is  our  desire  to  obtain  from  the 
Canal  organization  a thoroughly  scientific  and  complete  exposition  of  the 
probable  impact  and  equity  of  the  proposed  rules.  Specific  data  can  tell  us  not 
only  more  precisely  where  the  costs  and  benefits  of  these  measurement  pro- 
posals are  likely  to  accrue  but  why  users  of  the  Canal  look  upon  the  proposed 
rules  as  they  do. 

In  analyzing  the  factors  which  will  determine  the  rules  impact,  we  are 
especially  interested  in  the  impact  of  the  factors  and  the  aggregate  of  the 
measurement  rules  on  the  following : 

(1)  vessels  on  those  trade  routes  which  provide  a large  amount  of  Canal 
transits ; 

(2)  vessels  of  the  flags  of  registry  of  nations  which  make  up  a large  part  of 
Canal  traffic  (such  as  the  United  Kingdom,  the  United  States,  Greece,  and 
Japan)  ; 

(3)  the  various  types  of  vessels  which  transit  the  Canal ; 

(4)  the  major  commodities  and  categories  of  commodities  carried  as  cargo  I)t? 
vessels  which  transit  the  Canal. 
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For  each  of  these  four  divisions,  we  hope  that  you  would  be  able  to  provide 
information  related  to  at  least  the  largest  live  fractions  in  each  division ; that 
is,  the  five  trade  routes  which  provide  the  greatest  number  of  Canal  transits, 
the  five  chief  commodities  which  are  Canal  cargo,  and  so  on.  If  information 
on  a wider  group  in  each  category  can  be  assembled  at  little  more  effort,  then 
the  wider  range  of  information  would  be  appreciated. 

We  hope  that  you  will  be  able  to  utilize  all  the  statistical  and  scientific  tools 
which  can  provide  explicit  responses  to  our  questions,  including  statistical 
estimates  of  probability,  correlation,  and  regression,  where  appropriate.  We 
also  hope  that  all  the  standard  economic  concepts  related  to  costs  and  benefits 
would  be  applied  and  that  the  conclusions  derived  from  them  made  clear  so 
that  one  does  not  necessarily  have  to  be  an  economist  to  understand  the 
organization’s  report. 

In  the  analysis  of  the  impact  of  the  measurement  rules  it  would  be  desirable 
if  the  total  aggregate  effect  of  the  rules  could  be  assayed  and  then  the  effect 
of  the  deck  cargo  provision  of  the  rules  could  be  listed  as  a separate  figure/ 
statement. 

The  information  which  it  is  of  the  utmost  importance  for  the  Committee  and 
Subcommittee  to  have  is  as  follows : 

[The  following  are  the  questions  of  the  Committee  continued  in  Section  I 
and  the  responses  to  them  by  the  Panama  Canal  Company;] 

Part  I 

Analysis  of  the  Impact  and  Equity  of  Proposed  Vessel  Measurement 
Rules  of  the  Panama  Canal  Company 

{Editorial  Note:  In  reading  data  submitted  by  the  Panama  Canal  Company  in 
response  to  questions  on  the  impact  and  equity  of  proposed  measurement  rules, 
it  should  be  noted  that  the  President  approved  the  proposed  rules  with  the 
exception  of  the  proposal  to  assess  deck  cargo.  Thus,  most  of  the  data  presented 
in  Section  I of  the  Company's  response  include  the  deck  cargo  provision  in  the 
calculations,  and  as  such,  it  should  be  remembered  in  these  cases  that  the  effect 
cited  in  the  responses  concerning  the  proposed  rules  is  not  the  effect  of  the  rules 
as  put  into  effect. ) 

(1)  What  impact  will  the  proposed  rules  changes  have  on  vessels  on  those 
trade  routes  which  provide  a large  amount  of  Canal  transits? 

The  impact  of  the  measurement  rules  on  “vessels  on  those  trade  routes  which 
provide  a large  amount  of  Canal  transits”  is  shown  in  Table  1.  The  aggregate 
effect  of  all  rules  changes  falls  most  heavily  on  the  most  important  Panama 
Canal  trade  route.  East  Coast  United  States/Asia.  The  greatest  impact  of  the 
“on  deck  cargo  rule”  is  also  on  the  East  Coast  US/Asia  route. 
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The  ten  major  routes  and  an  “All  Other”  category  are  shown  in  Table  2 below 
in  their  order  of  importance  by  tolls  paid  in  1975  and  in  relation  to  the  effects 
of  the  rules  changes. 


TABLE  2.— AGGREGATE  RULES  CHANGE  EFFECT  ON  MAJOR  ROUTES 


Route 

Tolls  paid 
1975 
(thousands) 

Percent  i 

1975  tolls 
adjusted 
for  rules 
changes 

Percent 

East  coast  United  States-Asia 

$44,  75fi 

31.5 

$48,  087 

31.2 

Europe-Asia. _ 

14, 794 

10.4 

16,  581 

10.7 

Europe-west  coast  United  States/Canada--  _ 

10, 843 

7.6 

11,787 

7.6 

East  coast  United  States-west  coast  South  America 

10, 073 

7.1 

10,  927 

7.1 

Europe-west  coast  South  America 

7,955 

5.6 

8,730 

5.7 

Europe-Oceania 

4, 825 

3.4 

5,430 

3.5 

U.S.  intercoastal 

4, 794 

3.4 

5,406 

3.5 

East  coast  United  States/Canada-Oceania 

4,416 

3.1 

5,102 

3.3 

East  coast  Canada-Asia  

4, 164 

2.9 

4,  882 

3.2 

South  America  intercoastal  

3, 628 

2.6 

3,  708 

2.4 

All  ether  routes - _ _ _ _ 

31,650 

22.3 

33,  629 

21.8 

Tctal 

141, 898 

100.0 

154, 269 

100.0 

1 Do  not  acid  because  cf  rounding. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 


Table  3 below  shows  the  effect  by  route  of  the  on  deck  cargo  rule  only.  Again 
fiscal  1975  is  the  base  year : 


TABLE  3.— EFFECT  OF  ON  DECK  CARGO  RULE  CHANGE  ON  MAJOR  ROUTES 


Route 

Tolls  paid 
1975 
(thousands) 

Percent  i 

1975  tolls 
adjusted  for 
on  deck  cargo 
rule 

Percent  i 

East  coast  United  States-Asia...  _ 

$44,756 

31.5 

$46, 502 

31.4 

Europe-Asia... 

14,794 

10.4 

16,119 

10.9 

Europe-west  coast  United  States/Canada.  ...  ... 

10,843 

7.6 

11,368 

7.7 

East  coast  United  States-west  coast  South  America  ... 

10,073 

7.1 

10,376 

7.0 

Europe-west  coast  South  America . 

7,955 

5.6 

8,  068 

5.4 

Europe-Oceania 

4,825 

3.4 

4,  987 

3.4 

U.S.  intercoastal  

4,794 

3.4 

5,  240 

3.5 

East  coast  United  States/Canada-Oceania 

4,416 

3.1 

4, 958 

3.4 

East  coast  Canada-Asia 

4, 164 

2.9 

4,735 

3.2 

South  America  intercoastal  .....  . 

3,628 

2.6 

3,  635 

2.5 

All  other  routes 

31,650 

22.3 

32, 130 

21.7 

Total 

141,898 

100.  0 

143, 128 

100.0 

1 Do  not  add  because  of  rounding. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 


(2)  What  impact  will  the  proposed  rule  changes  have  on  the  vessels  of  the 
flags  of  registry  of  nations  which  make  up  a large  part  of  Canal  traffic  (e.g. 
UK,  US,  Greece,  and  Japan)  ? 

The  impact  of  the  measurement  rules  on  “vessels  of  the  flags  of  registry”  is  as 
shown  in  Table  4.  In  Tables  5 and  6 importance  by  flag  is  ranked  according  to 
tolls  paid  in  comparison  to  the  effects  of  the  measurement  rule  changes. 


79-3G7 — 7 ( - 


TABLE  4 — IMPACT  ON  VESSEL  TYPE  BY  NATIONALITY  OF  PROPOSED  AMENDMENTS  TO  MEASUREMENT  RULES,  FISCAL  YEAR  1975 
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TABLE  5.— EFFECT  OF  AGGREGATE  MEASUREMENT  RULES  ON  MAJOR  FLAGS 


Tolls  paid  1975  1975  tolls  adjusted 


Flag  (thousands)  Percent'  for  rules  changes  Percent 


Liberia - $27,713  19.5  $29,072  18.8 

United  Kingdom - 15,137  10.7  16,590  10.8 

Japan - 14,202  10.0  15,689  10.2 

Norway.  — 12,382  8.7  13,154  8.5 

United  States 12,040  8.5  9.2 

West  Germany 6,956  4.9  7,815  5.1 

Panama 6,338  4.5  6,668  4.3 

Sweden 4,997  3.5  5,552  3.6 

Netherlands 3,019  2.1  3,342  2.2 

Another 26,876  18.9  29,260  19.0 


Total 141,898  100.0  154,269  100.0 


1 Do  not  add  because  of  rounding. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 


TABLE  6.— EFFECT  OF  DECK  CARGO  RULE  CHANGE  ON  MAJOR  FLAGS 
{Dollar  amounts  in  thousands] 


1975  tolls  ad- 

Tolls  paid  justed  for  on 


Flag  1975  Percent'  deck  cargo  rule  Percent 


Liberia $27,713  19.5  $28,244  19.1 

United  Kingdom. 15,137  10.7  15,886  10.7 

Japan 14,202  10.0  15,192  10.3 

Norway 12,382  8.7  12,721  8.6 

Greece 12,238  8.6  12,393  8.4 

United  States.... 12,040  8.5  13,749  9.3 

West  Germany 6,956  4.9  7,453  5.0 

Panama 6,338  4.5  6,402  4.3 

Sweden 4,997  3.5  5,360  3.6 

Netherlands 3,019  2.1  3,168  2.1 

Another 26,876  18.9  27,560  18.6 


Total 141,898  100.0  148,128  100.0 


' Do  not  add  because  of  rounding. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 

(3)  What  impact  will  the  proposed  rule  changes  have  on  the  various  types 
of  vessels  which  transit  the  Canal? 

The  impact  of  the  measurement  rules  changes  by  “the  various  types  of  vessels 
which  transit  the  Canal”  is  shown  in  Table  7.  The  impact  by  vessel  type  falls 
most  heavily  on  container  vessels  almost  solely  because  of  the  application  of 
the  on  deck  cargo  rule. 
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(4)  What  impact  will  the  proposed  rule  changes  have  on  the  major  com- 
modities and  categories  of  commodities  carried  as  cargo  by  vessels  which 
transit  the  Canal  ? 

The  impact  of  the  rules  changes  on  “major  commodities  and  categories  of  com- 
modities” is  shown  in  Table  8.  Although  tolls  are  not  paid  on  a commodity  basis, 
the  effective  rate  of  tolls  by  cargo  type  as  established  in  the  study  Tolls 
Study,  Office  of  the  Comptroller,  Panama  Canal  Company,  fiscal  year  1967  (data 
updated  to  reflect  the  19.7  percent  toll  increase  that  became  effecetive  July  8, 
1974)  permits  analysis  of  the  impact  of  the  measurement  rule  changes  on  cargo. 

TABLE  8.— IMPACT  ON  MAJOR  COMMODITIES  OF  PROPOSED  AMENDMENTS  TO  MEASUREMENT  RULES,  FISCAL 

YEAR  1975 


Aggregate  effect  of  all  rule 
Fiscal  year  1975  changes 


Actual  Estimated  Average  toll  Additional  Average  toll 
long  tons  tolls  per  L/ton  i tolls  per  L/ton 

Commodity  (thousands)  (thousands)  (thousands) 


Coal  and  coke 26,303  $17,544  $0,667  $807  $0.01 

Petroleum  products 12,967  11,657  .899  163  .03 

Manufacture  of  iron  and  steel 11,237  7,461  .664  343  .03 

Crude  petroleum 10,852  8,942  .824  125  .01 

Coarse  grains 9,555  6,  669  .698  307  .03 

Phosphates 5,351  3,296  .616  152  .03 

Wheat 4,734  4,303  .909  198  .04 

Sugar 4,253  2,667  .627  123  .03 

Lumber  and  products 3,587  5,467  1.524  640  .18 

Iron  ore 3,557  2,017  .567  93  .03 

Ail  others 47,705  71,875  1.507  9,420  .20 


Total 140,101  141,898  1.01  12,371  .04 


1 Base  on  Office  of  Comptroller  toils  study  July  1,  1966  to  June  30,  1967. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 

A.  STUDY  BASE 

(1)  List  those  studies  and  analyses  which  will  serve  as  a basis  for  the  Canal 
organization’s  response  to  this  letter  inquiry. 

The  attached  annotated  bibliography  covers  a wide  range  of  studies  con- 
cerning the  Panama  Canal,  including  those  studies  cited  in  the  bibliography 
which  appeared  as  an  attachment  to  the  February  2,  1976,  letter  from  the 
Committee  on  Merchant  Marine  and  Fisheries.  The  various  studies  included 
in  the  annotated  bibliography  present  a comprehensive  view  of  Panama  Canal 
traffic,  the  forecasting  of  Canal  traffic,  estimates  of  sensitivity  to  toll  increases, 
impacts  of  toll  increases  on  every  important  world  region,  and  the  economic 
value  of  the  Canal. 

The  studies  cited  in  tlie  annotated  bibliography  date  back  to  at  least  1967. 
Earlier  studies  are  also  available  on  some  of  the  subjects  indicated,  but  they 
are  of  limited  reference  value  because  of  their  dates  of  publication. 

Table  9. — Annotated  Bibliography 

Andrews,  Benjamin  V.  A Review  of  World  Shipbuilding  and  Merchant  Ship 
Fleet  Trends.  Menlo  Park,  California : Stanford  Research  Institute,  1968. 
This  report  presents  an  analysis  of  the  trends  in  mix  of  vessels  in  the  world 
merchant  fieet.  The  first  section  presents  an  overview  of  the  total  world 
shipping  traffic,  the  fleet  capacity  and  fleet  composition.  The  last  four  sec- 
tions discuss  the  fleet  of  ships  in  the  bulk  ship  group,  tankers,  freighters, 
and  combination  passenger  and  cargo  ship  group. 

Brandes,  Ely  M.  Analysis  of  Panama  Canal  Traffic  and  Revenue  Potential. 
Menlo  Park,  California : Stanford  Research  Institute,  1967.  This  study 
analyzes  the  sensitivity  of  Panama  Canal  traffic  to  toll  increases  of  up  to 
150  percent.  It  reviews  the  impact  of  tolls  on  traffic  moving  through  the 
Canal,  under  both  the  current  toll  system  and  a possible  alternative  system 
and  estimates  the  revenue  potential  of  the  Canal. 
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Brandes,  Ely  M.  and  Alan  E.  Lazar,  Economic  Impacts  of  Panama  Canal  Toll  In- 
creases. Menlo  Park,  California : Stanford  Research  Institute,  1968.  This  report 
evaluates  the  economic  impacts  on  a number  of  countries  resulting  from 
possible  increases  in  tolls  at  the  Panama  Canal.  This  impact  is  evaluated 
through  an  analysis  of  15  categories  of  bulk  commodities  shipped  through 
the  Canal  that  were  found  in  an  earlier  study,  Analysis  of  Panama  Canal 
Trafftic  and  Revenue  Potential,  to  be  sensitive  to  tolls  increases. 

James  E.  Howell  and  Ezra  Solomon.  Critique  and  Evaluation  of 

Panama  Comal  Revenues  and  Estimates  of  Savings  to  Users,  CEPAL,  Decem- 
her  1971.  Palo  Alto,  California : International  Research  Associates,  1974. 
This  report  is  a critical  evaluation  of  a 1971  report  by  the  Economic  Com- 
mission for  Latin  America  of  the  United  Nations  on  the  value  of  the  Panama 
Canal  in  terms  of  direct  savings  to  shippers  using  the  Canal. 

Brandes,  E.  M.,  Critique  and  Evaluation  of  the  Panama  Canal  in  U.S.  Foreign 
Trade:  Impact  of  a Toll  Increase  and  Facility  Closure,  MARAD,  1974. 
Palo  Alto,  California : International  Research  Associates,  1974.  A critical 
evaluation  of  a report  published  by  the  Maritime  Administration  (MARAD), 
is  evaluated  in  this  report.  The  MARAD  report  attempted  to  measure  the 
cost  to  the  United  States  of  a substantial  toll  rate  increase  at  the  Panama 
Canal  and  of  a complete  Canal  closure. 

The  Economic  Value  of  the  Panama  Canal:  An  Addendum  Concerning 

the  Short  Term  Value  of  the  Canal.  Palo  Alto,  California:  International 
Research  Associates,  1974.  This  report  analyzes  the  short  term  value  of  the 
Panama  Canal  based  on  the  assumption  of  a sudden  closure  of  the  waterway. 
It  is  estimated  in  the  study  that  the  total  first  year  costs  of  Canal  closure 
would  reach  $478  million  or  $367  million  more  than  the  tolls  collected  for 
the  year. 

and  Neil  T.  Houston.  Panama  Canal  Toll  Rate  Increases:  Effects  on 

the  V.S.  Economy.  Palo  Alto,  California:  International  Research  Associates, 
undated.  This  study,  while  providing  an  analysis  of  the  effect  of  toll  in- 
creases on  the  U.S.  economy,  revises  and  develops  estimates  of  the  sensitivity 
of  Canal  commodities  to  toil  increases.  The  analysis  of  sensitivity  is  critical 
to  the  quantification  of  economic  value  in  that  it  defines  maximum  possible 
toils  in  relation  to  Canal  alternatives. 

Brandes,  E.  M.  & B.  R.  Samuel.  Panama  Canal  Toll  Increases:  Effect  on  Cen- 
tral America,  Mexico  and  Panama.  Palo  Alto,  California:  International 
Research  Associates,  1974.  This  report  indicates  the  effect  which  proposed 
Panama  Canal  increases  might  have  on  the  five  countries  of  Central  America, 
as  well  as  Mexico  and  Panama. 

Panama  Canal  Toll  Increases:  Effect  on  the  Far  East.  Palo  Alto, 

California : International  Research  Associates,  1974.  The  third  volume  in  the 
series  which  attempts  to  measure  the  impact  of  Panama  Canal  toll  increases 
on  various  regions  of  the  world.  This  volume  concentrates  on  the  effects  on 
the  Far  East. 

Panama  Canal  Toll  Increases:  Effect  on  Europe.  Pato  Alio,  California  : 

International  Research  Associates,  1974.  The  fourth  volume  in  the  series, 
this  report  analyses  the  effects  of  Panama  Canal  toll  increases  in  Europe. 

Panama  Canal  Toll  Increases:  Effect  on  Oceania.  Palo  Alto,  California: 

International  Research  Associates,  1974.  This  report,  the  fifth  in  a series 
which  began  with  Panama  Canal  Toll  Increases:  Effect  on  the  U.S.  Economy, 
analyzes  the  effects  of  toll  increases  on  Oceania. 

Panama  Canal  Toll  Increases:  Effect  on  Canada  and  the  Caribbean 

Region.  Palto  Alto,  California : International  Research  Associates,  1974.  The 
last  of  six  volumes  which  analyze  the  effects  of  Panama  Canal  toll  increases 
on  various  regions  of  the  world.  This  volume  concentrates  on  an  analysis  of 
the  effects  of  toll  increases  on  Canada  and  the  Caribbean  region. 

Panama  Canal  Toll  Rates:  Estimates  of  Maximum  Revenues.  Palo 

Alto,  California : International  Research  Associates,  1975.  The  purpose  of 
this  study  was  to  develop  a set  of  maximum  revenue  estimates  for  the 
Panama  Canal.  It  provides  an  extension  of  earlier  reports  in  that  it  analyses 
traffic  volumes  and  revenues  with  the  assumption  of  toll  rate  increases  of 
75,  100  and  150  percent.  The  sensitivity  estimates  contained  cover  the  range 
of  increases  that  encompass  the  maximum  revenues  attainable  for  the 
Panama  Canal. 
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Cole,  Leon  M.  Economic  Ramifications  of  Future  Panama  Canal  Control  and 
Use:  A Survey.  Washington,  D.C. : Congressional  Research  Service,  1975. 
This  report  surveys  the  information  and  data  contained  in  recent  studies 
and  reports  concerning  the  economic  value  of  the  Panama  Canal  and  its 
operations.  The  report  concludes  that  while  the  Panama  Canal  is  indeed  an 
important  facility  for  world  and  U.S.  commerce,  it  is  not  of  overwhelming 
or  critical  economic  importance. 

Economic  Commission  for  Latin  America  (CBPAL).  Panama  Canal  Revenues 
and  Estimates  of  Savings  to  Users  (Draft).  Mexico:  CBPAL,  1971.  This 
report  estimates  the  direct  annual  savings  made  possible  to  world  maritime 
traffic  by  the  Panama  Canal  over  a period  of  twenty  years  (1960  to  1980), 
as  well  as  a computation  of  the  annual  amount  of  maximum  potential 
revenue  on  the  basis  of  applying  preferential  rates  by  products. 

Economics  Research  Associates.  Panama  Canal  Long  Range  Commercial  Traffic 
and  Toll  Forecasting  System.  Los  Angeles : Economics  Research  Associates, 
1970.  This  report  provides  a description  of  a computer-based  forecasting 
system  for  transits  of  oceangoing  commercial  ships  and  related  tolls  revenue 
which  was  developed  for  the  Panama  Canal  Company. 

Projections  of  Panama  Canal  Commodity  Floivs,  Transits,  and  Tolls 

Through  1985.  Los  Angeles:  Economics  Research  Associates,  1972  and  1974. 
This  research  effort  utilizes  a previously  developed  computer  forecast  system 
to  analyze  and  project  Panama  Canal  cargo  flows  from  1974  to  1985  by : 
(1)  major  commodity  category;  (2)  major  trade  routes;  and  (3)  type  and 
size  of  ships  for  the  milestone  years. 

Howell,  James  E.  and  Ezra  Solomon.  The  Economic  Value  of  the  Panama 
Canal.  Palo  Alto,  California : International  Research  Associates,  1973.  This 
study  identifies  the  concepts  of  alternative  costs  to  Canal  users,  the  eco- 
nomic costs  of  providing  Canal  services,  and  the  net  economic  value  of  the 
Canal.  It  provides  estimates  of  value  to  the  U.S.  as  a major  Canal  user,  the 
U.S.  Government  as  the  sole  stockholder  and  operator  of  the  Canal,  and 
value  as  it  relates  to  the  balance  of  payments. 

International  Research  Associates.  Review  of  Sensitivity  Estimates  Contained 
in  Panama  Canal  Toll  Increases:  Effect  on  the  U.S.  Economy.  Palo  Alto, 
California : International  Research  Associates,  1974.  This  report  reviews 
and  revises  estimates  of  commodity  sensitivity  to  toll  increases  contained 
in  Panama  Canal  Toll  Increases:  Effects  on  the  U.S.  Economy  (IRA,  1972). 
In  addition,  it  provides  a methodology  for  estimating  the  effect  of  toll 
increases  up  to  25%  on  traffic  volume  and  revenues. 

Maritime  Administration.  The  Panama  Canal  in  U.S.  Foreign  Trade:  Impact 
of  a Toll  Increase  and  Facility  Closure.  Washington : U.S.  Department  of 
Commerce,  1974.  This  report  presents  an  assessment  of  the  primary  economic 
effects  of  an  increase  in  Panama  Canal  tolls  or  of  a complete  closure.  The 
analysis  is  primarily  applicable  to  a treatment  of  short  run  effects,  but  it 
also  presents  a maximum  cost  or  “worst-case”  approach  to  assessment  of 
long  run  effects. 

Panama  Canal  Company  Annual  Reports.  Balboa,  Canal  Zone:  Panama  Canal 
Company,  1968-1975.  These  annual  reports  detail  Panama  Canal  Company/ 
Canal  Zone  Government  operations  for  each  fiscal  year. 

Ship  Operation  and  Commodity  Summary  Reports.  Balboa,  Canal  Zone : 
Panama  Canal  Company,  1967.  These  reports  contain  data  collected  on  ship 
operations  and  commodities  for  laden  vessels  transiting  the  Canal  during 
the  period  April  1,  1966  to  June  30, 1967. 

Shipping  Statisties  and  Economics.  London : H.  P.  Drewry,  Ltd.,  December 
1975.  This  journal  provides  coverage  of  the  charter  ship  market  and  in- 
formed comment  and  extensive  reference  data  on  other  facets  of  the  world 
shipping  industry. 

A.  (2)  (a)  What  is  the  Canal  organization’s  general  view  with  respect  to 

those  major  trade  routes  to  which  the  Panama  Canal  is  critical  and  which  in 

turn  are  critical  to  the  Panama  Canal’s  operation? 
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The  following  table  shows  the  major  Canal  trade  routes  as  measured  in 
tonnage  or  cargo  during  fiscal  year  1975 : 

Table  10. — Cargo  hy  trade  route — oceangoing  commercial,^  fiscal  year  1975 


Trade  route : Tonnage  2 

1.  East  coast  United  States- Asia 55,  402 

2.  Europe-west  coast  United  States/Canada 10,  561 

3.  Europe-Asia 10,  028 

4.  East  coast  United  States-west  coast  South  America 8,  417 

5.  Europe-west  coast  South  America 5,  481 

6.  South  American  intercoastal 4,  675 

7.  U.S.  intercoastal  (including  Alaska  and  Hawaii) 4,  386 

8.  East  coast  United  States/ Canada-Oceania 4,  130 

9.  Europe-Oceania 3,  590 

10.  East  coast  Canada-Asia 3,  461 

All  other 29,  970 


Total,  oceangoing  commercial 140,  101 


2-  Cargo  carried  in  all  commercial  and  all  foreign  flag  military  vessels  of  300  P C.  net 
tons  or  greater  or  500  displacement  tons  or  greater. 

2 In  thousands  of  long  tons. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 

The  above  trade  routes  and  the  commodities  moving  over  them  are  key  to 
analysis  of  Panama  Canal  traffic.  All  of  these  routes  are  included  in  one 
format  or  another  in  a number  of  the  studies  cited  in  the  bibliography. 

Each  of  these  trade  routes  is  relatively  “critical”  to  the  operations  of  the 
Panama  Canal  but  it  does  not  necessarily  follow  that  the  Canal  is  also  critical 
to  each  of  the  trade  routes.  For  example,  it  would  be  difficult  to  argue  the 
criticality  of  the  Europe-Asia  route  given  the  Suez  and  the  Cape  of  Good  Hope 
alternatives.  On  the  other  hand,  trade  along  the  East  Coast  United  States-West 
Coast  South  America  route  w’ould  be  seriously  inconvenienced  if  the  Panama 
Canal  were  to  be  unavailable. 

Complete  discussions  of  this  theme  are  contained  in  the  Analysis  of  Pamama 
Canal  Traffic  and  Revenue  Potential,  Standford  Research  Institute,  March  1967 ; 
Economic  Impacts  of  Panama  Canal  Toll  Increases,  Stanford  Research  Institute, 
June  1968;  Panama  Canal  Toll  Rate  Increases:  Effects  on  the  U.S.  Economy, 
On  Central  America,  Mexico  and  Panama,  On  the  Far  East,  On  Europe,  On 
Oceania,  and  On  Canada  and  the  Caribbean  Region  (six  volumes),  International 
Research  Associates,  various  dates  1973-1974. 

A.  (2)  (b)  What  is  the  Canal  organization’s  general  view  of  the  significance 
of  various  types  of  vessels  (in  terms  of  transits,  toll  revenues,  etc.)  to  the 
operation  of  the  Canal  ? 

The  various  types  of  vessels  in  the  world  fleet  which  are  of  significance  to  Canal 
operations  were  also  identified  and  discussed  in  a number  of  studies  cited  in  the 
bibliography.  One  such  study,  A Revietv  of  World  Shipbuilding  and  Merchant  Ship 
Fleet  Trends,  Stanford  Research  Institute,  May  1968,  dealt  extensively  with  the 
subject. 

Panama  Canal  Company  analysis  of  vessel  types  divides  all  oceangoing  com- 
mercial vessels  into  six  basic  categories  which  are  in  turn  separated  into  more 
precise  categories  as  part  of  the  Company’s  data  base.  The  six  basic  categories 
are  shown  below : 

TABLE  11.— PANAMA  CANAL  TRANSITS  BY  TYPE— OCEANGOING  COMMERCIAL,  FISCAL  YEAR  1975 


Tolls  Cargo 

Vessel  type  Transits  (thousands)  (thousands) 


Genera!  cargo  vessels 3,955  $26,875  22,583 

Refrigerated  vessels 2,572  10,324  3,761 

Bulk  carriers 3,752  60,348  78,976 

Tankers 1,775  21,090  24,256 

Container  vessels..: 1,064  20,080  9,508 

Passenger  vessels 134  1,663  


Subtotal 13,252  $140,380  139,084 

All  other  vessel  types 357  1,518  1,017 


Total 13,609  $141,898  140,101 

Percent  of  total  oceangoing  commercial. 97.4  98.9  99.3 


Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 
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Tlie  six  basic  categories  of  vessel  type  were  responsible  for  the  following 
percentage  of  oceangoing  commercial  transits,  tolls  and  cargo  in  1976 : 

TABLE  12 
[In  percent! 


Vessel  type  Transits  Tolls  Cargo 


General  cargo  vessels... 29.1  18.9  16.1 

Refrigerated  cargo  vessels 18.9  7.3  2.7 

Bulk  carriers. 27.6  42.6  56.4 

Tankers 13.0  14.9  17.3 

Container  vessels 7.8  14,2  6.8 

Passenger  vessels 1.0  1.2.. 

Another... 2.6  1,0  .7 


Total. - 100.0  100.0  100.0 


Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 

A.  (2)  (c)  What  is  the  Canal  organization’s  general  view  with  respect  to  those 
commodities  which  make  up  the  main  cargo  which  transits  the  Canal? 

The  major  commodity  groups  flowing  through  the  Canal  in  oceangoing  com- 
mercial vessels  in  flscal  1975  have  been  described  in  many  of  the  studies  shown 
in  the  bibliography.  The  ten  of  primary  importance  in  tonnage  to  the  Panama 
Canal  are  shown  below : 

TABLE  13.— IViAJOR  CANAL  COMMODITIES,  OCEANGOING  COMMERCIAL,  FISCAL  YEAR  1975 


Commodity  group 


Long  tons 

(thousands)  Percent  of  total 


Coal  and  coke  > 

Petroleum  products « 

Manufactures  of  iron  and  steel. 

Crude  petroleum 

Coarse  grains  3. 

Phosphate 

Wheat*... 

Sugar 

Lumber  and  products  s 

Iron  ore 

All  other « 


26,  303 

18.8 

12, 967 

9.3 

11,  237 

8.0 

10, 852 

7.7 

9,  555 

6.8 

5,  351 

3.8 

4,  734 

3.4 

4, 253 

3.0 

3, 587 

2.6 

3, 557 

2.5 

47,  705 

34.1 

Total  oceangoing  commercial  cargo. 


140, 101  100. 0 


* Excludes  petroleum  coke. 

2 Includes  diesel,  gasoline,  jet  fuel,  kerosene,  liquefied  natural  gas,  lubricating  oil,  residual  fuel  oils,  and  miscellaneous 
petroleum  products. 

3 includes  barley,  corn,  oats,  rice,  and  sorghum. 

* Includes  wheat  grain  and  wheat  flour. 

5 Excludes  puipwood. 

® No  single  commodity  in  the  all  other  category  exceeds  the  No.  10  commodity  (iron  ore)  in  tonnage. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975. 

A.  (2)  (d)  What  is  the  Canal  organization’s  general  view  with  respect  to 
the  sensitivity  of  increases  in  tolls  to  the  diversion  of  cargo  and  ships  from  the 
Canal? 

The  Panama  Canal  Company  position  on  the  sensitivity  of  commodities  to 
increases  in  tolls  is  detailed  in  the  study  Panama  Canal  Toll  Rate  Increases: 
Effects  on  the  U.S.  Economy,  International  Research  Associates  (IRA),  1973; 
the  letter  report  Review  of  Sensitivity  Estimates  Contained  in  Panama  Canal 
Toll  Increases:  Effects  on  the  TJ.S.  Economy,  February  1974  (IRA)  ; and  Panama 
Canal  Toll  Rates:  Estimates  of  Maximum  Revenues,  IRA,  January  1975. 

Although  it  is  recognized  that  estimates  of  sensitivity  to  toll  increases  cannot 
be  considered  as  precise  revelations  of  the  specific  effects  of  toll  increases,  the 
Company  accepts  in  good  faith  the  results  of  several  comprehensive  analyses 
performed  by  a competent  independent  economic  consultant  (IRA).  The  Com- 
pany, conversely,  rejects  as  grossly  exaggerated  the  estimates  of  sensitivity 
spelled  out  in  the  report  Panama  Canal  Revenues  and  Estimates  of  Savings  to 
Users,  Economic  Commission  for  Latin  America  (ECLA),  1972.  The  general  con- 
clusion of  this  report  (ECLA)  is  that  Canal  commodity  flows  are  virtually 
insensitive  to  toll  increases. 
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A.  (2)  (e)  What  is  the  Canal  organization’s  general  view  with  respect  to  the 
forecasts  for  levels  of  future  Canal  traffic,  the  projection  of  tolls  receipts  and 
the  accuracy  of  those  predictions  to  this  point  in  time? 

The  basic  forecast  of  Canal  traffic  produced  by  a consultant  is  contained  in 
the  study  Projections  of  Panama  Canal  Commodity  Flows,  Transits  and  Tolls 
Through  198S,  Economics  Research  Associates,  January  4,  1974.  The  ERA 
forecast  through  1976  for  transits,  tolls  and  cargo  is  shown  below  in  com- 
parison to  the  actual  for  1974  and  1975,  and  to  the  current  Panama  Canal 
Company  estimate  for  1976.  The  ERA  forecast  considers  only  oceangoing  com- 
mercial traffic  and  assumes  that  the  Suez  Canal  would  remain  closed  for  the 
forecast  years.  The  ERA  study  predated  the  Suez  reopening  by  seventeen 
months. 

TABLE  14.— FORECAST  OF  CANAL  TRAFFIC  AND  TOLLS— ECONOMICS  RESEARCH  ASSOCIATES,  OCEANGOING 

COMMERCIAL  1974-76 

(Dollar  amounts  and  cargo  in  miliionsi 


Transits  Tolls  Cargo 


Year  ERA  Actual  ERA  Actual  ERA  Actual 


1974...... 14,300  14,033  $ii6.4  $119.4  135.4  147.9 

1975 :i..........  14,337  13,609  i 143.0  141.9  136.5  140.1 

1976?-................  14,619  12,225  U48.9  132.2  141.0  123.0 


1 Adjusted  for  19.7  pet  toll  increase. 

2 Estimated. 

Source:  Executive  Planning  staff,  Panama  Canal  Company,  1975. 

A.  (2)  (f)  What  is  the  Canal  organization’s  general  view  with  respect  to  the 
maximum  revenue  potential  for  Canal  tolls? 

We  are  unable  without  further  study  to  determine  the  maximum  revenue 
potential  for  Canal  tolls. 

B.  CANAL  TRAFFIC  AND  REVENUES  rOATA  BASE  FOR  CALCULATION) 

(1)  For  trade  routes  which  are  either  significant  to  Canal  operation  or  for 
which  the  Canal  constitutes  an  essential  part,  indicate  (a)  the  proportion  of  the 
types  of  vessels  which  ply  these  routes ; (b)  the  proportion  of  the  flags  of  registry 
of  vessels  which  move  on  these  routes  ; (c)  the  mix  of  major  commodities  which 
are  shipped  through  the  Canal  on  these  routes ; (d)  the  total  Canal  tolls  for  each 
route  realized  from  transiting  vessels  on  these  routes;  and  (e)  the  sensitivity 
of  Canal  traffic  on  the  route  to  increases  in  tolls  and  specifically  to  the;  proposed 
measurement  rules. 

Data  responding  to  parts  (a)  through  (d)  of  the  questions  are  shown  as  Table 
15  through  Table  18  respectively.  Part  (e)  of  the  question  is  addressed  in  narra- 
tive form  following  Table  18. 
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TABLE  16.— TRANSITS— FLAGS  OF  VESSELS  BY  TRADE  ROUTE,  OCEANGOING  COMMERCIAL,  FISCAL  YEAR  1975 


Trade  route 

Flag  123456789  10 


Argentina 

Australia 

Austria 

Bahamas 

Bangladesh 

Belgium 

Bermuda 

Canada 

Cayman  Islands 

Chile 

Colombia 

Cyprus 

Czechoslovakia 

Denmark 

East  Germany 

Ecuador 

Egypt 

Finland 

France 

Greece 

Honduras 

India 

Iran 

Ireland 

Israel 

Italy 

Japan 

Kuwait 

Liberia 

Malaysia 

Mexico 

Morocco 

Netherlands 

New  Zealand 

Norway 

Pakistan 

Panama 

People’s  Republic  of  China.— 

Peru 

Philippines 

Poland 

Portugal 

Republic  of  China  (Formosa). 

Singapore 

Somalia 

South  Korea 

South  Vietnam 

Spain 

Sweden 

Switzerland 

Turkey 

United  Kingdom 

United  States 

Uruguay 

U.S.S.R 

Venezuela 

West  Germany 

Yugoslavia 


15 


2 

-- 

- 

.... 


12 


10 
1 

83  28 

2 


2 

1 

56 

105 

6 


4 

312 


10  2 2 

1 

5 17  2 

2 7 

13  47  14 

423  18  152 

3  

718  95  89 

3 12 

12 


7 

121 

17 

1 


1 

46 

144 

1 

4 


19 

'257' 


1 

130‘ 


195 

2 


34 

lie' 

■"45' 


3 

1 

14 

20 

206 

..... 

'■l9‘ 


79 


76 


27 


94  9 

22  4 

5 

72  1 


10 


6 

33  127 

5 9 

1 2 

193  117 

300  3 


17 


116 

1 


85 

180 


96 


341 


102 

42 


16 


12 


108 

6 


52 


131 

4 


173 

17 


Total. 


2,956 


823 


871  1,319  1,241 


361 


404 


333 


17 


201 

2 


13 


515 


40 


1 

1 

2 15 

19  6 81 


45 


299 


Note'  Trade  routes — 1.  East  coast  United  States-Asia.  2.  Europe-west  coast  United  States/Canada.  3.  Europe-Asia. 
4.  East  coast  United  States-west  coast  South  America.  5.  Europe-west  coast  South  America.  6.  South  American  intercoastai. 
7.  U.S.  intercoastai  (including  Hawaii).  8.  East  coast  United  States/Canada-Oceania.  9.  Europe-Oceania.  10.  East  Coast 
Canada.-Asia. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975, 
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TABLE  17.— COMMODITIES  BY  TRADE  ROUTE— OCEANGOING  COMMERCIAL,  FISCAL  YEAR  1975 
(In  thousands  of  long  tons] 


Commodity 

Trade  routes 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Coal  and  coke... 

24, 079 

721 

522 

220 

23 

4 

263 

30  .. 

Coarse  grains... 

8,  267 

23 

3 

436 

31  . 

1 .. 

Crude  petroleum 

34  . 

25 

20  . 

197  . 

3, 637 

29  . 

Iron  ore 

77 

221 

2, 936 

1 

8 

Lumber  and  products 

698 

1,081 

118 

38 

8 

1 

218 

1 

7 

15 

Manufactures  of  iron  and 

steel... 

4, 944 

576 

2,  841 

118 

286 

2 

318 

58 

134 

200 

Petroleum  and  products 

423 

2,  221 

795 

233 

27 

704 

1,635 

80 

26  .. 

Phosphate  . 

3,079  . 

21 

267 

46  . 

152 

29 

2 

10 

Sugar 

760 

432 

138 

1 

232 

658 

235  .. 

Wheat 

1,993 

81 

1 

1,441 

43  . 

1 

14 

19 

812 

Total 

44,  354 

4,  703 

4,  547 

6,141 

799 

4,  349 

2, 585 

1, 104 

454 

1,045 

Note:  Trade  routes— 1.  East  coast  United  States-Asia.  2.  Europe-west  coast  United  States/Canada.  3.  Europe-Asia. 
4.  East  coast  United  States-west  coast  South  America.  5.  Europe-west  coast  South  America.  6.  South  American  intercoastai. 
7.  U.S.  intercoastai  (including  Hawaii).  3.  East  coast  United  States/Canada-Oceania.  9.  Europe-Oceania.  10.  East  coast 
Canada-Asia. 

Source:  Executive  planning  staff,  Panama  Canal  Company,  1975, 


Table  18. — Tolls  hy  trade  routes — oceangoing  commercial,  fiscal  year  1975 


Trade  route;  (thousands) 

East  coast  United  States-Asia $44,  756 

Europe-west  coast  Lihited  States/ Canada 10,  843 

Europe-Asia 14,  794 

East  coast  United  States-west  coast  South  America 10,  073 

Europe-west  coast  South  America 7,  955 

South  America  intercoastai 3,  628 

U.S.  intercoastai  (including  Hawaii) 4,  794 

East  coast  United  States/Canada-Oceania 4,  416 

Europe-Oceania 4,  825 

East  coast  Canada-Asia 4,  164 

All  other 31,  650 


Total 141,898 


Source : Executive  planning  staff,  Panama  Canal  Company,  1975. 

Sensitivity  of  Canal  traffic  to  toll  increases  as  shown  in  the  various  IRA 
studies  is  based  on  an  analysis  of  major  commodity  groups  which,  as  shown  in 
Table  17  above,  can  be  related  to  the  most  important  Panama  Canal  trade 
routes.  The  original  study  took  into  account  the  typical  routing  of  cargos  as 
identified  in  Panama  Canal  data  and  as  shown  in  the  1974  ERA  forecast,  and 
the  fact  that  much  of  the  tonnage  of  particular  Canal  cargos  is  single  route 
oriented.  For  example,  coarse  grains  and  oilseeds  (24.2  million  tons)  move 
largely  from  the  Gulf  U.S.  to  Asia,  coal  and  coke  (26.3  million  tons)  moves 
particularly  from  the  East  Coast  U.S.  to  Asia,  etc.  Tables  indicating  Canal 
traffic  sensitivity  are  included  in  the  IRA  study  Review  of  Sensitivity  Esti- 
mates Contained  in  Panama  Canal  Toll  Inereases:  Effect  on  the  U.S.  Economy, 
February  1974. 

B.  (2)  For  those  nations  whose  vessels  transit  the  Canal,  indicate  (a)  by  fiag 
of  registry  the  commodities  which  transit  the  Canal;  (b)  the  tolls  paid  by  ves- 
sels of  those  countries  which  are  major  Canal  users  (the  total  amount  of  tolls 
and  those  paid  on  the  critical  trade  routes)  ; and  (c)  the  sensitivity  of  each 
nation’s  vessels  to  various  increases  in  tolls  and  to  the  proposed  measurement 
rules  in  particular. 

Data  responding  to  parts  (a)  and  (b)  of  the  question  is  given  in  Table  19 
and  Table  20  respectively.  With  regard  to  part  (c)  of  the  question,  sensitivity 
of  each  nation’s  vessels  to  toll  increases  and  to  the  measurement  rules  changes 
has  not  been  analyzed  per  se  but  analysis  has  been  made  of  the  total  impact 
of  such  increases  on  some  30  plus  countries.  The  studies  are  cited  in  the 
bibliography. 
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TABLE  20.— CANAL  TRAFFIC  ‘ BY  FLAG  OF  VESSEL— FISCAL  YEAR  1975 


Flag 

Number  of 
transits 

Measured  tonnage 

Panama  Registered 

Canal  net  gross 

Toils 

Long  tons 
of  cargo 

Algeria 

4 

33, 164 

46,  694 

$34,  001 

32, 654 

Argentina 

6 

23,  783 

31,  525 

26, 367 

15, 429 

Australia... 

13 

230,  487 

286,  806 

250, 488 

16 , 657 

Austria 

2 

9, 734 

11, 994 

10,  513 

9,  247 

Bahamas 

14 

22, 854 

30, 970 

23, 609 

25,  090 

Bangladesh 

1 

5,141 

6,  933 

5,  552 

2,  579 

Belgium 

157 

1,  401, 683 

1, 664,  877 

1, 458, 048 

1,  330,  355 

Bermuda 

9 

140, 663 

168,  772 

138, 164 

135,  588 

Brazil 

17 

84,  485 

100,  327 

91,  244 

62, 835 

Canada 

31 

37,  736 

49,  300 

41,  785 

7, 600 

Cayman  Islands 

3 

5,  536 

5,  677 

5, 346 

4, 838 

Chile... 

140 

1,  508, 435 

1, 895,  792 

1,  591, 476 

1,  661,  221 

Colombia 

151 

808, 971 

997,  561 

869, 938 

285, 193 

Costa  Rica 

2 

925 

1,062 

999 

282 

Cuba 

68 

440,  362 

581, 103 

470, 881 

564, 689 

Cyprus 

226 

1,  477,  496 

1, 850,  586 

1,  513,  528 

1,  582, 193 

Czechoslovakia 

2 

35, 868 

44, 644 

38,  737 

66, 962 

Denmark 

326 

2, 937,  385 

3,  595, 170 

3,  no,  587 

2,  360, 157 

Dominican  Republic 

1 

699 

888 

755 

672 

East  Germany 

54 

245, 149 

258, 917 

237, 687 

65, 176 

Ecuador 

119 

961,  401 

1,  259,  227 

975, 176 

737, 922 

El  Salvador 

13 

28,  054 

23, 608 

30,  298 

18,  535 

Egypt 

1 

1,785 

2, 087 

1,928 

590 

Finland 

38 

83, 840 

104, 180 

82, 960 

60,  744 

France 

224 

1,  731,  849 

2, 166, 974 

1,  871,  380 

1,  347,  891 

Greece 

1,142 

11,800, 706 

14, 607, 134 

12,  238,  066 

16, 435, 493 

Honduras 

83 

286,  409 

463, 051 

287, 173 

90, 602 

Iceland 

2 

2,  320 

2, 852 

2,  250 

2,216 

India 

42 

584, 086 

767,  434 

578,  584 

609,  810 

Iran . 

13 

165,  396 

209,  730 

174, 976 

232,  no 

Ireland. 

36 

496,  367 

631,  748 

530,  710 

684, 149 

Israel .. 

38 

4’’8,  298 

653, 667 

508,  773 

280,  430 

Italy 

250 

2,  216, 883 

2, 982, 412 

2,  339,  010 

1,  718,  622 

Japan 

1,225 

13,  447,  742 

16, 403,  321 

14,  202,  247 

10,  583,  359 

Kuwait 

7 

52,  388 

67,  550 

56,  579 

67, 409 

Liberia 

1,950 

26,  562,  713 

32,  474,  600 

27,  712, 966 

34, 912, 321 

Malaysia 

16 

143,  390 

197,  654 

154,  861 

170, 871 

Mexico. 

46 

324, 798 

433,  816 

331,  524 

197,  457 

Morocco 

5 

24, 945 

31,  888 

25,  536 

18, 199 

Netherlands 

420 

2, 894,  543 

3,  888,  213 

3,  019,  400 

1,  837,  536 

New  Zealand.. . 

9 

84, 271 

no,  297 

89,  321 

60,  961 

Nicaragua 

72 

171, 892 

168, 600 

182, 993 

139,  370 

Norway 

832 

11,871,601 

13,  735,  876 

12,  382, 498 

12,  845,  855 

Pakistan 

2 

14,  384 

18, 830 

15,  535 

13,  386 

Panama 

1,050 

6, 100, 982 

7, 604, 086 

6,  337,  878 

7,  682, 773 

People’s  Republic  of  China 

12 

140,  478 

182, 216 

142, 169 

163,  085 

Peru 

194 

1,  585, 601 

2, 029, 452 

1,  683, 186 

2, 013, 166 

Philippines . _ 

66 

501, 153 

691, 687 

531,  609 

547, 867 

Poland . 

96 

520,  825 

613,  581 

553, 772 

510, 147 

Portugal...  

2 

3,618 

3, 688 

3,  509 

1,353 

Republic  of  China  (Formosa) 

144 

1,319,  746 

1, 734, 757 
830, 344 

1,405,217 

1, 864,  655 

Singapore..  

71 

630, 821 

669,  949 

795, 095 

Somalia 

43 

340, 658 

449, 330 

345, 417 

353,  577 

South  Korea 

121 

677, 703 

886, 445 

708, 470 

791,289 

South  Vietnam 

2 

13, 128 

12,  550 

14, 178 

19,  256 

Spain...  .. 

65 

374, 260 

450, 606 

397, 950 

511,963 

St.  Vincent _ . 

4 

1,824 

1,848 

1,769 

1,050 

Sweden 

373 

4,  703,  059 

6,  048,  220 

4, 996,  677 

3,  587, 244 

Switzerland _. 

39 

204, 155 

251,359 

214, 464 

255, 854 

Thailand . .. 

1 . 

1,340 

792  . 

Turkey 

3 

31,510 

43, 194 

37,  498 

59,  688 

United  Kingdom 

1,368 

14, 339,  497 

18,  679,  578 

15, 137,  080 

13, 846, 863 

United  States 

1,097 

11,388,  822 

13, 695, 812 

12,  039, 693 

9,  022, 027 

Uruguay 

6 

103, 398 

129,  762 

107,  879 

179,  829 

U.S.S.R 

187 

1,  062, 371 

1, 477,  400 

1, 130, 137 

1,110, 825 

Venezuela 

4 

30,  022 

48, 476 

29, 121 

28, 895 

West  Germany 

766 

6,  605, 633 

8,  019,  644 

6,  955, 964 

4,  384,  618 

Yugoslavia 

83 

693,  799 

866,611 

739, 291 

927, 085 

Total: 

Fiscal  year  1975 

13,609 

135,  053, 680 

167,  769,  333 

141,898,218 

140,101,459 

Fiscal  year  1974 

14,033 

135,  715,  628 

169,  721,740 

119,  422,  568 

147,  906, 914 

Fiscal  year  1973 

13,841 

126,  203,  549 

157,  269,  544 

111,032,  088 

126, 104,  029 
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TABLE  20.— CANAL  TRAFFIC  i BY  FLAG  OF  VESSEL— FISCAL  YEAR  1975-Continued 


Number  of  Displacement 

Type  transits  tonnage  Tolls 


Argentina Naval—. 

Australia Drydock. 

Canada Dredge.. 

Do NavaL_. 

Chile do- 

Colombia Dredge.. 

Cyprus do- 

France do.. 

Do Drydock. 

Do Naval—. 

Greece do.. 

Iran do.. 

Italy do.. 

Japan do.. 

Mexico Dredge.. 

Netherlands do.. 

People’s  Repbulic  of  China Naval... 

Peru do.. 

Thailand do.. 

Turkey do.. 

United  States Dredge.. 

U.S.S.R Drylock. 

West  Germany Naval... 


2 4, 400 

1 3, 125 

1 3, 260 

2 5, 280 

1 3, 050 

1 1, 525 

1 2, 490 

2 8, 759 

1 4, 527 

7 46, 800 

1 3, 200 

2 6, 050 

2 8, 654 

2 6, 840 

2 5, 297 

7 33, 441 

1 2, 890 

2 2, 397 

1 1,320 

1 5, 778 

2 4, 229 

1 2, 264 

1 5, 350 


$2,  640 
1,563 
1,956 
3,168 
1,830 
915 
1,494 
5,255 
2,716 
28, 128 
1,920 
3,  630 
5, 192 
4,104 
3.178 
20,  065 
1,734 
1,438 
792 
3,  467 
2,  537 
1,132 
2,675 


Total. 


44  171,006  101,529 


1 Includes  only  commercial  vessels  of  300  net  tons  and  over,  Panama  Canal  measurement,  or  of  500  displacement  tons 
and  over  on  vessels  paying  tolls  on  displacement  basis  (dredges,  warships,  etc.). 

Note:  In  canal  traffic  statistics,  foreign  naval  vessels  such  as  transports,  supply  ships,  tankers,  etc.,  with  a measurement 
of  300  net  tons  (Panama  Canal  measurement)  and  over,  and  vessles  of  war,  dredges,  etc. , with  a displacement  of  500  tons 
and  over,  are  classified  as  oceangoing  commercial  vessels.  Statistics  on  these  vessels,  except  as  relates  to  displacement 
tonnage,  have  been  included  in  the  table  above.  As  displacement  tonnage  cannct  be  combined  with  net  tonnage,  the 
following  table  shows  statistics  covering  44  vessels  which  transited  the  canal  during  fiscal  year  1975  and  paid  tolls  on 
displacement  tonnage. 

Source:  Panama  Canal  Company  Annual  Report,  fiscal  year  1975. 

B. (3)  For  the  types  of  ships  which  transit  the  Canal,  indicate  (a)  the  type 
mix  of  vessels  for  each  of  those  nations  which  are  major  Canal  users;  (b)  the 
average  toll  per  long  ton  of  cargo  carried  by  these  different  types  of  ships ; 
(c)  the  average  toll  per  $1,000  of  cargo  value  carried  by  the  different  types  (if 
available)  ; and  (d)  the  sensitivity  of  each  type  of  vessel  to  various  increases 
in  tolls  and  to  the  measurement  rules  change  in  particular  (assuming  a reason- 
able return  of  profit  for  operation  of  the  vessels  must  be  made) , 

Data  responding  to  parts  a and  b of  the  question  is  given  in  Table  21  and  Table 
22  respectively.  Information  relating  to  cargo  value  (part  c of  the  question)  is 
not  available  to  the  Panama  Canal  Company.  Information  relating  tolls  sensi- 
tivity to  vessel  type  (part  d of  the  question)  is  likewise  not  available  to  the 
Panama  Canal  Company  except  in  relation  to  cargo  carried.  Calculations  in- 
volving vessel  return  and  “reasonable  return”  are  not  within  the  Company’s 
capability. 

B(4)  For  each  of  the  major  categories  of  commodities  which  transit  the 
Canal  (the  categories  in  the  1974  IRA  Study  are  acceptable),  indicate  the 
sensitivity  of  each  to  various  increases  in  tolls  and  to  the  proposed  measure- 
ment rules  in  particular.  Also  indicate  who  would  pay  for  the  increase  in  the 
cost  of  these  commodities  due  to  an  increase  in  tolls  and  transportation  costs. 
Apply  the  data  obtained  in  previous  calculations  to  delineate  effects  on  com- 
modities of  the  proposed  measurement  rules. 

Indicate  those  commodities  which  the  proposed  rules  are  likely  to  affect  by 
causing  their  transit  through  the  Canal  to  greatly  diminish  or  their  inter- 
change in  international  trade  to  cease  altogether. 


79-367  0-77-3 
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TABLE  21— TRANSITS- VESSEL  TYPE  BY  FLAG,  OCEANGOING  COMMERCIAL,  FISCAL  YEAR  1975 


Flag 


General 

cargo 


Vessel  type 


Reefer 


Bulker  Tanker  Container  Passenger 


Algeria 

Argentina 

Australia 

Austria 

Bahamas 

Bangladesh 

Belgium 

Bermuda 

Brazil 

Canada 

Cayman  Islands 

Chile 

Colombia 

Costa  Rica 

Cuba 

Cyprus 

Czechoslovakia 

Denmark 

Dominican  RepubNc 

East  Germany 

Ecuador 

El  Salvador 

Egypt 

Finland 

France 

Greece 

Honduras 

Iceland 

India 

Iran 

Ireland 

Israel 

Italy 

Japan 

Kuwait 

Liberia 

Malaysia 

Mexico 

Morocco 

Netherlands 

New  Zealand 

Nicaragua 

Norway 

Pakistan 

Panama 

People's  Republic  of  China. . 

Peru 

Philippines 

Poland 

Republic  of  China  (Formosa). 

Singapore 

Somalis 

South  Korea 

South  Vietnam 

Spain 

St.  Vincent 

Sweden 

Switzerland 

Turkey 

United  Kingdom 

United  States 

Uruguay 

U.S.S.R 

Venezuela 

West  Germany 

Yugoslavia 


103 

144 


45 

163 


5 

126 

300 

8 

2 

16 


95 

252 

7 

270 

13 

25 

3 

157 


263 

275 


Total. 


Ill 

2 

260 

38 

3,951 


109 


43 


1 

3 

38 

119 

75 


20 

55 

370 


84 


2 

191 

9 


22 


121 


30 


102 

22 


470 

135 


312 

16 


2,  572 


37 


14 

578 


24 


36 

2 

28 

405 


958 

3 


13 


504 


178 

7 

65 

10 

7 

64 

40 

14 

23 


14 


116 

4 

2 

340 

74 


3,751 


545 


33 


343 


142 
167 
6 . 
8 
2 
6 

3 . 
1,775 


44 


23 


16 

10 

127 


78 


16 


63 


101 

355 


94 


15 


1,059 


132 


Source:  Executive  planning  staff,  Panama  Canal  Company,  1975 
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TABLE  22— AVERAGE  IMPUTED  TOLL  PER  CARGO  TON  BY  SELECTED  VESSEL  TYPE,  OCEANGOING  COMMERCIAL, 

FISCAL  YEAR  1975 


Toll  per  laden  transit 


Vessel  type  Low^  Averages  High^ 


General  cargo $0.59  $1.14  $19.15 

Reefer.... .79  2.09  48.90 

Bulk  carrier .52  .71  8.07 

Tanker .51  .63  .73 

Container 1.52  2.12  7.52 

Passenger 


1 Low  and  high  derived  from  approximately  100  vessel  transits  selected  at  random  from  data  available  for  the  month 
of  December  1975. 

2 Total  laden  cargo  divided  into  total  tolls  paid,  fiscal  year  1975. 

Source:  Executive  planning  staff,  Panama  Canal  Company.,  1975. 

The  sensitivity  of  canal  traflSc  to  toll  increases  is  detailed  in  the  various 
IRA  analyses  cited  in  the  bibliography.  The  sensitivity  of  individual  commodi- 
ties to  various  ranges  of  toll  increases  is  spelled  out  in  great  detail  in  these 
studies  and  an  analysis  of  who  pays  the  increase  in  tolls  is  provided.  The 
impact  of  toll  increases  varies  accordingly  to  the  commodity  type.  Aggregate 
and  specific  effect  of  the  measurement  rules  changes  (averaging  9%)  is 
adequately  covered  by  the  analysis  which  shows  no  appreciable  loss  of  traflSc 
up  to  tolls  increases  of  50%.  No  trade  is  deemed  to  cease  to  move  because  of 
the  measurement  rules  changes. 

B(5)  Make  any  appropriate  statistical  operations  on  the  data  obtained  above 
in  order  to  specify  the  relationship  which  may  exist  between  the  categories 
which  would  be  impacted  by  the  proposed  measurement  rules. 

If  the  above  data  does  not  conform  in  format  or  detail  to  that  desired,  the 
Company  will  respond  to  the  degree  possible  on  receipt  of  instruction  or 
guidance. 

C.  OCEAN  FREIGHT  RATES 

(1)  List  those  factors  which  the  Canal  organization  understands  to  increase 
ocean  freight  rates  and  the  rapidity  and  directness  with  which  each  of  the  fac- 
tors affects  rates. 

Ocean  freight  rates  are  determined  by  supply  and  demand  conditions  which 
are  affected  by  economic  and  political  conditions  and  may  be  increased  by 
any  or  all  increases  in  costs  to  ship  operators.  Among  these  are : fuel  costs, 
costs  of  ship  construction,  crew  costs,  insurance  costs,  costs  at  ports  and  har- 
bors, costs  for  transit  of  Canals  and  waterways,  profit,  etc.  Such  a list  could 
be  long  or  short  depending  on  the  breakdown  defined  or  fixed  and  variable 
costs. 

The  Panama  Canal  Company  follows  the  general  trend  of  spot  and  term 
freight  rate  movements  but  is  not  expert  on  the  subject  and  thus  cannot  com- 
ment authoritatively. 

C.  (2)  Correlate  1974-75  increases  in  ocean  freight  rates  for  vessels  and 
routes  which  transit  the  Canal  with  the  1974  Canal  tolls  increase  and  then 
indicate  the  infiuence  which  the  Canal  organization  believes  the  1974  increase 
had  on  freight  rates. 

Table  23  extracted  from  Shipping  Statistics  and  Economics,  number  62, 
H.  P.  Drewry,  December  1975,  indicates  the  pattern  of  freight  rates  for  dry 
cargo  and  tankers  from  1971  through  November,  1975.  The  Panama  Canal  toll 
increase  was  implemented  July  8,  1974 — a point  at  which  dry  cargo  rates  had 
already  declined  by  one  third  and  tanker  rates  had  declined  by  two  thirds. 
The  decline  in  freight  rates  has  been  clearly  due  to  the  worldwide  recession 
and  the  heavy  overcapacity  of  the  world  merchant  fieet  and  not  to  a $20  mil- 
lion toll  increase  spread  among  some  4,000  vessels  that  used  the  Panama  Canal 
in  1974  or  in  1975.  These  4,000  vessels  represent  15  percent  of  the  total  world 
merchant  fieet  of  vessels  over  1,000  gross  registered  tons.^ 

1 “iilo.vd’s  Register  of  Shipping  Statistical  Tables  1975”,  Table  3,  p.  28  lists  26  067 
vessels  of  over  1,000  gross  registered  tons  in  1974. 
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COMPARISON  OF  SINGLE  VOYAGE  FREIGHT  INDEX  (BASE  JANUARY  1967  = 100)  FOR  DRY  CARGO 
("SEE  PAGE  39)  AND  SINGLE  VOYAGE  WORLDSCALE  TANKER  RATES  (BASE  PG/WEST) 

FOR  TANKERS  BETWEEN  40,000  AND  99,999  DWCT 


DECEMBER  1975 


0.(3)  Did  freight  rate  increases  in  1974  and  early  1975  conform  to  the  pre- 
dictions for  that  period?  (Analyze  this  by  trade  route,  commodity,  nation,  and 
ship  type.) 

The  Panama  Canal  Company  does  not  have  this  information  available. 

C.  (4)  State  the  Canal  organization’s  understanding  of  the  relationship  be- 
tween freight  rate  increases  and  the  profitability  of  a particular  trade  route. 
Does  the  Canal  organization  have  an  estimate  of  the  minimum  level  of  profit 
desired  by  vessel  operators  whose  vessels  transit  the  Canal? 

The  Panama  Canal  Company  does  not  have  this  information  available. 

D.  PORT  ACTIVITY 

(1)  state  the  percentage  of  vessels  in  each  of  several  selected  major  U.S. 
and  foreign  ports  which  transit  the  Canal.  State  the  volume  and  proportion 
of  cargo  in  and  out  of  those  major  ports  which  transits  the  Canal. 

Calculations  of  vessel  traffic  and  cargo  volume  in  major  U.S.  and  foreign 
ports  is  not  within  Panama  Canal  capability. 

D.  (2)  State  the  total  number  of  jobs  at  major  U.S.  and  foreign  ports  which 
the  Canal  organization  believes  will  be  significantly  affected  by  the  measure- 
ment rules  change. 

Panama  Canal  cargo  volume  originating  in  or  destined  for  the  United  States 
constitutes  only  a small  percentage  of  total  U.S.  seaborn  trade. ^ This  small 
percentage  in  turn  is  rather  widely  shared  among  numerous  ports  and  thus, 
any  effects  resulting  from  vessel  or  cargo  decline  would  also  be  subject  to  this 


3 Based  on  statistics  appearing  in  the  United  Nations  Statistical  Yearhoolc,  197^,  (New 
York  : United  Nations,  1975)  Table  157,  p.  148  and  on  Panama  Canal  cargo  statistics, 
this  figure  in  1973  was  12  percent. 
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diffusion.  Furthermore,  analyses  of  the  effects  of  toll  increases  on  U.S.  exports 
show  no  identifiable  loss  of  U.S.  sales  abroad.^ 

As  pointed  out  in  the  sections  on  unemployment,  Gross  National  Product  and 
Balance  of  Payments,  several  studies  have  concluded  that  tolls  increases  would 
have  no  significant  effects  on  the  U.S.  economy.^  In  regard  to  U.S.  regional 
economies  IRA  states  that  “no  disruptive  effects  on  U.S.  industries  were  iden- 
tified in  connection  with  the  range  of  toll  rate  increases  covered.”  ^ 

D.(3)  State  the  total  number  of  jobs  in  these  ports  which  could  be  affected 
by  a closure  of  the  Canal  or  tolls  increases  of  several  hundred  percent. 

Conclusions  are  as  stated  in  D(2). 

E.  UNEMPLOYMENT 

(1)  In  addition  to  the  numbers  of  jobs  which  could  be  jeopardized  in  the 
ports  estimate  the  number  of  jobs  related  to  production  of  commodities  shipped 
from  those  ports  through  the  Canal,  and  indicate  which  of  those  jobs  might  be 
jeopardized  by  the  proposed  measurement  rules. 

(2)  Estimate  the  unemployment  which  might  result  on  the  Isthmus  oi 
Panama  from  either  implementation  of  the  proposed  rules  or  failure  to  imple- 
ment them. 

(3)  By  a calculation  of  the  unemployment  data  derived,  estimate  the  overall 
employment  effect  of  the  measure  on  (a)  the  United  States;  (b)  Panama; 
and,  (c)  other  countries  of  the  world. 

In  the  United  States,  the  level  of  employment  is  determined  independently 
of  Canal  toll  rates.  “In  other  words,  it  is  assumed  that  a change  in  toll  rates 
would  not  cause  any  change  in  the  levels  of  employment  actually  achieved  in 
the  United  States  over  the  years.”  ^ Any  tendency  to  stimulate  or  depress  em- 
ployment “would  mix  with  tendencies  from  other  sources,  and  because  of  the 
need  to  maintain  a balance  of  forces  in  the  economy,  any  net  tendency  to  over- 
stimulate or  unduly  depress  would  be  offset  by  monetary,  fiscal  or  other  policy 
measure  designed  to  infiuence  the  level  of  employment.  Therefore,  any  tendency 
arising  from  a change  in  Canal  tolls  would  have  no  effect  on  the  end  result 
achieved  with  respect  to  employment.” 

As  pointed  out  in  the  study  by  James  Howell  and  Ezra  Solomon,  “it  is  mani- 
fest that  PCC  revenue  policies  cannot  be  an  instrument  of  general  economic 
policy  for  the  U.S.  as  far  as  domestic  economic  objectives  are  concerned  simply 
because  the  magnitudes  are  so  small.  This  conclusion  includes  impacts  on  do- 
mestic U.S.  employment,  whether  national  or  regional,  since  again  changes  in 
PCC  policies  would  not  have  any  significant  impact  on  a civilian  labor  force  of 
over  90  million  persons.”  ^ Even  on  the  smaller  figure  of  unemployment,  the 
authors  point  out  the  impact  would  be  trivial. ^ Furthermore,  “these  conclusions 
apply  not  only  to  initial  first  round  effects  but  also  to  secondary  effects  through 
local  industries  and  local  labor  markets”  and  “easy  verification  can  be  made  by 
comparing  probable  changes  in  traffic  or  particular  commodities  to  and  from 
the  United  States  with  actual  production  as  reported  in  standard  government 
publications.” 

In  regards  to  effects  on  U.S.  regional  employment  levels  the  IRA  study  points 
out  that  “for  a toll  increase  to  have  a negative  effect  on  regional  employment 


3 International  Research  Associates.  Panama  Canal  Toll  Rate  Increases:  Effects  on  the 
U.S.  Economy.  (Palo  Alto ; California : International  Research  Associates,  undated) 
p.  4-2. 

^Panama  Canal  Toll  Rate  Increases:  Effects  on  the  U.S.  Economy  and  The  Economic 
Valu..  of  the  Panama  Canal. 

5 Op.cit.  p.  4-2. 

0 International  Research  Associates,  Panama  Canal  Toll  Rate  Increases:  Effects  on  the 
U.S.  Economy.  (Palo  Alto,  California : International  Research  Associates,  undated) 
p.  4-2. 

7 IBID.  p.  4-2. 

3 Howell,  James  E.  and  Ezra  Solomon.  The  Economic  Value  of  the  Panama  Canal. 
(Palo  Alto,  California  : International  Research  Associates,  1973)  p.  35. 

9 IBID.  p.  35.' 

10  IBID.  p.  35. 
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levels,  it  would  necessarily  have  to  result  in  a sufiBcient  effect  on  one  or  more 
industries  in  such  areas  as  to  cause  those  industries  to  reduce  the  number 
of  workers  employed.”  In  the  IRA  study,  “no  disruptive  effects  on  U.S. 
industries  were  identified  in  connection  with  the  range  of  toll  rate  increases 
considered.” 

The  implementation  or  non-implementation  of  the  new  admeasurement  rules 
will  not  effect  the  level  of  employment  on  the  Isthmus  of  Panama.  Employment 
in  the  Canal  enterprise  is  based  on  the  minimum  requirements  to  adequately 
provide  required  services.  At  such  times  that  revenues  do  not  recover  all  essen- 
tial expenses,  including  minimum  personnel  costs,  it  is  necessary  to  seek  rate 
relief.  Of  course,  revenues  accruing  from  the  admeasurement  rules  changes 
would  reduce  the  magnitude  of  any  required  tolls  increase. 

F.  CONSUMER  WELFARE 

Based  on  the  analysis  of  those  commodities  most  likely  affected  by  a price 
increase,  indicate  the  inflationary  effect  in  the  U.S.  and  in  the  world  of  price 
increases  resulting  from  the  proposed  changes  in  measurement  rules. 

In  order  to  determine  the  effect  of  toll  increases  on  prices  in  the  United 
States,  it  is  necessary  to  ascertain  who  would  bear  the  added  costs  of  paying 
the  higher  tolls  or  of  some  alternative  choice  and  whether  the  increased  costs 
would  be  paid  from  U.S.  or  foreign  sources.  “In  all  cases,  it  is  the  buyers  and 
sellers  of  the  commodities  who  pay  the  tolls  or  other  costs,  and  they  may  or 
may  not  be  able  to  pass  on  the  costs  to  others  in  the  chain  between  production 
and  consumption.” 

“For  a specific  U.S.  industry  to  be  strongly  affected  by  higher  toll  rates,  it 
would  have  to  be  in  a market  situation  that  requires  the  specific  industry  to 
absorb  a large  amount  of  the  added  costs.  Most  of  the  commodities  imported 
by  the  United  States  via  the  Panama  Canal  are  raw  materials  or  intermediate 
goods  that  pass  through  one  or  more  further  transactions  between  business 
firms  before  appearing  in  final  products.  It  is  believed  likely  that  any  cost 
increases  arising  from  higher  toll  increases  would  be  rather  widely  shared 
rather  than  concentrated  on  specific  industries.  For  final  products,  the  effect  of 
these  cost  increases  would  be  very  slight  in  relation  to  total  product  costs, 
which  would  also  promote  the  diffusion  of  effects.  No  U.S.  industry  was  iden- 
tified in  this  study  as  subject  to  disruptive  effects  from  higher  costs  of  imports 
arising  from  the  range  of  toll  rate  increases  considered.  For  U.S.  exports,  it  is 
estimated  that  the  burden  would  be  borne  almost  entirely  by  foreigners  with 
no  identifiable  loss  of  U.S.  sales  abroad.” 

In  summary,  both  sources  quoted  provide  evidence  that  a Panama  Canal  tolls 
increase  would  have  no  discernible  effects  on  the  overall  economy  of  the  United 
States,  and  thus  a tolls  increase  would  not  result  in  an  increase  in  the  level  of 
inflation. 

G.  GROSS  NATIONAL  PRODUCT 

Calculate  the  effect  of  the  proposed  rules  on  Gross  National  Product  of  the 
United  States  due  to  : 

(1)  Increase  or  decrease  of  Canal  transits. 

(2)  Costs  or  benefits  accruing  to  the  U.S.  from  use  of  alternative  routing  if 
goods  are  sensitive  to  measurement  rules  change. 

(3)  Losses  of  export  income  of  the  United  States  as  a result  of  changes  in 
trade  resulting  from  measurement  rules  change. 

(4)  A change  in  toll  payments  by  non-U.S.  sources. 

(5)  The  changes  in  factors  of  employment  and  prices  in  the  United  States 
resulting  from  the  measurement  rules  changes. 

An  analysis  of  the  relationship  of  Panama  Canal  tolls  and  the  U.S.  real  GNP 
performed  by  the  International  Research  Associates  revealed  that  increased 


nQp.cit.  p.  4-1.3. 
i^IBID.  p.  4-13. 
13  IBID.  p.  3-17. 
i^IBID.  p.  4-13. 
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toll  payments  by  foreigners  would  have  a positive  etfect  on  the  GNP  and  such 
payments  can  he  added  to  the  GNP.^=  “Additional  toll  payments  by  U.S. 
nationals  would  have  no  effect  on  the  total  GNP  since  they  can  be  regarded 
as  payments  in  lieu  of  other  taxes.  Any  additional  costs  borne  by  U.S.  nationals 
as  a result  of  the  toll  increase,  such  as  the  added  cost  to  the  United  States  of 
using  various  alternatives  to  shipment  through  the  Canal  would  have  a nega- 
tive etfect  on  the  GNP  and  must  be  subtracted  from  the  total.  It  was  found 
that  the  assumed  increases  in  tolls  of  15%,  25%,  and  50%  would  cause 
increases  in  the  real  GNP  of  the  United  States  ranging  from  about  $12  million 
in  1975,  assuming  a 15%  increase,  to  a maximum  of  about  $-^2  million  for 
1985,  assuming  a 50%  increase.  It  was  found  that  the  increases  in  GNP  were 
almost  the  equivalent  of  the  net  increase  in  toll  collections  from  foreign 
sources.  The  deductions  that  had  to  be  made  for  added  costs  to  U.S.  nationals 
from  the  use  of  alternatives  to  the  Panama  Canal  were  relatively  small, 
amounting  to  no  more  than  about  $1,000,000  for  any  one  year.” 

Table  24  provides  a summary  of  the  ways  that  higher  tolls  could  affect  U.S. 
Real  Gross  National  Product.  Table  25  shows  the  estimated  effects  of  toll  rate 
increases  on  U.S.  Real  Gross  National  Products. 

In  a more  recent  study,  How’ell  and  Solomon,  using  a different  methodology 
arrived  at  the  same  basic  conclusions  as  reached  in  the  IRA  report.^^  The 
Howell  and  Solomon  analysis  pointed  out  that  “increased  toll  payments  would 
represent  an  addition  to  the  U.S.  Gross  National  Product  since  they  are  an 
increase  in  the  value  of  a service  (transiting  the  Canal)  being  sold.  However, 
the  increased  value  is  in  price,  not  volume.  That  is,  the  increase  is  in  nominal 
rather  than  real  product.  Thus,  to  put  empirical  content  in  the  elementary 
statement,  raising  toll  revenues  by  the  maximum  possible  amount,  some  $93 
million  (under  the  conditions  described  in  the  analysis),  would  increase  the 
U.S.  trillion  dollar  GNP  only  trivially.  It  is  manifest  that  PCC  revenues 
policies  cannot  be  an  instrument  of  general  economic  policy  for  the  United 
States  as  far  as  domestic  economic  objectives  are  concerned  simply  because  the 
magnitudes  are  too  small.” 

TABLE  24.— SUMMARY  OF  WAYS  THAT  HIGHER  TOLLS  COULD  AFFECT  UNITED  STATES  REAL  GNP 


Traffic  categories  Tolls  independentof  annuity  to  Panama  Tolls  related  toannuity  to  Panama 


Traffic  between  foreign  countries 

Traffic involvingthe  United  States: 
Continuing  to  transit  the  Panama 
Canal. 


Shifting  to  alternative  routes 

Shifting  to  alternative  foreign 
sources  or  markets. 

Shifting  to  alternative  U.S.  sources 
or  markets. 


Shifting  to  alternative  develop- 
ments. 

Ceasing  to  move  in  trade 


-pBy  net  increase  in  toll  collections  (all 
from  foreigners). 

±Net  change  in  toll  collections  from 
foreigners. 


— By  all  additional  costs  for  real  re- 

sources paid  for  by  U.S.  nationals. 

— By  all  additional  costs  borne  by 

U.S.  nationals. 

—Additional  costs  to  U.S.  buyers  from 
shifting  imports  to  domestic 
sources. 

—Reduction  in  amount  received  by 
U.S.  sellers  from  shifting  to  domes- 
tic markets. 

-All  additional  costs  to  U.S.  nationals.  . 

-Loss  of  real  value  involved  in  shifting 
to  a less  desirable  pattern  of  pro- 
duction and  use. 


+ By  any  net  increase  in  toll  collections 
from  foreigners  remaining  after 
allocation  for  annuity  payment  to 
Panama. 

— By  any  net  increase  in  toll  collections 
from  U.S.  nationals  allocated  for 
annuity  payment  to  Panama. 


Same  as  when  tolls  are  independent  of 
> theannuity  to  Panama. 


Source:  International  Research  Associates.  “Panama  Canal  Toll  Rate  Increases:  Effects  on  the  U.S.  Economy.”  (Palo 
Alto,  Calif.:  International  Research  Associates,  undated)  pp.  4-9. 


IS  International  Research  Associates.  Panama  Canal  Toll  Rate  Increases:  Effect  on  the 
U.S.  Economy.  (Palo  Alto,  California:  International  Research  Associates,  undated). 

18  IBID.  p.  2-4. 

11  Howell,  James  E.  and  Exra  Solomon.  The  Economic  Value  of  the  Panama  Canal. 
(Palo  Alto,  California:  International  Research  Associates,  1973). 
i«IBID.  p.  35. 
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TABLE  25.— ESTIMATED  EFFECTS  OF  TOLL  RATE  INCREASES  ON  UNITED  STATES  REAL  GROSS  NATIONAL 

PRODUCT  1 


[In  thousands  of  dollars] 


1975 

1980 

1985 

+15 

+25 

+50 

+15 

+25 

+50 

+15 

+25 

+50 

pet 

pet 

pet 

pet 

pet 

pet 

pet 

pet 

pet 

Net  increase  in  toll  collections  from 

foreign  sources  (plus) 11, 991 

Added  costs  to  U.S.  nationals  from 

19,  481 

35,  664 

13, 172 

20,  254 

38,  834 

14,  659 

22, 112 

42, 819 

using  alternatives  to  the  Panama 
Canal  (minus) 12 

44 

757 

22 

189 

867 

26 

281 

1,  098 

Alternative  routes  (minus) 12 

Alternative  sources  and  markets 

32 

255 

18 

44 

197 

22 

60 

234 

(minus) 0 

12 

502 

4 

145 

670 

4 

221 

864 

Net  change  in  real  GNP  (plus)..  11, 979 

19,  437 

34,  907 

13, 150 

20,  065 

37,967 

14,  633 

21,831 

41,  721 

1 International  Research  Associates:  “Panama  Canal  Toll  Rate  Increases:  Effects  on  the  U.S.  Economy."  (Palo  Alto 
Calif.:  International  Research  Associates,  undated)  pp.  2-5. 


H.  BALANCE  OF  PAYMENTS  ^ 

Calculate  the  particular  and  general  effect  of  the  proposed  measurement 
rules  on  the  U.S.  balance-of-payment  due  to  : 

(1)  Increase  or  decrease  of  Canal  transits. 

(2)  Costs  or  benefits  accruing  to  the  U.S.  from  use  of  alternative  routing 
if  goods  are  sensitive  to  measurement  rules  change. 

(3)  Changes  in  exports  and  imports  of  the  United  States. 

(4)  Positive  or  negative  changes  in  shipping  charges  due  to  the  use  of 
bottoms  of  another  country  in  lieu  of  those  presently  used. 

“The  sale  of  PCC  services,  including  transit  services,  to  non-U.S.  Canal 
users  appears  in  the  U.S.  balance  of  payments  as  a demand  for  dollars,  i.e., 
as  an  export-type  item.  To  the  extent  these  costs  to  non-U.S.  Canal  users  are 
shifted  forward  to  U.S.  customers  or  backward  to  U.S.  producers,  the  benefit 
to  the  U.S.  balance  of  payments  is  reduced.  Note  the  asymmetry  here,  because 
tolls  paid  directly  by  U.S.  Canal  users  do  not  appear  at  all  in  the  U.S.  balance 
of  payments  unless,  they  are  shifted  forward  or  backwards  to  non-U.S.  entities. 

In  the  absence  of  contrary  evidence,  standard  national  income  accounting 
procedures  require  that  shipping  costs  be  imputed  to  the  importing  country 
regardless  of  the  appearance  of  who  signs  the  check,  the  country  of  origin,  or 
the  nature  of  the  commodity. 

“Following  this  convention,  PCC  transit  charges  on  U.S.  outbound  and  on 
foreign-to-foreign  shipments  would  be  imputed  in  balance  of  payments  account- 
ing to  non-U.S.  countries,  and  thus  the  dollar  amounts  would  appear  in  the 
U.S.  balance  of  payment  as  an  export  item,  i.e.,  as  a demand  for  dollars.  The 
other  two  categories  of  traffic,  U.S.  intercoastal  and  U.S.  inbound,  by  this 
procedure  have  no  impact  on  the  U.S.  balance  of  payments. 

“Tonnage  data,  already  presented  in  this  section,  can  be  used  to  provide 
estimates  of  the  actual  balance  of  payments  impact  for  1972.  Thus,  about  72 
percent  or  $71  million,  of  the  1972  transit  income  of  $98.8  million,  can  be 
imputed  to  non-U.S.  entities,  and  thus  represents  a contribution  to  net  U.S. 
exports.  For  1975,  the  two  toll  estimates  presented  earlier,  $120  million  (at 
present  toll  rates)  and  $185  million  (at  maximum  toll  rates)  would  imply  net 
U.S.  exports  of  $86  and  $133  million,  respectively,  using  the  72  percent  rule. 

But  since  tiie  higher  toll  rates  would  have  an  asymmetrical  impact  on  traffic 
adjustments,  the  best  guess  is  that  the  latter  number  would  be  somewhat 
smaller,  so  the  net  differential,  balance  of  payments  effect  from  higher  tolls 
would  be  not  $47  million  but  perhaps  $25-$35  million.  An  improvement  of  that 
magnitude  in  U.S.  export  figures,  and  thus  in  the  U.S.  Balance  of  payments. 
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is  too  small  to  be  significant  in  light  of  the  fact  that  U.S.  exports  of  goods 
and  services  in  1973  were  over  $100  billion.  As  a practical  matter,  one  must 
conclude  that  Panama  Canal  tolls,  while  contributing  positively  to  the  demand 
for  dollars,  do  not  do  so  to  a significant  extent,  not  even  when  the  larger, 
hypothetical  maximum  toll  levels  are  considered. 

“Using  a different  method  of  analysis,  one  based  on  a commodity-by- 
commodity  scrutiny  of  market  conditions.  International  Research  Associates 
in  its  Panama  Canal  Toll  Rates  Increases:  Ejects  on  the  U.S.  Economy  (Palo 
Alto,  1972),  deduced  essentially  the  same  results  for  the  balance  of  payment 
impact.”  The  following  excerpt  summarizes  the  conclusions  reached  in  the 
IRA  study : 

“With  respect  to  the  impact  on  the  U.S.  balance  of  payments,  additional  toll 
payments  by  foreigners  would,  of  course,  have  a positive  impact  on  the  balance 
of  payments.  Similar  payments  by  U.S.  nationals  would  have  no  balance  of 
payments  effect.  The  balance  of  payments  could  also  be  affected  by  the  use 
of  alternatives  to  the  Canal  in  lieu  payment  of  higher  tolls.  For  instance,  if 
U.S.  payments  for  foreign  shipping  services  increased  as  a result  of  alternative 
routes,  such  payments  would  have  a negative  effect  on  the  balance  of  pay- 
ments. A similar  negative  effect  would  result  if  U.S.  net  receipts  from  exports 
were  reduced  due  to  foreigners  seeking  alternative  sources  for  their  imports. 
On  the  other  hand,  increased  U.S.  receipts  from  foreign  sources  for  shipping 
services,  etc.,  as  a result  of  using  alternatives  would  have  a positive  effect 
on  the  balance  of  payments. 

The  total  estimated  effects  of  toll  rate  increases  on  the  balance  of  payments 
are  presented  in  Table  26.  As  can  be  seen,  the  net  effect  of  the  balance  of 
payments  would  be  positive,  improving  the  annual  balance  in  amounts  ranging 
from  $11,889,000  to  $41,689,000,  depending  upon  year  and  size  of  increase.  As 
in  the  case  of  the  effect  on  the  GNP,  it  was  found  that  most  of  the  impact  was 
accounted  for  by  increased  toll  collections  from  foreign  sources.  Additional 
U.S.  payments  for  foreign  shipping  services  and  reduction  in  U.S.  net  receipts 
from  exports  accounted  for  minor  reductions,  amounting  to  no  more  than  about 
$1,000,000  per  year.” 

TABLE  26.— ESTIMATED  IMPACT  OF  TOLL  RATE  INCREASES  ON  U.S.  BALANCE  OF  PAYMENTS 


[In  thousands  of  dollars] 


1975 

1980 

1985 

+15 

+25 

+50 

+15 

+25 

+50 

+15 

+25 

+50 

pet 

pet 

pet 

pet 

pet 

pet 

pet 

pet 

pet 

Net  increase  in  toll  collections  from 

foreign  sources  (plus) . 

U.S.  receipts  from  foreign  sources  for 

11,991 

19,  481 

35,  664 

13, 172 

20,  254 

38,  834 

14, 659 

22, 112 

42,  819 

shipping  services  on  alternative 
routes  (plus  or  minus) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

U.S.  payments  for  foreign  shipping 

services  on  alternative  routes 
(minus) 

102 

120 

271 

131 

154 

349 

135 

170 

402 

Reduction  in  U.S.  net  receipts  from 

abroad  owing  to  use  of  alternative 
sources  and  markets  (minus) 

0 

12 

435 

4 

117 

555 

4 

187 

728 

Total  impact  on  U.S.  balance  of 
payments  (plus) 

11,889 

19,  349 

34,  958 

13,  037 

19,  983 

37, 930 

14,  520 

21,  755 

41,  689 

Source:  International  Research  Associates.  “Panama  Canal  Toll  Rate  Increases:  Effect  on  the  U.S.  Economy.”  (Palo 
Alto,  Calif.:  International  Research  Associates,  undated)  pp.  2-5. 


Howell,  James  E.  and  Ezra  Solomon.  The  Economic  Value  of  the  Panama  Canal. 
(Palo  Alto,  California  : International  Research  Associates,  1973)  p.  33-34. 

29  International  Research  Associates.  Panama  Canal  Toll  Rate  Increases:  Effects  on 
the  U.S.  Economy.  (Palo  Alto,  California  : International  Research  Associates,  undated) 
p.  2-4. 
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Although  there  is  evidence  that  a toll  increase  at  the  Panama  Canal  would 
result  in  a positive  contribution  to  the  demand  for  dollars,  it  is  a positive 
balance  of  payments  “that  is  not  large  enough  in  absolute  terms,  now  or  in 
the  forseeable  future,  to  be  significant  within  the  large  context  within  which 
balance  of  payments  phenomena  must  be  judged.”  21 

I.  RELATIONSHIP  OF  REOPENING  OF  SUEZ  CANAL  TO  MEASUREMENT  RULES  CHANGES 

(1)  Compare  the  present  competitive  position  of  the  Panama  Canal  with 
that  of  the  Suez  Canal  in  attempting  to  attract  the  transit  of  vessels,  especially 
containerships,  which  could  use  either  waterway  for  transport  of  cargo.  Assess 
the  impact  of  the  measurement  rules  change,  especially  the  deck  cargo  provi- 
sion, on  that  position. 

Traffic  which  accrued  to  the  Panama  Canal  after  the  closure  of  the  Suez 
Canal  in  1967,  was  over  two  routes  Europe-Asia  and  Europe-Oceania  with  the 
former  a basic  Suez  route  and  the  latter  only  marginally  so.  All  other  things 
being  equal,  vessels  on  the  Europe-Asia  route  and  having  no  intermediate  stops 
in  the  North  Central,  or  South  American  range  would  proceed  via  Suez.  Exces- 
sive  toll  rates  at  Suez  could  encourage  use  of  the  Panama  Canal  or  of  the 
Cape  of  Good  Hope  route  for  Europe-Asia  traffic.  Excessive  tolls  at  Panama 
would  simply  ensure  that  ships  which  would  normally  use  Suez  would  indeed 
do  so.  ^ 

Current  Panama  Canal  tolls  are  approximately  half  of  Suez  toll  rates,  thus 
the  tolls  revenue  associated  with  the  measurement  rule  changes  would  have 
no  effect  on  vessel  transits  which  would  normally  be  Suez  routed  because  of 
the  distances  involved. 

1.(2)  Is  it  the  Canal  organization’s  position  that  there  ought  to  be  competi- 
tion for  the  vessels  cited  above? 

At  current  Suez  and  Panama  toll  rates  there  is  no  competition  between  the 
two  Canals  for  what  is  essentially  each  Canal’s  Imsiness  domain.  Perhaps  if 
Panama  Canal  tolls  were  reduced  substantially,  certain  traffic  which  has  not 
yet  returned  to  Suez  would  not  do  so  but  this  can  only  be  conjecture. 

J.  SUMMARY  OF  IMPACT 

Give  a summary  of  the  aggregate  impact  of  the  proposed  measurement  rules 
on : 

(1)  trade  routes  critical  to  the  Canal,  including  TJ.S.  intercoastal  traffic; 

(2)  types  of  vessels  which  transit  the  Canal;  (3)  flags  of  various  registry 
which  transit  the  Canal;  (4)  commodities  which  transit  the  Canal;  (5)  em- 
ployment of  U.S.  and  non-U. S.  citizens;  (6)  Canal  traffic  and  transits; 

(7)  economic  welfare  in  the  U.S.  and  its  various  regions;  (8)  international 
trade;  (9)  world  economy. 

The  aggregate  impact  of  the  proposed  measurement  rule  changes  on  the 
major  elements  of  Canal  traffic  (trade  routes,  vessel  types,  nationality,  and 
commodities)  is  estimated  to  be  minimal  in  that  aggregate  increase  in  measure- 
ment tons  caused  by  the  rules  changes  leads  to  an  increase  of  only  9 percent 
or  $12.4  million  in  tolls  revenue,  an  amount  well  within  the  bounds  of 
acceptability  as  defined  by  the  analyses  of  sensitivity.  This  is  not  to  argue  that 
there  will  not  be  selectively  greater  impacts  on  particular  routes  on  carriers, 
etc.  It  does  argue,  however,  that  the  impact  of  selective  differences  and  possible 
dislocations  which  might  occur  from  those  differences  are  not  sufficient  to 
affect  the  major  elements  of  Canal  traffic  as  a whole. 

It  is  also  believed  (and  supported  by  analysis)  that  the  impact  on  employ- 
ment, economic  welfare,  international  trade,  and  the  world  economy  is  rendered 
unimportant  by  the  very  size  of  those  aggregates  in  relation  to  the  portion  of 
Canal  traffic  potentially  affected  by  the  increases  anticipated  as  a result  of  the 
measurement  rule  changes. 


21  op  cit.  p.  35. 
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K.  EQIHTY  OF  PROPOSED  RULES 

K.  (1)  In  liear'ings  before  the  Panama  Cana  Company’s  Measurement  Rules 
Panel,  containership  and  other  vessel  operators  contended  that  the  present  and 
proposed  measurement  rules  of  the  Canal  discriminated  against  containerships 
and  general  cargo  vessels  because  those  types  of  vessels  must  carry  less  cargo 
per  Panama  Canal  ton  than  other  vessels  due  to  their  configuration.  The 
Measurement  Rules  Panel,  in  responding  to  this  assertion,  concluded  that 
differences  in  tolls  arose  from  the  way  in  which  ships  are  loaded,  ‘‘a  matter 
entirely  within  the  control  of  the  vessel”.  Since  the  preliminary  traflic  statis- 
tics of  the  Panama  Canal  for  fiscal  year  1975  indicate  that  the  ratio  of  long 
tons  of  cargo  to  Panama  Canal  net  tonnage  is  only  .508  for  containerships 
and  .896  for  general  cargo  ships  while  the  ratio  for  bulk  carriers  is  1.384  and 
for  all  cargo  and  cargo/passenger  ships  is  1.041,  does  this  indicate  to  the  Canal 
organization  that  containerships  and  general  cargo  ships  are  presently  paying 
their  fair  share  of  earning  capacity?  What  will  be  the  projected  changes  in 
ratios  as  cited  above  if  the  proposed  measurement  rules  are  approved? 

The  question  whether  “containerships  and  general  cargo  ships  are  presently 
paying  their  fair  share  of  earning  capacity”  implies  that  the  measurement 
rules  are  based  on  the  aggregate  earning  capacity  of  all  ships  using  the  canal 
and  that  the  rules  are  to  be  so  designed  that  individual  vessels  will  pay  their 
fair  share  of  aggregate  earning  capacity.  This  might  be  a possible  way  of 
structuring  the  standard  for  the  measurement  rules  but  it  is  not  the  standard 
prescribed  by  Congress  in  the  original  Panama  Canal  Act  now  incorporated 
in  2 CZ  Code  412(a).  Instead  that  section  provides  for  the  payment  of  tolls 
by  the  prescribed  types  of  ships  on  the  basis  of  actual  earning  capacity  of 
each  ship  determined  in  accordance  with  the  measurement  rules.  The  measure- 
ment system  originally  authorized  by  the  Congress  clearly  contemplated 
measurement  of  each  vessel  using  the  canal  to  determine  the  earning  capacity, 
not  the  degree  of  utilization  of  that  capacity.  Under  this  system,  utilization 
of  the  ship  fully  laden  for  carrying  the  same  type  of  cargo  as  other  ships, 
fully  laden,  w^ould  result  in  payment  of  generally  comparable  tolls  per  ton  of 
cargo.  However,  use  of  ships  for  carrying  different  types  of  cargo  and  with 
less  than  full  loads  produces  markedly  different  constructed  tolls  per  ton  of 
cargo. 

It  is  the  view  of  the  PCC  that  the  measurement  system  prescribed  by  section 
412  is  fair  and  equitable  and  that  under  the  system  a ship  that  pays  tolls  on 
less  than  its  earning  capacity  is  not  paying  its  fair  share  of  the  total  tolls 
charges. 

K.  (2)  Under  the  proposed  measurement  rules,  how  would  the  Company  pro- 
pose to  measure  Panama  Canal  net  tonnage  for  deck  cargo  when  there  is  space 
between  that  cargo  on  deck?  Does  the  intended  rule  on  this  matter  conform 
to  past  practice  of  Panama  Canal  admeasurement? 

If  there  are  well  defined  areas  between  different  or  varied  types  of  deck 
cargo  of  the  same  relative  height  so  as  to  allow  clear  access  by  the  crew  to 
chocks  and  bitts  and/or  passages  fore  and  aft,  those  areas  will  be  excluded 
from  the  rectangular  measurement  of  the  area  being  measured. 

From  the  time  the  Canal  was  opened  until  1937,  the  Panama  Canal  Com- 
pany measured  on  deck  cargo  in  addition  to  under  deck  space  to  determine 
Panama  Canal  net  tons.  Tolls  so  determined  were  measured  against  tolls  com- 
puted on  U.S.  registered  tonnage  rules  and  the  lower  amount  actually  was 
charged.  The  computation  based  on  the  U.S.  registered  tonnage  rules  usually 
resulted  in  the  lower  toll  even  with  the  inclusion  of  deck  cargo  in  the  deter- 
mination of  Panama  Canal  net  tons. 

K.  (3)  According  to  the  latest  computations  of  the  Canal  organization,  what 
proportion  of  the  increased  revenues  which  would  result  from  the  implemen- 
tation of  the  proposed  rules  will  be  derived  from  containership  transits?  What 
proportion  will  be  derived  from  transits  of  other  types  of  ships? 

*41.1%  containerships. 


Based  on  1975  traffic. 
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58.9%  All  other  ship  types. 

K.  (4)  Does  the  Canal  organization  believe  that  the  construction  of  vessels 
commensurate  with  Panama  Canal  measurement  rules  for  those  trade  routes 
which  traverse  the  Panama  Canal  ought  to  be  recognized  in  the  amending  of 
tonnage  measurement  rules? 

Under  2 CZC  412(a)  tolls  on  all  ships  within  the  specified  categories  are 
based  on  the  actual  earning  capacity  of  the  vessels  measured  in  accordance 
with  the  Panama  Canal  rules.  It  follows  that  all  newly  constructed  ships  are 
“commensurate”  with  the  rules.  Whether  or  not  the  measurement  of  the  ship 
correctly  refiects  its  earning  capacity,  as  required  by  the  statute,  is  one  of 
the  basic  considerations  involved  in  amending  the  rules.  The  configuration,  size 
and  shape  usable  for  carrying  cargo  or  passengers  of  vessels  using  the  canal 
are  recognized  and  involved  in  the  coniderations  of  changes  in  the  rules. 

If  the  question  is  intended  to  ask  whether  amendment  of  the  rules  would 
be  precluded  by  the  fact  that  a ship  was  constructed  with  features  designed 
to  secure  maximum  advantage  of  the  measurement  rules  at  the  time  of  con- 
struction of  the  ship,  the  answer  is  in  the  negative.  The  rules  are  required  to 
refiect  the  earning  capacity  of  the  ship  and  if  they  do  not  do  so  by  reason 
of  design  features  of  any  signilcant  type  of  vessel,  amendment  is  required. 

K.  (5)  In  the  history  of  the  Panama  Canal  enterprise,  the  United  States,  as 
operator  of  the  Canal,  has  always  attempted  to  watch  closely  the  effects 
which  changes  in  Canal  rules  will  have  on  U.S.  intercoastal  shipping.  As  you 
know,  for  a brief  time  in  Canal  history,  U.S.  intercoastal  shipping  paid  no  tolls 
for  transit.  Does  the  Canal  organization  perceive  its  obligations  toward  U.S. 
intercoastal  shipping  to  be  any  different  than  its  obligations  toward  those 
vessels  which  are  not  utilizing  those  routes? 

Under  the  applicable  treaties  and  laws  enacted  by  Congress  governing  the 
operation  of  the  Panama  Canal,  the  Canal  Company  does  not  perceive  its  obli- 
gation toward  U.S.  intercoastal  shipping  to  be  any  different  than  its  obligations 
toward  those  vessels  which  are  not  utilizing  those  routes. 

The  intercoastal  trade  is,  of  course,  reserved  to  vessels  documented  in  the 
United  States. 

Article  III  of  the  Hay-Pauncefote  Treaty  between  the  United  States  and 
Great  Britain  provides  for  the  adoption  by  the  United  States  of  rules  set  out 
in  the  iVrticle  as  a basis  of  the  neutralization  of  the  canal,  substantially  as 
embodied  in  the  Convention  of  Constantinople  for  the  free  navigation  of  the 
Suez  Canal.  The  first  of  the  rules  set  out  in  the  article  provides : 

“1.  The  canal  shall  be  free  and  open  to  the  vessels  of  commerce  and  of 
war  of  all  nations  observing  these  Rules,  on  terms  of  entire  equality,  so  that 
there  shall  be  no  discrimination  against  any  such  nation,  or  its  citizens  or 
subjects  in  respect  to  the  conditions  or  charges  of  traffic,  or  otherwise.  Such 
conditions  and  charges  of  traffic  shall  be  just  and  equitable.” 

Article  XVIII  of  the  1903  treaty  between  the  United  States  and  the  Republic 
of  Panama  expressly  provides  that : 

“The  Canal,  when  constructed,  and  the  entrances  thereto  shall  be  neutral 
in  perpetuity,  and  shall  be  opened  upon  the  terms  provided  for  by  Section  1 of 
Article  three  of,  and  in  conformity  with  all  the  stipulations  of,  the  treaty 
entered  into  by  the  Governments  of  the  United  States  and  Great  Britain  on 
November  18,  1901.” 

Under  established  principles  of  international  law  the  use  of  the  canal  by 
the  vessels  of  other  nations  pursuant  to  the  terms  of  these  treaties,  vested  in 
those  nations  an  enforceable  right  to  continue  use  of  the  canal  without  dis- 
crimination in  respect  of  the  conditions  or  charges  of  traffic  or  otherwise. 

The  Panama  Canal  Act  of  August  24,  1912  authorized  the  President  to  pre- 
scribe tolls  for  use  of  the  canal  with  the  proviso  that  “No  tolls  shall  be  levied 
upon  vessels  engaged  in  the  coastwise  trade  of  the  United  States.”  The  Gov- 
ernment of  Great  Britain  promptly  protested  that  under  the  Hay-Pauncefote 
Treaty  the  U.S.  was  bound  to  open  the  canal  “to  British  and  American  vessels 
upon  terms  of  equal  treatment”  and  that  “any  system  by  which  particular 
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vessels  or  classes  of  vessels  were  exempted  from  the  payment  of  tolls  would 
not  comply  with  the  stipulations  of  the  treaty.” 

In  a message  to  Congress  on  March  5,  1914  President  Wilson  recommended 
repeal  of  the  quoted  proviso  favoring  vessels  in  the  U.S.  intercoastal  trade  on 
the  ground  that  the  proviso  was  “in  plain  contravention  of  the  treaty  with 
Great  Britain.”  In  accordance  with  that  recommendation  the  proviso  was  re- 
pealed by  the  Act  of  June  15,  1914  although  the  statute  included  language  that 
it  should  not  be  construed  as  a waiver  or  relinquishment  of  any  right  the 
United  States  may  have  under  the  treaty  with  Great  Britain  ...  or  the  treaty 
with  the  Republic  of  Panama  ...  to  discriminate  in  favor  of  its  vessels  by 
exempting  the  vessels  of  the  United  States  or  its  citizens  from  the  payment  of 
tolls  for  passage  through  said  canal  . . .”  (38  Stat.  385). 

In  the  light  of  the  applicable  treaty  provisions  and  the  action  by  Congress 
repealing  the  provision  authorizing  exemption  of  coastwise  vessels  from  pay- 
ment of  tolls,  it  is  the  view  of  the  PCC  that  it  has  no  authority  to  treat  its 
obligations  toward  U.S.  intercoastal  shipping  as  any  different  than  its  obliga- 
tions toward  vessels  not  engaged  in  the  intercoastal  trade. 


Part  II 

Analysis  of  the  Financial  Position  and  Financial  Pkoblems 
OF  THE  Canal  Organization 

Committee  letter  of  Feb.  2,  1976  continues  as  follows: 

The  registering  of  deficits  in  three  successive  fiscal  years  and  the  major  in- 
crease in  Canal  user  charges  which  have  followed  those  deficits  are  a cause  for 
concern  among  those  who  are  interested  in  the  efficient  operation  of  the  Panama 
Canal.  We  feel  that  the  best  way  to  gain  an  idea  of  the  Canal’s  financial  pic- 
ture and  to  relate  relevant  financial  information  to  some  possible  alternatives 
is  by  an  inquiry  into  the  particular  financial  problems  the  Canal  organization 
now  faces. 

There  are  undoubtedly  important  questions  on  Canal  financial  matters  which 
have  not  been  addressed  in  our  list  of  questions.  A voluntary  contribution  of 
information  on  such  matters  as  may  not  have  been  addressed  here  would  be 
invaluable  to  the  Committee  and  Subcommittee. 

As  previously  mentioned,  this  particular  portion  of  our  inquiry  is  not  de- 
signed to  usurp  the  prerogatives  enjoyed  by  the  Governor  of  the  Canal  Zone 
and  his  management  staff  nor  do  we  wish  to  intrude  into  the  domain  of  our 
sister  Appropriations  Committee.  We  are  convinced  that  the  financial  problems 
of  the  Panama  Canal  can  be  solved,  but  only  by  the  coordinated  and  intense 
efforts  of  all  responsible  sources.  That  constitutes  the  basic  reason  for  our 
extensive  questioning. 

In  providing  a composite  picture  of  Canal  finances,  we  hope  that  you  will 
utilize  data  from  a sufficient  number  of  fiscal  years,  whether  it  be  the  last 
three,  five,  or  ten,  to  provide  a sufficient  picture  of  the  long-range  trends 
affecting  the  Canal. 

In  analyzing  the  Canal’s  financial  position,  we  are  sure  that  you  agree  that 
the  entire  value  of  the  Canal  cannot  be  measured  by  the  Company/Govern- 
ment’s annual  financial  statements.  There  are  tangible  economic  values  to  the 
U.S.  and  the  world  that  do  not  appear  in  the  financial  statements.  There  are 
intangible  benefits  that  are  not  considered  here.  Nevertheless  the  place  to  begin 
an  inquiry  has  to  be  the  financial  statements.  Accordingly,  we  hope  to  obtain 
the  following  information : 

[The  questions  in  Section  II  propounded  by  the  Committee  and  the  answers 
formulated  by  the  Company  are  as  follows:] 

Pt.  II — A(l)  Indicate  the  surpluses  and  deficits  incurred  by  the  Canal  orga- 
nization in  recent  years  and  contrast  these,  insofar  as  possible,  with  the  profit 
or  loss  incurred  by  the  Panama  Canal  in  its  early  years  of  operation. 
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Answer:  The  folloiwiiig  tabulation  shows  the  results  of  operation  during  the 
10-year  period  1966  through  1975.  As  shown,  the  high  during  this  period  was 
a surplus  of  $16.4  million  in  fiscal  year  1968  and  the  low  was  a deficit  of 
$11.8  million  in  fiscal  year  1974. 


1966-75 


Fiscal  year: 
1966__. 
1967__. 
1968__. 
1969__. 
1970__. 
1971__. 
1972__. 

1973- -. 

1974- -. 

1975- -. 


Surplus! 

(defict) 

(thousands) 

$6,  380 
13,  058 
16,  421 
15,  566 
10,  980 
4,  616 
1,  247 
(1,  327) 
(11,  798) 
(8,219) 


From  fiscal  year  1952  through  fiscal  year  1965,  the  high  was  a surplus  of 
$7.3  million  in  fiscal  year  1962  and  the  low  was  a surplus  of  $.3  million  in  fiscal 
year  1955. 

The  cumulative  net  operating  revenues  since  1952  were  $97.4  million.  These 
funds  have  been  directed  principally  to  capital  improvements. 

Pt.  II. — A (2)  Indicate  the  increases  in  Canal  organization  revenues  and  ex- 
penditures in  recent  years  and  the  factors  which  those  increases  most  closely 
correlate. 

Answer:  Per  telephone  conversation  with  Mr,  Terry  Modglin,  the  response  to 
this  question  is  to  cover  detail  analysis  of  actual  operations  for  fiscal  years 
1973-1975.  A summary  of  the  variations  follow,  A detailed  analysis  of  the  varia- 
tion in  expense  by  function  is  included  in  the  answer  to  question  7. 


REVENUES 


The  revenues  of  the  Company  for  1973  and  1975  are  as  follows  : 


[Dollar  amounts  in  thousands] 


Fiscal  year- 

Percent 

increase 

1973 

1975 

Increase 

Toll  revenues 

Other  revenues . _ 

$113,381 

86, 467 

$143,  332 
108,  542 

$29, 951 
22,075 

26 

26 

Total 

199, 848 

251,874 

52,  026 

26 

Approximately  $23  million 
19.7%  toll  rate  increase  that 

of  the  increase  in  toll  revenue  was  due 
became  effective  on  July  8,  1974,  with  a 

to  the 
5.87% 

growth  in  trafiic  responsible  for  the  remaining  amount. 

In  addition  to  revenues  from  tolls,  the  Company  derives  other  revenues  from 
various  facilities  and  services  supporting  Canal  operations.  The  recovery  rates  ^ 

for  these  services  are  substantially  cost  based.  Although  affected  by  changes  in 
the  scope  of  services  rendered,  increases  in  other  revenues  are  primarily  the 
result  of  rate  increases  which  were  made  in  an  effort  to  keep  pace  with  increases 
in  costs. 
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OPERATING  EXPENSES 

Total  operating  expenses  in  fiscal  year  1975  were  $260.1  million,  an  increase 
of  $58.9  million  over  fiscal  year  1973  expenses.  The  following  summarizes  this 


increase  in  expenses. 

Increase 

(decrease) 

(millions) 

Wage  increases $18.  0 

Man-year  increases 3.  4 

Increase  in  the  company’s  contribution  to  the  premium  for  employees’ 

health  benefits 2.  1 

Depreciation 8.  6 

Cost  of  commodities  sold 3.  8 

Interest  expense 2.  3 

Net  cost  of  Canal  Zone  Government  and  related  services  furnished  the 
company 4.  3 


Other : 

Materials  and  supplies  consumed  in  operations 16.  1 

Rentals,  transportation  and  other  miscellaneous 3.  6 


Subtotal 19.  7 

Total 62.  2 

Less:  Increase  in  costs  of  materials  and  services  charged  to  construction 

and  to  Canal  Zone  Government 3.  3 


Total 58.  9 


The  $16.5  million  of  wage  increases  of  1975  over  1973  is  summarized  as  follows  : 

(In 

millions) 


a.  Wage  board  (generally  manual  employees),  includes  increases  7.5  pet 

in  July  1973,  6.9  pet  in  July  1974,  and  5.9  pet  in  January  1975,  as 
well  as  increases  required  by  the  Fair  Labor  Standards  Act  amend- 
ments which  raised  the  minimum  wages  in  the  Canal  Zone  from  $1.60 
level  cf  fiscal  year  1973  to  $2  in  January  1975 $11.  0 

b.  Classified  and  related  (generally  white  collar  employees),  the  following 

pay  increases  were  granted:  4.7  pet  in  October  1973,  and  5.5  pet  in 
October  1974.  There  is  also  included  in  this  amount  the  pay  increases 
granted  pursuant  to  the  FLSA  amendment  mentioned  above 4.  9 

c.  Longevity  step  increases  and  promotions,  this  reflects  increases  granted 

employees  based  on  longevity  and  promotions 2.  1 


Total 18.  0 


Additional  employment  levels  through  1975  cost  $3.4  million.  Of  this  amount, 
$2.1  million  is  for  pilots,  floating  equipment  operators,  linehandlers,  lock  crews, 
and  other  operating  personnel.  The  remaining  $1.3  million  is  for  support 
activities. 

The  employees’  health  benefits  are  covered  by  the  Federal  Employees’  Health 
Benefits  Act.  The  Company’s  contribution  to  the  insurance  premium  increased 
from  40%  to  50%  in  January  1974  and  to  60%  in  January  1975. 

The  increase  of  $8.6  million  in  depreciation  expense  from  1973  to  1975  con- 
sists principally  of  depreciation  on  Canal  excavations  and  certain  other  assets 
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initiated  in  1974,  following  the  inclusion  of  such  depreciation  in  the  budget 
approved  by  the  Congress  for  that  year.  This  depreciation  amounts  to  some 
$8.3  million  a year.  The  depreciation  of  these  assets  was  recommended  by  the 
Comptroller  General  of  the  United  States.  The  remaining  increase  generally 
reflects  the  depreciation  resulting  from  new  plant  placed  in  service. 

The  $3.8  million  increase  in  the  cost  of  commodities  sold  reflects  principally 
the  effect  of  cost  escalations. 

Interest  expense  has  increased  $2.3  million  due  to  the  increased  cost  to  the 
United  States  Treasury  of  coupon  rate  bonds,  as  advised  by  the  Secretary  of 
the  Treasury. 

The  increase  of  $4.3  million  in  the  net  cost  of  Canal  Zone  Government  is  due 
principally  to  wage  increases  net  of  recoveries. 

The  other  increases  of  $19.6  million  generally  reflect  escalation  in  the  cost  of 
operating  materials  and  supplies  consumed,  particularly  fuel,  and  of  services 
furnished  the  Company  by  third  parties.  In  addition,  the  use  of  these  goods 
and  services  increased  due  to  expanded  maintenance  activities  and  the  incur- 
rance  of  higher  transportation  costs  for  employee  home  leave,  recruitment,  and 
repatriation  as  the  number  of  employees  increases. 

The  increase  in  costs  of  materials  and  services  transferred  to  balance  sheet 
accounts  and  Ca'nal  Zone  Government  generally  reflects  cost  escalations. 

Pt.  II — A (3)  Indicate  the  trends  in  recent  years  in  the  proportion  of  revenues 
from  various  sources  as  they  contribute  to  the  total  revenues  of  the  Canal 
organization. 

Answer:  The  following  tabulation  indicates  trends  in  the  proportion  of  reve- 
nues from  sources  contributing  to  total  Panama  Canal  Company  Revenues. 

[Dollar  amounts  in  millions] 


Tolls  revenue  Revenue  from  sources  other  than  tolls 

Amount  Percent  Amount  Percent 


Fiscal  year: 

1966  $72.6  55.2  $58.9  44.8 

1967  82.3  56.8  62.6  43.2 

1968  93.2  58.1  67.3  41.9 

1969  95.9  57.6  70.6  42.4 

1970.... 100.9  57.6  74.2  42.4 

1971  100.6  55.9  79.3  44.1 

1972  101.5  55.3  81.9  44.7 

1973  113.4  56.7  86.5  43.3 

1974  121.3  56.2  94.7  43.8 

1975  143.3  56.9  108.5  43.1 


10-yr  average 102.5  56.6  78.5  43.4 
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Pt.  II — A (4)  Indicate  the  trends  in  recent  years  in  the  proportion  of  total 
expenses  of  the  Canal  organization  by  operational  activities. 

Answer:  The  attached  tabulation  indicates  trends  in  the  proportion  of  total 
expenses  by  operational  activity. 


PANAMA  CANAL  COMPANY.— TRENDS  IN  PROPORTION 

[Dollar  amounts 


Maintenance 
of  channels 
and  harbors 

Navigation 
service  and 
control 

Locks 

General  repair, 
storehouse, 
engineering,  and 
maintenance 
services 

Marine  terminals 

Amount 

Per- 

cent 

Amount 

Per- 

cent 

Amount 

Per- 

cent 

Amount 

Per- 

cent 

Amount 

Per- 

cent 

Fiscal  year: 

1966 

$6.5 

5.2 

$12.9 

10.3 

$10.2 

8.2 

$3.0 

2.4 

$8.7 

6.9 

1967 

7.5 

5.7 

13.4 

10.2 

10.5 

7.9 

2.4 

1.8 

9.2 

7.0 

1968 

7.3 

5.1 

15.7 

10.9 

14.0 

9.7 

2.4 

1.7 

9.4 

6.5 

1969 

7.4 

4.9 

17.4 

11.5 

15.2 

10.1 

2.8 

1.9 

10.7 

7.1 

1970 

8.0 

4.9 

19.6 

12.0 

15.7 

9.6 

3.1 

1.9 

12.6 

7.7 

1971 

9.8 

5.6 

21.3 

12.2 

15.4 

8.8 

3.1 

1.7 

12.9 

7.4 

1972 

10.4 

5.7 

22.9 

12.6 

15.7 

8.6 

3.0 

1.6 

13.7 

7.5 

1973 

10.4 

5.2 

24.2 

12.1 

17.1 

8.5 

6.5 

3.2 

13.9 

6.9 

1974 

19.5 

8.6 

27.6 

12.1 

17.9 

7.9 

6.5 

2.9 

15.9 

7.0 

1975 

23.5 

9.1 

31.2 

12.0 

20.9 

8.0 

7.0 

2.7 

18.0 

6.9 

10-yr 

average . 

11.1 

6.3 

20.6 

11.7 

15.3 

8.7 

4.0 

2.3 

12.5 

7.0 

‘ Includes  printing  plant,  grounds  maintenance,  community-custodial  services  operating  expenses,  general  canal  expense 
and  for  fiscal  years  1966  through  1971  includes  Tivoli  guest  house  operating  expenses.  Other  expense  for  fiscal  years 
1966  through  1970  also  includes  expense  for  sea  level  canal  support  division. 


CANAL  ZONE  GOVERNMENT— TRENDS  IN  PROPORTION 

[Dollar  amounts 


Total 

Customs  and 
immigration 

Postal 

Police 

Fire 

Judicial 

Amount 

Per- 

Amount  cent 

Per- 

Amount  cent 

Per- 

Amount  cent 

Amount 

Per- 

cent 

Per- 

Amount  cent 

Fiscal  year: 

1966  $32,815  $633  2 $1,272  4 $3,306  10  $1,284  4 $109 

1967  36,057  673  2 1,316  4 3,761  10  1,475  4 116 

1968  38,384  698  2 1,360  4 4,166  11  1,621  4 122 

1969  40,746  733  2 1,384  4 4,229  10  1,718  4 122 

1970  46,896  793  2 1,503  4 4,819  10  1,980  4 144 

1971  50,150  845  2 1,671  3 4,899  10  2,040  4 155 

1972  52,269  894  2 1,781  3 5,063  10  2,012  4 158 

1973  58,806  1,025  2 1,835  3 5,699  10  2,234  4 196 

1974  63,170  1,211  2 2,071  3 6,206  10  2,367  4 202 

1975  67,899  1,303  2 2,209  3 7,175  11  2,804  4 235 


10-yr 

average..  48,719  881  2 1,640  3 4,932  10  1,954  4 156 


1 To  include  library. 

3 Includes  internal  security /other  civil  affairs. 
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OF  TOTAL  EXPENSES  BY  OPERATIONAL  ACTIVITY 


in  millions] 


Transportation 
and  utilities 

Retail  and  housing 
operations 

Other  1 

General  and 
administration 

Interest 

Net  cost 
of  CZG  2 

Per- 

Amount  cent 

Per- 

Amount  cent 

Amount 

Per- 

cent 

Per- 

Amount  cent 

Per- 

Amount  cent 

Amount 

Per- 

cent 

$7.6 

6.1 

$26.3 

21.0 

$5.3 

4.2 

$12.7 

10.2 

$12.1 

9.7 

$19.8 

15.8 

8.7 

6.6 

27.3 

20.7 

6.4 

4.9 

12.5 

9.5 

12.2 

9.3 

21.7 

16.4 

9.2 

6.4 

29.3 

20.3 

8.2 

5.7 

14.0 

9.7 

12.0 

8.3 

22.5 

15.7 

9.8 

6.5 

31.5 

20.8 

5.7 

3.8 

15.1 

10.0 

11.9 

7.9 

23.4 

15.5 

11.4 

6.9 

33.0 

20.1 

5.3 

3.2 

16.9 

10.3 

11.7 

7.1 

26.7 

16.3 

12.7 

7.2 

35.2 

20.1 

6.2 

3.5 

18.7 

10.7 

11.9 

6.8 

28.0 

16.0 

14.7 

8.1 

36.7 

20.2 

4.4 

2.4 

19.8 

10.8 

11.9 

6.6 

28.9 

15.9 

14.3 

7.1 

37.9 

18.8 

7.2 

3.6 

23.3 

11.6 

12.6 

6.3 

33.7 

16.7 

15.5 

6.8 

39.7 

17.4 

8.8 

3.8 

27.1 

11.9 

13.9 

6.1 

35.4 

15.5 

22.4 

8.6 

43.8 

16.9 

9.7 

3.7 

30.7 

11.8 

14.8 

5.7 

38.0 

14.6 

12.6 

7.2 

34.1 

19.3 

6.7 

3.8 

19.1 

10.8 

12.5 

7.1 

27.8 

15.8 

2 Net  cost  of  Canal  Zone  Government  has  been  recast  for  fiscal  years  1973  through  1975  to  include  in  net  cost  amounts 
reimbursed  by  the  Panama  Canal  Company  for  its  share  of  education,  hospital,  and  fire  protection  costs. 


OF  TOTAL  EXPENSES  BY  OPERATIONAL  ACTIVITY 


in  thousands] 


Public  areas 

Other  civil 

Hospitals  and 

Other  public 

Office  of 

Other  general 

Education  i 

and  facilities 

affairs  2 

clinics 

health 

Governor 

government 

Per- 

Per- 

Per- 

Per- 

Per- 

Per- 

Per- 

Amount  cent 

Amount  cent 

Amount  cent 

Amount  cent 

Amount  cent 

Amount  cent 

Amount  cent 

$9, 423 

29 

$1, 984 

6 

$412 

1 

$10, 277 

31 

$1,  530 

5 

$123 

...  $2,462 

8 

10,851 

31 

2,054 

6 

410 

1 

10,991 

30 

1,664 

5 

136  .... 

._  2,610 

7 

11,855 

31 

2,209 

6 

490 

1 

11,739 

31 

1,811 

5 

165  .... 

..  2,148 

5 

13,  274 

33 

2,181 

5 

509 

1 

12,057 

30 

2,  290 

6 

186  .... 

..  2,063 

5 

15,  588 

33 

2,275 

5 

603 

1 

13,  642 

29 

2,569 

6 

237  .... 

..  2,743 

6 

16,  550 

33 

2,648 

5 

732 

2 

14,744 

29 

2,787 

6 

258  .... 

._  2,821 

6 

17,  327 

33 

2,970 

6 

850 

1 

16, 122 

31 

2,918 

6 

245  .... 

..  1,929 

4 

18,  545 

32 

3,  657 

6 

944 

2 

17,816 

30 

3,  072 

5 

256  .... 

..  3,527 

6 

19,  320 

31 

3,  867 

6 

993 

2 

19, 151 

30 

3,271 

5 

239  .... 

..  4,272 

7 

20,  741 

31 

3, 037 

4 

1,066 

2 

20,  825 

31 

3,  595 

5 

300  .... 

..  4,609 

7 

15, 106 

31 

2,688 

6 

942 

2 

14,  736 

31 

2,551 

5 

215  .... 

...  2,918 

6 
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Pt.  II — A (5)  Indicate  the  recent  trend  in  the  expenditure  of  funds  for  the  use 
of  outside  consultants  and  analysts  by  the  Canal  organization.  What  have  been 
the  reasons  for  any  changes  or  trends  in  this  regard? 

Answer:  The  level  of  consultant  and  advisor  services  for  the  Panama  Canal 
Company  is  a minor  cost,  never  exceeding  % of  1%  of  total  expenses  in  any  one 
year.  In  relation  to  total  expenses  this  cost  has  varied  from  a low  of  0.15%  in  1973 
to  a high  of  0.42%  in  1970,  as  may  be  seen  from  the  following  tabulation : 

[Dollar  amounts  in  thousands) 


Percent  of  total 
Actual  expenses  expenses 


Fiscal  year: 


1966  $213  0.17 

1967  209  . 16 

1968  381  .26 

1969  370  . 25 

1970  682  . 42 

1971  396  . 23 

1972  371  .20 

1973  304  . 15 

1974  622  . 27 

1975  404  . 16 


% 


Throughout  the  ten  year  period  from  1966  to  1975,  consultant  usage  has  in- 
cluded services  in  the  areas  of  enginering  studies ; management  information 
systems ; tolls  studies  relating  to  methods  of  assessment,  sensitivity,  and  traffic 
forecasts  ; and  various  computer  applications. 

Increases  for  consultant  services  were  required  in  1970  and  1974.  In  1970,  in 
addition  to  the  above  type  of  services,  the  Company  employed  a consulting  firm 
to  conduct  a comprehensive  organization  and  management  survey  of  Panama 
Canal  activities  and  to  recommend  cost  reductions.  The  unusual  increase  in  1974 
reflects  employment  of  consultants  to  perform  economic  research  relative  to 
evaluation  of  toll  rates. 

Pt.  II — A (6)  Indicate  the  trends  in  the  revenues  and  expenses  the  Canal  Zone 
Government  vis-a-vis  the  Panama  Canal  Company.  If  the  proportions  of  the  total 
Canal  budget  for  each  of  these  sister  organizations  have  changed  significantly, 
indicate  the  reasons. 

Ansiver:  In  the  past  ten  years,  1966-1975,  the  net  cost  of  the  Canal  Zone  Gov- 
ernment has  represented,  on  the  average,  some  15.8%  of  total  Panama  Canal  Com- 
pany costs,  and,  additionally,  has  not  varied  significantly  from  the  average  in 
any  year  (High  1973 — 16.7%  ; low  1975 — 14.6%). 

In  general,  the  trend  of  the  Canal  Zone  Government  vis-a-vis  the  Panama 
Canal  follows  the  same  inflationary  pattern. 

The  following  tabulation  shows,  by  year,  how  the  revenues  and  expenses  of 
the  Canal  Zone  Government  and  the  Panama  Canal  Company  have  increased  over 
the  1966  base. 

[Dollar  amounts  in  thousands] 


Canal  Zone  Government  Panama  Canal  Company 


Total 

revenue 

Percentage 
increase 
over 
fiscal  year 
1966 

Total 

expense 

Percentage 
increase 
over 
fiscal  year 
1966 

Total 

revenue 

Percentage 
increase 
over 
fiscal  year 
1966 

Total 
expense  ‘ 

Percentage 
increase 
over 
fiscal  year 
1966 

Fiscal  year: 
1966... _ 

. $13, 001 

$32,815 

$131,469 

$105, 275 

1967.... 

. 14,364 

10.5 

36, 056 

9.9 

144, 900 

10.2 

no,  149 

4.6 

1968.... 

. 15,847 

21.9 

38,  384 

17.0 

160, 449 

22.0 

121,492 

15.4 

1969... 

17,338 

33.4 

40,  746 

24.2 

166,  513 

26.7 

127,  539 

21.1 

1970..... 

20, 203 

55.4 

46,  896 

42.9 

175,  096 

33.2 

137,  423 

30.5 

1971...... 

. 22,129 

70.2 

50, 150 

52.8 

179,  845 

36.8 

147,  208 

39.8 

1972.... 

23,  336 

79.5 

52, 269 

59.3 

183,  386 

39.5 

153,  206 

45.5 

1973.... 

. 25,150 

93.4 

58,  806 

79.2 

199,  848 

52.0 

167,519 

59.1 

1974..... 

27,  744 

113.4 

63, 170 

92.5 

216,054 

64.3 

192,  426 

82.8 

1975.... 

. 29,941 

130.3 

67,  898 

106.9 

251,874 

91.6 

222, 136 

111.0 

1 Excludes  net  cost  of  Canal  Zone  Government 
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Pt.  II — A (7)  Specify,  for  each  program  and  function  of  the  Canal  organization 
budget,  the  causes  of  increased  expenditures  (e.g.,  wages,  workload,  require- 
ments, depreciations)  and  the  relative  weight  of  each  of  these  causes  in  in- 
creased or  decreased  expenses. 

Answer:  Per  telephone  conversation  with  Mr.  Terry  Modglin,  the  response  to 
this  question  is  to  cover  detail  analysis  of  actual  operations  for  fiscal  years 
1973-1975.  The  attached  exhibits  compare  fiscal  years  1973  and  1975  operating 
expenses  and  present  an  analysis  of  the  increases  in  expense  by  operational  ac- 
tivity. A summary  of  the  variations  by  cause  is  included  in  the  answer  to  ques- 
tion 2, 

STATEMENT  OF  OPERATING  EXPENSES  FOR  FISCAL  YEARS  1973  AND  1975 


[In  thousands  of  dollars] 


Fiscal  year 
1973  actual 

Fiscal  year 
1975  actual 

Increase 

(decrease) 

Operating  expenses; 

Maintenance  of  channels  and  harbors 

Navigation  service  and  control.  . . ....  ._  .. 

Locks...  ..  . ... 

General  repair,  storehouse,  engineering,  and  maintenance 

services... ..  . 

Marine  terminals 

Transportation  and  utilities ...  

Retail  and  housing . 

Other 

General  and  administrative.  

Interest __  . ' _ 

Net  cost  of  Canal  Zone  Government . .... 

$10,  426 
24,  229 
17, 129 

6,455 

13,  941 

14,  336 
37,  886 

7,214 
23,  334 
12,  569 
33,  656 

$23, 528 
31, 199 
20,  935 

7,039 
17,  967 
22,  406 
43,  826 
9,  680 
30,  735 
14,  820 
37,  957 

$13, 102 
6, 970 
3, 806 

584 
4, 026 
8,  070 
5,  940 
2,  466 
7,401 
2,  251 
4,  301 

Total  operating  expenses 

201, 175 

260,  092 

58,917 

OPERATING  EXPENSES-MAINTENANCE  OF  CHANNELS  AND  HARBORS 

[In  thousands  of  dollars] 

, 

Fiscal  year 

1973  actual 

1975  actual 

Operating  expenses; 

Channel  and  harbor  depreciation $7, 192 

Suction  and  dipper  dredging $1,751  2,935 

Other  floating  equipment 3,047  2,531 

Maintenance  and  repairs,  floating  and  related  equipment 2,205  2,715 

Meteorology  and  hydrography 1,239  1,524 

Coredrill  operations 441  633 

Supervision  and  general 1,214  1,404 

Other 3, 270  8, 581 

Costs  transferred  for  services  rendered  to  other  activities (2, 741)  (3, 987) 


Total— Exhibit  I 10,426  23,528 

Less (10,426) 

Increase 13,102 


Analysis  of  increase; 

Personnel  services; 

Wage  increases 

Man-year  decreases 

Costs  transferred  for  services  received  from  other  activities 

Depreciation 

Other  expenses 

Costs  transferred  for  services  rendered  to  other  activities.. 


1 1,  230 
2 (759) 
3 4,  596 
« 7,  507 
5 1,  774 
(1,246) 


Total 


13, 102 


1 Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  decreased  78  man-years  by  1975.  This  was  primarily  due  to  the  transfer  of  towboat  personnel  to 
the  Navigation  Service  and  control  activity  and  the  transfer  of  the  guard  force  to  the  newly  formed  Canal  Protection  Division 

3 The  increase  in  the  cost  of  services  received  from  other  Company  activities  reflects  principally  wage  and  material  cost 
escalations. 

^ The  increase  in  depreciation  results  from  the  initiation  in  1974  of  depreciation  of  the  channel  and  other  excavations. 
The  depreciation  of  these  assets  was  recommended  by  the  Comptroller  General  and  was  included  in  the  1974  budget  as 
approved  by  the  Congress. 

6 The  increase  in  other  expenses  results  primarily  from  escalations  in  the  cost  of  fuel  and  other  materials. 
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OPERATING  EXPENSES— NAVIGATION  SERVICE  AND  CONTROL 
[In  thousands  of  dollars] 


Fiscal  year- 

1973  actual  1975  actual 


Operating  expenses: 

Transit  and  port  pilotage $7,325  $8,873 

Tug  and  launch  operations 8,630  11,464 

Handling  ship  lines 4,594  5,936 

Marine  traffic  control  and  admeasurement 2, 060  2, 365 

Supervision  and  general 1,081  1,799 

Other 614  999 

Costs  transferred  for  services  rendered  to  other  activities (75)  (237) 


Total— Exhibit  I 24,229  31,199 

Less (24,  229) 


Increase 6,970 


Analysis  of  increase: 

Personnel  services: 

Wage  increases 

Man-year  increases 

Costs  transferred  for  services  received  from  other  activities. 

Depreciation 

Other  expenses 


1 3, 773 
2 2, 005 
3(361) 
62 

4 1,  491 


Total. 


5 6,  970 


1 Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  increased  182  man-years  by  1975.  This  included  additional  pilots,  supervisory  transit  officers,  ship 
line  handlers,  tug  and  launch  personnel  and  marine  traffic  control  employees  which  were  necessary  for  a more  expeditious 
and  safe  navigation  of  ships  in  canal  waters. 

3 The  decrease  in  the  cost  of  services  received  from  other  Company  activities  was  due  principally  to  the  takeover  of 
towboat  operations  by  the  navigation  service  and  control  activity. 

4 The  increase  in  other  expenses  resulted  from  an  unprecedented  increase  in  the  cost  of  fuel  used  for  towboat  and 
launches  and  the  charter  of  tugs  from  3d  parties. 

3 The  costs  of  port  pilotage,  tug  and  launch  operations,  and  handling  of  ship  since  were  recovered  by  specific  charges 
for  the  services  rendered. 

OPERATING  EXPENSES— LOCKS 
[In  thousands  of  dollars] 


Fiscal  Year- 

1973  actual  1975  actual 


Operating  expenses: 

Lockage  operations $5,119  $6,071 

Locks  maintenance 6,859  8,195 

Supervision  and  general 2,888  3,170 

Locks  overhaul 2, 265  2,  526 

Other (2)  973 


Total-Exhibit  1 17,129  20,935 

Less (17, 129) 


Increase 3,806 


Analysis  of  increase: 

Personnel  services: 

Wage  increases 1 1,694 

Man-year  increases 3 250 

Costs  transferred  for  services  received  from  other  activities 3 222 

Depreciation 4 255 

Other  expenses 385 


Total 3,806 


1 Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  increased  a net  of  30  man-years  by  1975.  These  additional  man-years  were  required  for  locks 
operating  crews  at  Gatun  and  Pedro  Miguel  to  expedite  lockages  of  vessels  in  transit  and  for  locks  maintenance  personnel 
to  perform  maintenance  projects  scheduled  to  minimize  operational  failures.  The  increases  in  these  areas  were  partially 
offset  by  the  transfer  of  locks  security  guards  to  the  newly  formed  Canal  Protection  Division. 

3 The  increase  in  the  cost  of  services  received  from  other  Company  activities  is  attributable  principally  to  wage  and  mate- 
rial cost  escalations,  plus  the  increased  scope  and  frequency  of  cyclical  maintenance  work.  The  1975  costs  reflect  costs 
of  multiyear  programs  to  reinforce  concrete,  rehabilitate  rubber  tendering,  repair  towing  track  and  switches,  and  replace 
bullwheels  and  gear  mechanisms  in  the  locks. 

4 The  increase  in  depreciation  includes  depreciation  of  locks  excavations,  which  commenced  in  1974. 
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OPERATING  EXPENSES-GENERAL  REPAIR,  STOREHOUSE,  ENGINEERING,  AND  MAINTENANCE  SERVICES 

[In  thousands  of  dollars] 


Operating  expenses: 

General  repair,  engineering,  and  maintenance  services: 

Centralized  maintenance  services 

Vessel  repair  services 

Electrical  services 

Engineering  services 

Other  services 

Costs  transferred  for  services  rendered  to  other  activities 

Procurement,  storage,  and  distribution  of  operating  materials  and  supplies: 

Cost  of  goods  sold 

Storage  and  issue  operations 

Supervision  and  general 

Other 

Costs  transferred  for  services  rendered  to  other  activities 

Total— Exhibit  I 

less 


Fiscal  Year 


1973  actual 

1975  actual 

$9, 479 

$13, 358 

6,  427 

8, 683 

3,  965 

4,568 

2,  004 

2,  372 

877 

916 

(20,  832) 

(28,  283) 

1,423 

2, 029 

1,259 

1,458 

1,403 

1,246 

1,157 

916 

(707) 

(234) 

6,  455  7,  039 

(6, 455) 


Increase. 


584 


Analysis  of  increase: 

Personnel  services: 

Wage  increases 

Man-year  increases 

Cost  of  goods  sold 

Costs  transferred  for  services  received  from  other  activities. 

Depreciation 

Other  expenses 

Costs  transferred  for  services  rendered  to  other  activities.. 


1 3, 708 
2 660 
606 
3 992 
(311) 
i 1,  907 
(6,  978) 


Total. 


584 


1 Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  increased  78  man-years  by  1975.  Additional  manpower  was  required  for  centralized  maintenance 
services  to  perform  expanded  locks  maintenance  and  locks  overhaul  projects  done  on  a cyclical  basis  and  for  vessel  repair 
services  to  perform  additional  work  associated  with  the  overhauls  of  floating  equipment. 

3 The  increases  in  the  cost  of  services  received  from  other  Company  activities  and  other  expenses  reflect  principally 
wage  and  material  cost  escalations. 

4 The  cost  of  services  rendered  to  3d  parties  is  recovered  by  revenues. 


OPERATING  EXPENSES— MARINE  TERMINALS 
[In  thousands  of  dollars] 


Fiscal  year- 


1973  actual  1975  actual 


Operating  expenses: 

Marine  bunkering $3,340  $4,233 

Cargo  handling  and  transferring 7,432  9,353 

Wharfage  and  stevedoring 3, 283  4, 182 

Other 869  1, 373 

Costs  transferred  for  services  rendered  to  other  activities (983)  (1, 174) 


Total- Exhibit  I 13,941  17,967 

Less (13,941) 


Increase 

Analysis  of  increase: 

Personnel  services: 

Wage  increases 

Man-year  increases 

Costs  transferred  for  services  received  from  other  activities. 

Depreciation 

Other  expenses 

Total 


4, 026 


1 1, 178 
2 471 
3 1,  845 
45 
487 


4 4, 026 


1 Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  increased  a net  of  63  man-years  by  1975.  This  increase  was  required  to  accommodate  a substantial 
ncrease  in  marine  bunkering  and  cargo  workload.  The  increases  in  these  areas  were  partially  offset  by  the  transfer  of 

terminal  and  marine  bunkering  guards  to  the  newly  formed  Canal  Protection  Division.  j  *  * - i 

3 The  increase  in  the  cost  of  services  received  from  other  Company  activities  was  due  principally  to  wage  and  material 
cost  escalations. 

* The  costs  of  these  operations  were  recovered  by  revenues. 
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OPERATING  EXPENSES— TRANSPORTATION  AND  UTILITIES 
[In  thousands  of  dollars] 


Fiscal  Year- 

1973  actual  1975  actual 


Operating  expenses: 

Railroad  transportation.... $2,760  $3,447 

Motor  transportation 5,823  7,419 

Water  transportation 5,611  7,355 

Power  system 11,653  20,404 

Communications  system 1,444  3,020 

Water  system 2,839  3,255 

Central  air-conditioning  service 497  603 

Costs  transferred  for  services  rendered  to  other  activities (16, 291)  (23, 097) 


Total-Exhibit  I 14,336  22,406 

Less (14, 336) 


Increase 8,070 


Analysis  of  increase: 


Personnel  services: 

Wage  increases 1 1,898 

Man-year  increases 2(55) 

Costs  transferred  for  services  received  from  other  activities 3 2, 386 

Depreciation < 288 

Other  expenses « 10, 369 

Costs  transferred  for  services  rendered  to  other  activities (6, 806) 


Total 


8 8,  070 


1 Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  decreased  a net  7 man-years  in  1975  due  to  reductions  in  the  power  system  brought  about  by  the 
elimination  of  diesel  generating  units  from  service,  a reorganization  of  maintenance  gangs,  and  the  transfer  of  the  trans- 
mission line  maintenance  function  to  another  activity. 

3 The  increase  in  the  cost  of  services  received  from  other  Company  activities  was  due  principally  to  wage  and  material 
cost  escalations. 

^ The  increase  in  depreciation  reflects  new  plant  items  placed  in  service. 

8 The  increase  in  other  expense  is  due  principally  to  unprecedented  increases  in  costs  of  fuel  oil  and  gasoline  used 
by  the  various  transportation  operations  and  for  the  generation  of  power.  In  addition,  contract  stevedoring  costs  in  the 
Port  of  New  Orleans  have  increased  substantially. 

6 The  cost  of  these  operations  was  generally  recovered  by  revenues. 


f 
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OPERATING  EXPENSES— RETAIL  AND  HOUSING 
[In  thousands  of  dollars) 


Fiscal  year- 

1973  actual  1975  actua 


Operating  expenses: 

Retail  units: 

Cost  of  goods  sold $19,964  $23,408 

Retail  merchandising 3,452  4,083 

Supervision  and  general 3,068  3,512 

Packaging  and  processing 2,780  3,259 

Other 1, 508  2, 572 

Costs  transferred  for  services  rendered  to  other  activities (3,  500)  (3,  599) 


Subtotal 27,272  33,235 


Food  units: 

Cost  of  goods  sold 1,  733  1,  579 

Cafeterias 1,084  971 

Other 1,012  1,216 

Costs  transferred  for  services  rendered  to  other  activities (238)  (347) 


Subtotal 3,591  3,419 


Housing: 

Quarters  operation  and  maintenance 2,837  3,352 

Other 1,139  1,235 


Subtotal 3,976  4,587 

Ocean  freight  and  other 3, 047  2,  585 


Total— Exhibit  I 37,886  43,826 

Less (37, 886) 


Increase. 


5, 940 


Analysis  of  increase: 

Personnel  services: 

Wage  increases 

Man-year  decreases 

Cost  of  goods  sold 

Costs  transferred  for  services  received  from  other  activities. 

Depreciation 

Other  expenses 

Costs  transferred  for  services  rendered  to  other  activities... 


1 1, 406 
2(480) 
3 3, 290 
4 896 
(10) 
fi  1,064 
(226) 


Total 


« 5,  940 


1 Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  decreased  80  man-years  by  1975  principally  in  the  retail  merchandising  and  packaging  activities 
where  certain  services  were  consolidated  or  eliminated. 

3 The  increase  in  cost  of  goods  sold  reflects  cost  escalations. 

4 The  increase  in  the  cost  of  services  received  from  other  Company  activities  was  due  principally  to  wage  and  material 
cost  escalations. 

® The  increase  in  other  expenses  reflects  cost  escalations  in  contract  maintenance  for  housing,  ocean  freight,  and  sup 
plies  and  materials  consumed. 

® The  costs  of  these  operations  were  substantially  recovered  by  revenues. 
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OPERATING  EXPENSES— OTHER 
[In  thousands  of  dollars] 


Fiscal  year- 

1973  actual  1975  actual 


Operating  expenses; 

Grounds  maintenance $2,  973  $3, 525 

Community  and  custodial  services 1,  858  1, 156 

Printing  plant 881  1,026 

Miscellaneous  canal  expenses: 

Provision  for  marine  accidents  and  other  casualty  losses 2, 150  2, 195 

Canal  security  force 951  2, 193 

Other 3, 414  5, 075 

Costs  transferred  for  services  rendered  to  other  activities (5, 013)  (6, 490) 


Total- Exhibit  I 7,214  9,680 

Less (7, 214) 


Increase 2,466 


Analysis  of  increase: 

Personnel  services: 

Wage  increases 1 1,  222 

Man-year  increases 2 683 

Costs  transferred  for  services  received  from  other  activities 3 929 

Depreciation * 716 

Other  expenses 8 393 

Costs  transferred  for  services  rendered  to  other  activities (1, 477) 


Total 2,466 


‘Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  increased  111  man-years  by  1975.  This  increase  is  primarily  due  to  the  transfer  of  security  guards 
from  other  activities  to  the  newly  formed  Canal  Protection  Division  for  purposes  of  centralizing  the  security  function. 

3 The  increase  in  the  cost  of  services  received  from  other  Company  activities  was  due  principally  to  wage  and  material 
cost  escalations. 

4 The  increase  in  depreciation  was  attributable  to  the  initiation  of  depreciation  in  1974  of  certain  assets  not  previously 
depreciated  and  to  the  acceleration  of  depreciation  of  certain  assets  begun  in  1973. 

5 Other  expenses  for  fiscal  year  1975  have  been  recast  to  exclude  amounts  reimbursed  by  the  Company  for  unrecovered 
Canal  Zone  Government  costs  of  providing  hospital  and  education  services  to  individuals  who,  although  otherwise  eligible 
for  such  services,  are  not  sponsored  by  an  employing  agency. 
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OPERATING  EXPENSES— GENERAL  AND  ADMINISTRATIVE 
[In  thousands  of  dollars) 


Fiscal  year- 

1973  actual  1975  actual 


Operating  expenses: 

Executive  and  operations  direction $4, 192  $4, 966 

Financial  management 5, 445  386 

Personnel  administration 2,163  2,627 

General  services 2,144  2,585 

Employment  costs 4,  597  7, 899 

Provision  for  doubtful  accounts  receivable 1,  632  1, 403 

Retirement  benefits  to  non-U. S.  citizen  former  employees 1, 616  l’  718 

Other 1, 795  1, 520 

Costs  transferred  for  services  rendered  to  other  activities (250)  (369) 


Total— Exhibit  I 
Less 


23,  334  30,  735 

(23, 334) 


Increase 7,401 


Analysis  of  increase: 

Personnel  services: 

Wage  increases 1 1,  853 

Man-year  increases a 693 

Company's  contribution  to  FEHBA,  FEGLI,  and  FICA 3 2, 127 

Costs  transferred  for  services  received  from  other  activities 4 907 

Other  expenses 5 1,821 


Total «7,401 


1 Wage  increases  have  been  determined  consistent  with  the  description  contained  in  the  answer  to  question  A-2. 

2 Employment  levels  increased  55  man-years  by  1975.  In  executive  and  operations  direction  there  was  a requirement  for 
additional  personnel  principally  to  accommodate  new  workloads  resulting  from  the  Occupational  Safety  and  Health  Act 
and  to  assure  equal  employment  opportunity.  Financial  management  required  additional  manning,  particularly  in  areas 
of  systems  analysis  and  computer  programing  in  the  development  of  additional  computer  applications.  Expanded  employee 
training  programs  and  intensified  labor-management  relations  contributed  to  a need  for  added  manning  in  personnel 
administration,  and  increased  translator  and  clerical  support  services  created  a need  for  additional  manning  in  general 
services. 

3 The  employees’  health  benefits  are  covered  by  the  Federal  Employees’  Health  Benefits  Act.  The  Company’s  contribu- 
tion to  the  insurance  premium  increased  from  40  pet  to  50  pet  in  January  1974  and  to  60  pet  in  January  1975. 

4 The  increase  in  the  cost  of  services  received  from  other  Company  activities  was  due  principally  to  wage  and  material 
cost  escalations. 

6 The  increase  in  other  expenses  consists  principally  of  the  lease  of  additional  computer  equipment  and  employee 
travel  and  transportation  costs  related  ti  home  leave,  recruitment,  and  repatriation. 

5 Amounts  reimbursed  the  Canal  Zone  Government  by  the  Panama  Canal  Company  for  education,  hospital,  and  fire  pro- 
tection costs  are  excluded  above  and  included  in  the  net  cost  of  Canal  Zone  Government. 


OPERATING  EXPENSES-INTEREST 
[In  thousands  of  dollars] 


Fiscal  Year- 


1973  actual  1975  actual 


Interest  payments  to  the  U.S.  Treasury— Exhibit  I $12,569  $14,820 

Less (12,  569) 

Increase 2,251 


Note:  The  Panama  Canal  Company  is  required  under  2 Canal  Zone  Code  § 62(e)  to  reimburse  the  Treasury,  as  nearly 
as  possible,  for  the  interest  cost  of  the  funds  or  other  assets  directly  invested  in  the  Corporation.  This  reimbursement  is 
to  be  made  at  interest  rates  determined  by  the  Secretary  of  the  Treasury  based  on  the  computed  average  coupon  rate  borne 
by  Treasury  bonds  outstanding  as  of  Apr.  30  of  the  past  fiscal  year.  The  Secretary  of  the  Treasury  established  rates  of 
4.349  pet  for  1974  and  4.649  pet  for  1975  as  compared  to  a rate  of  3.956  pet  in  1973. 
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OPERATING  EXPENSES— NET  COST  OF  CANAL  ZONE  GOVERNMENT 
[In  thousands  of  dollars] 

Fiscal  Year- 

1973  actual  1975  actual 


Operating  expenses: 

Civil  government $15,974  $17,828 

Education 18,161  20,742 

Health  and  sanitation 20, 887  24, 419 

General  government 3, 783  4, 908 


Total 58,805  67,899 

Recoveries: 

Recoveries  from  existing  rates  (total) 25, 149  29, 942 


Net  cost  of  Canal  Zone  Government— Exhibit  I 33, 656  37, 957 

Less. (33,656) 


Increase 4,301 


1 The  Canal  Zone  Government  is  responsible  for  the  administration  of  the  civil  government,  education,  health  services, 
and  sanitation  functions  in  the  Canal  Zone.  All  funds  appropriated  for  the  Canal  Zone  Government,  for  operating  expenses 
and  capital  outlay,  are  returned  to  the  U.S.  Treasury  through  the  deposit  of  user  charges  and  by  reimbursement  of  the 
net  cost  of  operations  by  the  Panama  Canal  Company. 

2 Increases  reflect  normal  escalations  of  mge%  and  other  costs,  minor  force  increases,  and  the  impact  of  cost  escalations 
in  the  Company  on  the  cost  of  servicing  the  government.  Cost  increases  are  offset  by  increased  recoveries  achieved  through 
higher  rates  charged  for  services  rendered. 

3 Net  cost  of  Canal  Zone  Government  has  been  recast  for  fiscal  years  1973  and  1975  to  include  in  net  cost  amounts 
reimbursed  by  the  Panama  Canal  Company  for  its  share  of  education,  hospital,  and  fire  protection  costs. 


Pt.  II. — A (8)  Indicate  the  proportion  of  total  Canal  expenses  in  each  fiscal 
year  for  claims,  ship-related  and  otherwise. 

Answer:  The  amounts  and  proportions  of  claims  to  total  Panama  Canal  Com- 
pany expenses  for  the  ten-year  period,  fiscal  years  1966-1975,  were : 


[Dollars  in  thousands] 


Marine  accident  claims  Other  claims » 


Fiscal  year  Amount  Percent  Amount  Percent 


1966  $523  0.4  $250  0.2 

1967  225  .2  320  .2 

1968  2,598  1.8  384  .3 

1969  529  .4  434  .3 

1970  611  .4  419  .3 

1971  1,811  1.0  599  .3 

1972  806  .4  742  .4 

1973  2 2,000  1.0  955  .5 

1974  2 2,000  .9  1,369  .6 

1975  2 2,000  .8  1,426  .5 


1 "Other  claims"  include,  among  others,  freight,  tort,  injury,  and  household  properly  damage.  For  example,  the  com- 
position of  claims  in  the  "Other"  category  for  1975  was  as  follows: 


Employee  injury  claims $879, 000 

Freight  claims 479,000 

Tort  claims 51,  000 

Household  damage  claims 17, 000 


Total 1 1,426,000 


2 For  the  period  1973-75  the  above  expenses  were  based  on  estimates  provided  for  the  annual  accruals  to  a reserve. 
The  actual  claims  charged  against  the  reserve  were  approximately  $38,000  less. 


Pt.  II. — A (9)  Indicate  the  proportion  of  the  Canal  budget  which  is  utilized 
for  personnel,  material,  and  other  costs. 

Answer:  The  attached  tabulations  indicate  the  proportion  of  the  various  ele- 
ments of  expense  for  each  of  the  years  as  indicated. 
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CANAL  ZONE  GOVERNMENT— OPERATING  EXPENSES 
[Dollars  in  thousands) 


Supplies  and  Panama  Canal 

Total  Personnel  materials  Company  services  Depreciation  All  other 


Fiscal  year  Dollars  Dollars  Percent  Dollars  Percent  Dollars  Percent  Dollars  Percent  Dollars  Percent 


1966  32, 815  22, 145  68  2, 381  7 5, 691  17  1, 668  5 930  3 

1967  36,057  23,934  66  2,755  8 6,305  17  1,750  5 1,313  4 

1968  38,384  26,049  68  2,783  7 5,942  16  1,901  5 1,709  4 

1969  40, 746  28, 442  70  2, 674  7 5, 786  14  1, 920  5 1, 924  4 

1970  46,896  32,913  70  2,716  6 7,232  15  2,088  5 1,947  4 

1971  50,150  34,922  70  3,105  6 7,710  15  2,142  4 2,271  5 

1972  52, 269  36, 766  70  3, 448  7 8, 579  16  2, 197  4 i 1, 279  3 

1973  58,806  40,710  69  3,514  6 9,551  16  3,010  5 2,021  4 

1974  63, 170  43, 781  69  4, 038  6 10, 183  16  3, 025  5 2, 143  4 

1975  67, 899  48, 382  71  4, 432  7 8, 796  13  3, 055  4 3, 243  5 


10  yr  aver- 
age  48, 719  33, 804  69  3, 184  7 7, 577  16  2, 276  4 1, 878  4 


1 In  fiscal  year  1972  and  subsequent  years,  the  liability  for  repatriation  of  employees  was  computed  on  a contractual 
obligation  basis,  instead  of  an  immediate  liquidation  basis.  The  new  method  of  stating  the  liability  was  adopted  to  more 
properly  recognize  and  disclose  the  contractual  obligations  of  the  Canal  Zone  Government. 

NOTE.— Panama  Canal  Company  services  prorated  at  130  pet  of  object  25  on  object  classification  schedules. 

Pt.  II. — A (10)  In  the  Appendix  to  the  Fiscal  Year  1977  U.S.  Government 
Budget,  page  319,  it  is  indicated  that  the  estimates  of  tolls  revenues  for  the 
future  are  based  on  “the  Company’s  projection  of  toll  rate  increases  yielding  an 
estimated  $7.1  million  in  the  transition  quarter  and  $29.0  million  in  1977.” 
What  exactly  are  the  assumptions  of  these  projections?  Are  the  toll  rate  in- 
creases which  are  indicated  here  assuming  the  implementation  of  the  proposed 
measurement  rules  alone,  or  do  they  assume  the  proposed  rule  will  be  approved 
and  then  followed  by  another  tolls  increase? 

Answer:  The  assumption  underlying  the  toll  projections  contained  in  the  1977 
Budget  were  (a)  that  the  proposed  measurement  rule  change  would  go  into 
effect  February  1,  1976  and  (b)  that  a general  toll  increase  would  become  effec- 
tive July  1,  1976.  The  measurement  rules  changes  will  go  into  effect  on  approval 
by  the  President.^  An  increase  in  the  rates  of  tolls,  if  approved,  will  go  into 
effect  about  November  1,  1976. 

Pt.  II. — A (11)  To  what  extent  are  the  accounting  policy  changes  of  recent 
years  responsible  for  the  net  losses  incurred  in  FY  1975  and  expected  for 
periods  subsequent  thereto? 

Answer:  Since  the  accounting  policy  changes  were  provided  for  in  the  July  8, 
1974  toll  increase,  their  impact  on  the  net  operating  results  of  the  Company  in 
FY  1975  was  nil.  The  only  factors  contributing  to  the  loss  in  FY  1975  are 
economic  events  that  occurred  subsequent  to  the  last  toll  increase  causing  reve- 
nues to  be  down  and  costs  up. 

Pt.  II. — B(l)  Delineate  those  costs  of  the  Canal  organization  which  are 
fixed  and  those  which  are  variable? 

Answer:  A study  by  Arthur  Andersen  & Co.  on  this  specific  question  was 
made  in  1970.  An  abstract  from  their  report  is  attached  hereto.  The  detailed 
report,  entitled  Report  on  Development  and  Evaluation  of  Tolls  Policies  and 
Alternative  Systems,  dated  November  1970  was  provided  for  the  Committee 
files.  The  report  delineates  in  a very  comprehensive  manner  the  types  of  cost 
as  between  fixed  (minimum  capability)  and  variable.  The  conclusion  in  this 
report  of  the  relationship  of  fixed  costs  of  minimum  capability  and  marginal 
costs  as  being  65%  to  35%,  respectively,  is  still  valid. 


^ On  March  23,  1976  the  President  approved  the  measurement  rules  changes  with  the 
exception  of  the  proposed  new  rule  which  would  provide  for  inclusion  in  net  tonnage 
of  the  space  occupied  by  deck  cargo. 


57 


(From  Report  on  Development  and  Extension  of  Tolls  Systems,  Nov.  ’70,  Arthur 

Andersen  & Co. ) 

Part  A' — Marginal  Cost  of  Operating  Canal 

1.  INTRODUCTION 

A usual  source  for  providing  substantial  direction  in  the  design  of  a pricing 
system  is  the  cost  incurred  to  provide  the  service  for  which  a price  is  charged. 
Therefore,  it  was  considered  essential  to  this  tolls  study  to  make  a limited 
review  of  Panama  Canal  costs  for  purposes  of  identifying  factors  which  may 
influence  these  costs  and  which  may  be  significant  in  determining  how  to 
differentiate  the  tolls  assessed  to  individual  ships.  To  accomplish  this,  a 
limited  study  was  made  in  order  to:  a.  Define  and  estimate  fixed  costs, 

b.  Define  and  estimate  marginal  costs,  and  c.  Determine  how  such  marginal 
costs  are  affected  by  the  various  elements  of  service  being  rendered. 

The  scope  of  the  study  was  to  identify  the  relationships  among  costs  rather 
than  to  determine  precise  amounts. 

Marginal  costs  are  defined  as  those  incremental  or  direct  costs  that  increase 
or  decrease  with  fluctuations  in  the  number  of  size  of  ships.  Hence,  they 
exclude  any  element  of  costs  which  are  fixed.  These  latter  costs,  which  include 
sunk  and  constant  costs,  exist  regardless  of  the  number  or  size  of  ships  and, 
therefore,  in  themselves  provide  no  guidance  for  assignment  of  the  tolls  charged 
individual  users.  For  this  purpose,  the  classification  of  a cost  as  fixed  does 
not  imply  that  it  will  remain  unchanged  in  the  future.  Such  factors  as  inflation 
and  the  introduction  of  different  technology  will  cause  the  costs  to  change  but 
the  change  occurs  independently  of  the  number  or  size  of  ships  using  the 
Canal. 

Marginal  costs  provide  a standard  for  structuring  tolls  rates,  as  follows : 

a.  They  establish  a measure  of  the  minimum  toll  since  marginal  costs  are 
controllable  costs  that  can  be  avoided  if  the  service  is  not  performed.  A ship 
paying  tolls  less  than  such  an  amount  would  be  paying  less  than  the  direct 
cost  of  providing  the  service. 

b.  They  establish  a means  of  measuring  the  amount  of  contribution  to  the 
fixed  costs  being  made  by  the  various  users.  This  contribution  provides  a 
measure  of  the  fairness  of  the  tolls  system. 

A further  discussion  of  the  significance  of  costs  in  structuring  a tolls  system 
is  contained  in  Part  IV. 

2.  CONCLUSIONS 

From  the  limited  cost  study,  it  was  concluded  that : 

a.  The  costs  associated  with  the  operation  of  the  Panama  Canal  are  pre- 
dominantly fixed.  The  study  indicated  that  marginal  costs  comprise  approxi- 
mately 35%  of  the  total  costs  at  current  levels  of  traffic.  However,  even  at 
increased  levels  of  traffic,  fixed  costs  would  predominate.  This  relationship 
permits  substantial  flexibility  in  the  design  and  selection  of  tolls  systems. 

b.  Of  the  marginal  costs,  80%  were  caused  by  the  number  of  ships  using 
the  Canal  and  the  remaining  20%  were  caused  by  the  size  of  the  ships.  These 
later  costs,  identified  as  size  marginal,  were  related  to  vessels  with  a beam  of 
80  feet  or  more. 

c.  The  fixed  costs  are  not  affected  by  either  the  number  or  size  of  ships. 
Thus,  these  costs  cannot  serve  as  a basis  for  differentiation  in  the  structuring 
of  a tolls  system. 

d.  The  long-range  capital  program  to  bring  Canal  capacity  to  26,800  transits 
annually  would  cause  no  significant  change  in  the  overall  level  of  operating 
marginal  costs.  Certain  additional  marginal  costs  that  would  be  incurred 
because  of  the  added  capacity  would  be  offset  by  economies  in  other  costs. 
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3.  CHARACTERISTICS  OF  THE  PANAMA  CANAL 

a.  Operating  characteristics 

A general  understanding  of  the  operating  characteristics  of  the  Panama 
Canal  is  helpful  in  relating  the  various  elements  of  cost  to  the  service 
performed. 

The  Panama  Canal  is  fifty  miles  long  from  deep  water  in  the  Atlantic  to 
deep  water  in  the  Pacific.  The  sea  level  sections  of  the  Canal  comprise  about 
15  miles  of  this  total  length.  The  remainder  of  the  Canal,  including  the  Gatun 
Lake  area,  is  about  85  feet  above  sea  level  (varying  in  the  range  of  83  to  87 
feet  depending  on  the  season  of  year  and  the  amount  of  runoff  for  the  year). 

The  water  in  the  elevated  portion  of  the  Canal  is  fresh  water  and  is  retained 
by  dams  and  by  lock  structures  at  either  end.  Ships  are  raised  or  lowered 
through  the  locks.  There  are  three  sets  of  locks,  each  containing  two  lanes 
with  chambers  1,000  feet  long  and  110  feet  wide.  On  the  Atlantic  side,  Gatun 
Locks  raise  or  lower  a ship  in  a continuous  flight  of  three  steps.  On  the  Pacific 
side,  a ship  is  raised  or  lowered  through  tw^o  sets  of  locks — Pedro  Miguel 
Locks  consisting  of  one  step  and  Miraflores  Locks  consisting  of  two  steps. 
These  two  locks  are  separated  by  the  one-mile-long  Miraflores  Lake.  The  transit 
of  a ship  is  controlled  through  the  Canal’s  navigational  service  which  provides 
for  the  scheduling  of  the  ship  for  transit,  the  assigning  of  pilots,  the  monitor- 
ing of  the  progress  of  the  transit,  the  furnishing  of  tug  assistance,  and  the 
providing  of  lock  towing  locomotives  and  necessary  deckhands. 

A ship  under  the  control  of  a Canal  pilot  normally  enters  the  approach  to 
the  lock  chamber  under  its  owm  powder,  although  in  certain  instances,  tug 
assistance  is  required.  At  this  point,  towing  locomotive  cables  are  attached 
to  the  ship.  Under  the  direction  of  the  pilot,  the  towing  locomotives  control 
the  ship  within  and  assist  in  pulling  it  through  the  lock  chambers.  The  average- 
size  ship  requires  four  locomotives,  but  the  larger  ships  may  require  up  to 
eight  locomotives. 

In  transiting  the  Canal,  a ship  proceeds  through  a clearly  defined  channel 
marked  by  naviagtional  aids.  Parts  of  this  channel  require  periodic  dredging 
to  maintain  a proper  depth. 

Fresh  water  is  the  basic  raw  material  required  for  the  operation  of  the 
Canal  with  each  regular  transit  expending  52  million  gallons.  The  required 
water  is  collected  in  reservoirs  created  by  dams.  Based  on  the  current 
facilities  of  the  Canal,  it  is  necessary  during  the  dry  season  to  restrict  the 
allowable  draft  of  ships  because  of  the  seasonal  fluctuation  in  the  level  of 
Gatun  Lake. 

Transits  are  made  24  hours  a day.  On  the  average,  a ship  spends  approxi- 
mately 15  hours  in  Canal  Zone  waters,  although  only  8 hours  are  normally 
required  for  making  the  actual  transit. 

&.  Cost  characteristics 

The  costs  of  the  Panama  Canal  can  be  classified  into  three  broad  groups : 
(1)  Those  directly  related  to  the  transit  of  ships,  2)  Those  related  to  support- 
ing services,  and  (8)  Those  related  to  general  corporate  operations. 

The  costs  directly  related  to  the  transit  of  ships  include  pilots ; traffic  con- 
trol ; tugs ; locks  operation ; and  maintenance  of  equipment,  locks,  and  the 
channel  itself  through  dredging,  stabilization  of  banks,  and  replacement  of 
navigational  aids.  These  are  primarily  the  marginal  costs. 

The  supporting  services  costs  include  those  logistical  in  character  such  as 
employee  services  and  supply  activities.  These  services,  in  the  aggregate, 
recover  their  costs  through  either:  (1)  The  internal  transfer  of  the  cost  to 
benefiting  activities,  or  (2)  The  realization  of  revenues  from  the  sale  of 
services  or  products. 

General  corporate  costs  include  the  following  major  types  of  expenditures : 

(1)  General  and  administrative  expenses.  These  costs  are  associated  prin- 
cipally wuth  the  overall  administration  of  the  Canal,  such  as  legal,  financial, 
personnel,  and  executive  direction. 

(2)  Interest.  This  is  the  annual  payment  made  to  the  U.S,  Treasury  at  rates 
a.ssigned  annually  by  the  Secretary  of  the  Treasury  for  the  investment  of  the 
U.S.  Government  in  the  Canal. 
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(3)  The  net  cost  of  Canal  Zone  Government.  This  represents  costs  of  the 
usual  governmental  services  such  as  police,  fire,  education,  and  health  services. 
These  costs  are  incurred  in  providing  the  required  governmental  functions  in 
the  Canal  Zone  within  which  the  Canal  is  located.  To  the  extent  that  the  costs 
of  these  services  are  recovered  through  user  charges,  such  revenues  are  netted 
against  the  applicable  costs.  The  Canal  Zone  Government  costs  are  largely 
fixed  in  character. 

Each  of  these  costs  is  described  in  detail  in  Table  V-2. 

4.  DEVELOPMENT  OF  MARGINAL  COSTS 

а.  Methodology 

Three  sources  of  information  were  utilized  in  developing  marginal  costs: 
(1)  The  accounting  records,  (2)  The  long-range  capital  program,  and  (3)  The 
informed  judgment  of  operating  officials. 

To  furnish  a basis  for  identifying  marginal  operating  costs,  total  costs  for 
FY  1969,  the  most  recent  completed  year,  were  analyzed.  Marginal  costs  were 
those  costs  remaining  after  segregating  costs  that  were  related  to  minimum 
capability.  Minimum  capability  was  defined  as  that  level  of  operations  at  which 
1,000  transits  a year  would  use  the  Canal.  The  cost  level  for  that  volume  of 
operation  was  considered  to  be  fixed.  Costs  above  that  level  were  considered 
to  be  those  over  which  management  could  exercise  control  as  the  level  of 
traflSc  changed.  The  marginal  costs  thus  determined  were  further  analyzed 
to  differentiate  between  costs  closely  related  to  the  number  of  ships  (“number 
marginal”)  versus  costs  closely  related  to  ship  size  (“size  marginal”).  This 
separation  between  number  marginal  and  size  marginal  was  based  both  on  an 
extensive  cost  analysis  and  on  discussions  with  operating  officials;  as  such, 
the  results  reflect  the  informed  consolidated  judgment  of  many. 

The  method  chosen  to  measure  marginal  operating  costs  assumed  that  such 
costs  increase  and  decrease  proportionately  as  traffic  change,  although  it  is 
recognized  that,  in  actuality,  the  relationship  is  not  entirely  linear.  For  pur- 
poses of  this  study,  a more  precise  measurement  of  marginal  costs  was  not 
deemed  necessary  since  the  establishment  of  a general  range  and  magnitude 
of  marginal  costs  was  considered  adequate. 

Relevant  costs  for  establishing  price  differentiations  among  the  users  of  the 
Canal  include  not  only  current  operating  costs  but  also  capital  costs  which 
benefit  users  over  a long  period  of  time.  To  determine  the  latter,  it  was 
necessary  to  give  consideration  to  the  capital  costs  the  Canal  will  incur  in  the 
future.  Such  capital  costs  are  of  two  types:  (1)  Those  required  for  the 
replacement  of  existing  facilities,  and  (2)  Those  required  for  the  expansion 
of  Canal  capacity. 

To  the  extent  that  the  Canal  needs  to  replace  relatively  short-lived  equip- 
ment, the  cost  thereof  should  be  assigned  to  the  users  that  benefit  from  this 
equipment.  For  the  study,  the  specific  equipment  that  was  identified  for 
replacement  was  that  equipment  which  will  be  replaced  over  the  next  twenty 
years,  and  the  amount  which  this  short-lived  equipment  would  contribute  to 
marginal  costs  was  assumed  to  be  equal  to  the  depreciation.  This  assumption, 
which  implies  that  the  equipment  will  be  replaced  at  the  same  cost  as  the 
existing  equipment,  tends  to  understate  the  marginal  costs  because  of  inflation. 
However,  the  extent  of  understatement  is  not  considered  significant. 

The  Canal’s  recent  study.  Improvement  Program  for  the  Panama  Canal, 
estimated  that  a step-by-step  expenditure  totaling  $92.5  million  in  capital 
costs  based  on  price  levels  estimated  for  1971  would  increase  the  capacity  of 
the  Canal  from  about  15,700  to  26,800  transits  per  year.  Since  these  costs  are 
controllable  and  will  be  incurred  only  as  required  to  meet  future  demands  for 
service,  it  is  appropriate  to  include  them  in  the  marginal  costs. 

б.  Determination  of  marginal  am,d  fixed  costs 

For  purposes  of  this  study,  fixed  costs  were  defined  as  those  costs  of 
operating  and  maintaining  the  Canal  to  service  a minimum  number  of  transits 
which  was  set  at  1,000  transits  per  year  (i.e.,  minimum  capability).  In  deter- 
mining the  allocation  between  marginal  and  fixed  costs,  the  objective  was  to 
develop  only  a relative  relationship  between  marginal  and  fixed  costs,  not  an 
absolute  relationship. 
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To  arrive  at  the  relative  allocation,  the  costs  for  FY  1969  summarized  in 
Table  V-1  were  analyzed  and  discussed  in  detail  with  operating  officials.  This 
review  provided  the  rationale  for  determining  the  relationship  between  mar- 
ginal and  fixed  costs  as  shown  in  the  following  tabulation : 

(Dollars  in  millions] 


Amount  Amount  Percent 


Fixed  costs  (minimum  capability) $59. 7 65 

Marginal  costs: 

Fiscal  year  1969  operations $27. 1 

Canal  improvement  program 5.8  32.9  35 

Total — — 92.6  100 


The  results  demonstrate  a relationship  of  35%  marginal  costs  to  65%  fixed 
costs.  This  ratio  is  considered  reasonable  and  indicative  of  the  relationship 
between  these  two  types  of  costs.  Therefore,  the  conclusion  is  drawn  that  the 
larger  part  of  the  CanaFs  costs  is  fixed  and  that  the  smaller  part  fluctuates 
with  number  or  size  of  ships.  It  is  recognized  that  as  the  number  of  ships 
increases,  the  ratio  of  fixed  to  marginal  costs  decreases,  although  tests  have 
indicated  that  the  ultimate  effect  on  this  relationship  is  minimal. 

c.  Determination  of  number  marginal  and  size  marginal  costs 
There  are  certain  basic  services  which  the  Canal  must  provide  regardless 
of  ship  size;  and  the  costs  related  to  those  services  are  considered  number 
marginal,  e.g.,  crewing  of  the  locks.  Some  services  are  added  or  increased  for 
large  ships ; and  the  costs  related  to  such  ships  are  considered  size  marginal, 
e.g.,  requirements  for  towing  locomotives  and  tugs.  The  marginal  costs  were 
analyzed  to  separate  number  marginal  from  size  marginal.  Costs  which  could 
not  be  identified  as  size  marginal  were  assumed  to  be  number  marginal. 

The  marginal  costs  of  providing  services  for  ships  of  300  PC  net  tons  and 
less,  classified  as  nonocean-going,  were  considered  so  small  that  for  this  study 
they  were  ignored.  It  was  also  found  that  size  marginal  costs  were  not  applic- 
able to  all  sizes  of  ships.  Rather,  for  identifying  size  marginal  costs,  the  size 
was  considered  a factor  only  for  those  ships  having  a beam  of  80  feet  or  more. 
These  were  divided  into  three  classes,  as  follows:  (1)  Ships  having  a beam  of 
80-89  feet,  (2)  Ships  having  a beam  of  90-99  feet,  and  (3)  Ships  having  a 
beam  of  100  feet  or  more. 

Ship  beam  was  used  as  the  size  denominator  because  services  to  large  ships 
are  more  often  assigned  on  beam  than  on  other  dimensions.  In  addition, 
capacity  studies  commonly  use  beam  as  the  significant  dimension.  Generally,  a 
ship’s  external  measurement  of  length  and  draft  will  correlate  with  its  beam. 

Operating  costs  were  identified  as  marginal  with  respect  to  ship  size  where 
the  cost  could  be  assigned  specifically  to  the  large  ship  or  where  the  large  ship 
caused  a disproportionate  amount  of  wear  and  tear  on  facilities.  Where  there 
was  no  measurable  basis  for  assigning  marginal  costs  otherwise  judged  to  be 
size  related,  they  were  assigned  to  the  foregoing  three  classes  based  on  weights 
of  1,  2,  and  4 to  give  recognition  to  the  pyramiding  effect  of  size  on  potential 
for  causing  wear  and  damage.  The  total  costs  of  transiting  large  ships  were 
their  size  marginal  costs  plus  their  number  marginal  costs. 

The  method  used  to  assign  Canal  improvement  program  costs  for  the  replace- 
ment of  existing  facilities  to  the  marginal  costs  of  transiting  vessels  was  to : 
(1)  Compute  the  annual  costs  of  each  project  by  amortizing  the  acquisition 
cost  over  the  assumed  20-year  replacement  period  and  by  adding  interest  to 
the  amount  of  the  amortization.  Since  interest  would  be  paid  only  on  the  un- 
amortized balance  of  acquisition  costs  which  assumed  repayment  of  investment 
at  the  rate  of  amortization,  an  average  interest  was  computed  on  one  half  of 
the  acquisition  costs.  The  rate  of  interest  used  in  this  computation  was  5 
percent.  The  net  additional  operating  costs  related  to  the  Canal  improvements 
were  estimated  to  be  insignificant  and  were  therefore  ignored. 
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(2)  Separate  these  animal  costs  between  number  marginal  and  size  marginal. 

The  separation  of  the  improvements  costs  between  number  marginal  and 
size  marginal  was  done  by  analyzing  the  functions  served  by  each  improve- 
ment. Costs  were  identified  as  marignal  with  respect  to  size  if  services  repre- 
sented by  the  costs  could  be  assigned  specifically  to  large  vessels  or  if  large 
vessels  would  benefit  disproportionately  from  the  services.  As  applicable,  the 
following  cost  assignment  bases  were  used : 

(1)  Where  there  was  no  measurable  basis  for  assigning  marginal  costs  con- 
sidered to  be  size  related,  weights  of  1,  2,  and  4 were  assigned  to  the  three 
large  vessel  classes  as  was  done  with  the  operating  costs. 

(2)  Since  the  costs  are  to  be  responsive  to  traflSc  growth,  it  was  necessary 
to  assume  a projected  level  of  transit  activity.  For  this  purpose,  the  midpoint 
in  transit  activity  between  actual  fiscal  year  1969  transits  and  ultimate 
capacity  was  selected.  Accordingly,  the  following  transit  activity  was  assumed : 

Ship  size  (ships  over  300  PC  tons) ; 

Less  than  80=ft  beam 15,  524 

80-  to  89-ft  beam 2,  588 

90-  to  99-ft  beam 1,  346 

100-ft  beam  and  over 1,  242 


Total 20,  700’ 

As  with  the  operating  costs,  the  total  improvement  program  cost  assignable 
to  a large  vessel  was  the  sum  of  its  size  marginal  cost  and  number  marginal 
cost. 


d.  Detailed  analyses  of  costs 

In  Tables  V-2  and  V-3  which  follow  and  which  support  the  fixed  and  marginal 
cost  summary  in  Table  V-1,  there  is  a detailed  analysis  of  the  various  elements  of 
cost  which  includes  a brief  description  of  the  cost  and  the  basis  for  the  allocation 
of  the  cost  between  fixed  and  marginal  (the  allocation  of  marginal  costs  being 
further  refined  to  number  marginal  and  size  marginal).  Table  V-2  analyzes  the 
operating  costs  for  FY  1969 ; Table  V-3  analyzes  the  Panama  Canal  improvement 
program  costs. 

In  Table  V-4  there  are  presented  average  marginal  costs  per  transit  of  specific 
size  ships  calculated  from  the  marginal  cost  data  appearing  in  Table  V-1.  These 
average  marginal  costs  per  transit  provided  the  basis  for  evaluating  the  alterna- 
tive tolls  systems  for  cost  of  service  performance. 

TABLE  V-1.— ANALYSIS  OF  PANAMA  CANAL  COSTS,  CLASSIFIED  AS  FIXED  AND  MARGINAL,  FISCAL  YEAR  1969' 

[In  millions] 


Marginal  costs 


Size  marginal  by  ship  beam 


Fixed  ' Number  100  ft: 

Total  costs  Total  marginal  80-89  ft  90-99  ft  and  over 


Operating  costs  fiscal  year  1969: 

Maintenance  of  channels  and  harbors. 

Navigation  service  and  control 

Locks  operation  and  maintenance.. . 

General  canal  expenses 

General  and  administrative  expenses. 

Interest  on  net  direct  investment 

Net  cost  of  Canal  Zone  Government.. 

$8.1 

14.1 

14.2 
3.9 

13.7 
11.0 

21.8 

$7.4 

.4 

7.8 

3.3 

11.1 

9.5 

20.2 

$0.7 

13.7 

6.4 
.6 

2.6 

1.5 

1.6 

$0.7  .. 
10.8 
5.7 
.2 

2.6  .. 

1.5 

1.6  „ 

$1.5 

.2 

.1 

$0.8 

.2 

.1 

$0.6> 

.3 

.2: 

Total  operating  costs 

86.8 

59.7 

27.1 

23.1 

1.8 

1.1 

1.1 

Canal  improvement  program  costs:  an- 
nual marginal  costs 

5.8  ._ 

5.8 

3.5 

.6 

.6 

1.1 

Grand  total 

92.6 

59.7 

32.9 

26.6 

2.4 

1.7 

2.2; 

TABLE  V-2.-ANALYS1S  OF  OPERATING  COSTS,  FISCAL  YEAR  1969 

[In  millions] 
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Total,  locks  operation  and  maintenance 14. 2 
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TABLE  V-4.— MARGINAL  COSTS  BY  SIZE  OF  SHIP 


; 

Size  marginal  by  ship  beam 

i 

Number 

100  ft  ancf 

Total 

marginal 

80-89  ft 

90-99  ft 

over 

Marginal  operating  costs— fiscal  year  1969  (in  millions); 

Total  amount 

$27. 1 

$23.1 

$1.8 

$1.1 

$1.1 

Less— Costs  recovered  by  direct  charge  to  the  ship: 

Deckhands 

3.4 

3.1 

0.1 

0.1 

0.1 

Tug  assistance 

1.6  . 

0.9 

0.4 

0.3 

5.0 

3.1 

1.0 

0.5 

0.4 

NettotaL _ 

22. 1 

20.0 

0.8 

0.6 

0.7 

Number  of  transits  (fiscal  year  1969). . . 

14,  602 

990 

503 

302 

Marginal  cost  per  transit: 

Number  marginal . 

Size  marginal. _ . 

$1,370 

$1, 370 

$1,370 

$1,  370 

808 

1,193 

2,318 

Total  per  transit _ _ 

1, 370 

2, 178 

2, 563 

3, 688 

Improvement  program  marginal  costs  (in  millions): 

Total . _ - , 

$5.8 

3.5 

0.6 

0.6 

1.1 

Number  of  transits  (average  projected  over  20-yr  period). 

20, 700 

2,588 

1,346 

1,242 

Marginal  cost  per  transit: 

Number  marginal . _ . 

$169 

$169 

$169 

$169 

Size  marginal . . — _ 

232 

446 

8S6 

Total  per  transit 

169 

401 

615 

1,056 

Total  marginal  costs  per  transit: 

Number  marginal 

1,539 

1,539 

1,539 

1,539 

Size  marginal. 

1,040 

1,639 

3, 2G4 

Total 

1,539 

2,579 

3, 178 

4, 743 

Pt.  II — B(2)  Indicate  those  factors 

internal 

and  external 

to  the 

Canal 

organization  which  can  be  correlated  with  the  variability  of  Canal  costs  and 
revenues  (e.g.,  U.S.  and  world  inflation,  population  in  the  Canal  Zone,  ship 
transits).  Discuss  in  particular  the  problem  of  inflation  and  the  presence  or 
absence  of  automatic  stabilizers  in  the  economy  of  the  Canal  organization. 

Answer:  Some  of  the  factors,  internal  and  external  to  the  Canal  organiza- 
tion, which  can  be  correlated  with  the  variability  of  Canal  costs  and  revenues, 
are : 

a.  Legislatively  imposed  costs,  e.g.,  extension  of  U.S.  minimum  wage  stand- 
ard to  non-U.S.  citizen  employees,  OSHA,  contribution  to  health  insurance, 
employment  practices,  freedom  of  information,  Privacy  Act,  National  Environ- 
mental Policy  Act,  etc. 

b.  Economic  and/or  political  events — these  may  best  be  seen  from  two 
examples ; the  long  closure  and  recent  opening  of  the  Suez  Canal ; and  the 
nationalization  of  mines  by  Peru  following  which  shipment  of  Peruvian  ore 
through  the  Canal  ceased. 

c.  Variation  in  the  economy  of  Japan,  a major  user  of  the  Canal,  is  a 
factor  that  impacts  and  must  be  correlated  in  projecting  tolls. 

d.  World  inflation,  particularly  of  the  runaway  double-digit  variety,  is  a 
factor  that  adversely  affects  both  costs  and  revenues. 

e.  The  Canal  has  been  successful,  absent  double-digit  inflation,  by  using 
various  indices  and  evidences  of  Congressional  intent,  to  correlate  its  revenues 
and  rates  to  inflationary  changes  in  cost  of  labor,  material  and  supplies. 

f.  Population  in  the  Canal  Zone,  and  eligibility  to  use  Canal  Zone  facilities 
are  factors  in  developing  estimates  of  anticipated  workload. 

Inflation  in  recent  years  has  become  a major  factor  to  the  economic  well- 
being of  the  Canal.  The  Committee  is  well  aware  of  the  impact  of  double-digit 
inflation  on  all  costs — the  Canal  was  not  exempt  from  this  impact.  In  areas 
other  than  tolls  Canal  management  was  able  to  react  to  these  increases 
through,  for  example,  price  increases.  However,  administrative  restraints  make 
the  obtaining  of  an  increase  in  tolls,  in  reaction  to  an  adverse  inflationary 
situation,  extremely  difficult. 
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There  is,  I believe,  some  merit  in  having  an  automatic  stabilizer  in  toll  rate 
structure  that  would  rise  or  fall  with  inflationary  changes.  An  action  of  this 
type  would  require  detailed  study  and  evaluation  and  then  specific  legislation. 

Pt.  II — B(3)  List  the  variable  costs  of  the  Canal  which  are  deemed  control- 
lable and  those  which  are  deemed  uncontrollable. 

Answer:  Other  than  productivity  the  variable  type  costs  are  uncontrollable. 
Wage  rates  are  generally  legislatively  imposed  and  materials,  supplies  and 
transportation  are  purchased  in  the  competitive  market. 

Pt.  II — B(4)  Are  there  any  costs  in  the  present  Canal  organization  budget 
which  are  related  to  defense?  What  projects  in  recent  years  are  related  to 
defense  of  the  Canal?  Does  the  Canal  organization  have  any  financial  respon- 
sibility for  these? 

Answer:  There  are  no  net  costs  in  the  Canal  organization  operation  budgets 
that  are  exclusively  related  to  defense.  However,  certain  costs  are  incurred 
to  provide  services  to  the  military  and  other  U.S.  Government  agencies  in  the 
Canal  Zone;  These  include  operation  of  schools,  fire  protection,  hospital  and 
clinic  services  to  personnel  and  dependents,  and  utilities.  The  costs,  with 
certain  exceptions,  are  fully  recovered  in  billings  to  the  agencies  and  indivi- 
duals. 

The  exceptions  include  education  of  uniformed  and  civilian  personnel  over 
21  years  of  age  of  military  agencies  at  the  Canal  Zone’s  College,  and  education 
of  dependents  of  foreign  instructors  at  the  Military  schools,  the  cost  of  which 
is  borne  by  the  Company.  The  amount  of  unbilled  tuition  at  reimbursable  cost 
rates  is  about  $450  thousand  a year.  The  Military  agencies  advise  that  they 
have  no  authority  to  reimburse  the  Canal  Zone  Government  for  these  costs. 

There  have  been  no  projects  within  the  Panama  Canal  Company/Canal 
Zone  Government  in  recent  years  relative  to  the  defense  of  the  Canal. 

Pt.  II — B(5)  What  is  the  effect  of  prevailing  market  interest  rates  on  the 
finances  of  the  Canal  organization? 

Answer:  The  effect  of  prevailing  market  interest  rates  on  the  finances  of, 
the  Panama  Canal  organization  is  unmeasurable  except  possibly  for  the  inter- 
est paid  into  the  U.S.  Treasury  on  the  next  direct  investment  of  the  United 
States  in  the  Panama  Canal  Company. 

The  Treasury’s  prescribed  interest  rate  for  the  latter  is  based  on  average 
cost  of  coupon  bonds  outstanding.  To  the  extent  coupon  bonds  are  issued  and 
their  interest  rate  relates  to  the  prevailing  market,  there  would  be  some  impact 
on  Company  costs.  The  rate  paid  by  the  Company  has  increased  over  the  last 
ten  year  period  from  3.60%  in  1966  to  4.649%  in  1975.  Thus,  the  interest  cost 
to  the  Company  for  fiscal  year  1975  was  $3.2  million  more  than  it  would  have 
been  at  the  1966  rate.  The  current  rate  of  5.199%  for  1976  is  well  below  cur- 
rent interest  levels. 

Otherwise,  the  effect  of  prevailing  market  interest  rates  is  on  suppliers  of 
goods  and  services  to  the  Panama  Canal  and  on  Panama  Canal  customers — 
transiting  vessels  and  cargo,  the  impact  of  which  as  it  might  affect  the 
Panama  Canal  is  not  measurable. 

Pt.  II — B(6)  How  has  the  interest-bearing  investment  of  the  United  States 
in  the  Panama  Canal  Company  changed  in  recent  years?  What  decisions  have 
affected  the  change  and  how  much  of  a financial  impact  has  this  had  on  the 
Canal? 

Answer:  The  interest-bearing  investment  of  the  United  States  in  the  Panama 
Canal  Company  has  not  changed  significantly  in  recent  years.  The  balance  at 
July  1,  1965  was  $329.8  million  and  at  June  30,  1975,  was  $318.9  million. 


The  decrease  of  $10.9  million  is  accounted  for  as  follows ; 

Fiscal  5^ear  1966  through  fiscal  year  1975:  (MilUonsy 

Capital  payments  into  U.S.  Treasury $15.  0 

Transfers  of  property  to  other  U.S.  Government  agencies . 2 

Total  decreases 15.  2 

Reactivations  of  plant 3.  4 

Transfers  of  property  from  other  U.S.  Government  agencies . 9 

Total  increases 4.  3 

Net  decrease  of  investment 10.  9 
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This  decrease  in  investment  impacts  on  financial  operations  through  a reduc- 
tion in  interest  cost.  As  a result  of  the  above  $10.9  million  decrease,  the  1975 
interest  cost  to  the  Company  was  some  $500  thousand  less  than  it  would  have 
otherwise  been. 

Pt.  II — B(7)  The  Canal  organization  has  imposed  a series  of  austerity  meas- 
ures in  recent  months  to  curb  Canal  expenses.  What  austerity  measures  have 
been  imposed,  how  effective  have  they  been,  and  who  has  been  affected  by  the 
measures? 

Answer:  The  tabulation  below  identifies  in  broad  terms  the  austerity  measures 
imposed  by  the  Panama  Canal  Company  : 

[In  thousands  of  dollars] 


1976  1977 


Reductions  related  to  reduced  workload 4, 037  8, 412 

Reductions  in  personnel  not  workload  related 1, 559  3, 523 

Reductions  through  deferrals  of  maintenance 1,  506  3, 384 

Reductions  in  consumption  of  supplies  and  materials 1, 739  2, 480 

All  other  reductions  and  adjustments 1, 875  3, 953 


Total 


10,716  21,752 


Austerity  measures  were  initiated  to  partly  offset  the  Company’s  projected 
operating  losses  for  1976  and  1977.  To  that  end,  the  austerity  measures  have 
been  successful.  The  actual  loss  realized  through  February  29,  1976  was  $5,283 
thousand  as  compared  to  a budgeted  loss  for  the  period  of  $8,278  thousand. 

With  possibly  few  exceptions,  employees  and  dependents  have  been  affected 
by  the  austerity  measures.  They  were  affected  through  job  elimination,  re- 
duced paid  working  hours,  reduction  in  services  available  to  them,  e.g.,  re- 
duced retail  store  hours,  reduced  retail  outsets,  reduced  postal  services,  reduced 
cafeteria  services,  etc. 

Pt.  II — B(8)  2 C.Z.C.  412  states  that  Canal  tolls  shall  be  prescribed  at  rates 
to  cover,  among  other  things,  “an  appropriate  share  of  the  net  costs  of  the 
agency  known  as  the  Canal  Zone  Government.”  The  section  further  states  that 
the  determination  of  the  appropriate  share  shall  take  into  account  various  fac- 
tors in  Company  finances.  Does  the  Canal  organization  believe  that  tolls  reve- 
nues must  completely  cover  the  net  costs  of  the  Canal  Zone  Government?  Have 
tolls  revenues  always  covered  the  costs  of  the  Canal  Zone  Government? 

Answer:  These  questions,  directed  to  the  construction  of  Section  412,  were 
considered  in  detail  by  the  Merchant  Marine  and  Fisheries  Committee  during 
the  86th  Congress  as  shown  in  the  following  summary : 

In  1955  certain  steamship  lines  using  the  Panama  Canal  filed  a complaint  in 
the  United  States  District  Court  for  the  Southern  District  of  New  York  alleg- 
ing that  rates  of  tolls  "were  excessive  and  praying  for  judgment  to  require  the 
Panama  Canal  Company  to  prescribe  new  toils  on  the  basis  of  certain  account- 
ing changes  proposed  by  the  General  Accounting  OflOice  and  to  refund  the 
allegedly  excessive  tolls  collected  in  the  past.  The  District  Court  dismissed  the 
complaint  for  lack  of  jurisdiction,  holding  that  sections  411  and  412  of  Title  2 
of  the  Canal  Zone  Code  conferred  discretionary  authority  on  the  Panama  Canal 
Company  to  determine  the  time  when,  in  its  judgment,  new  tolls  should  be 
prescribed.  The  court  also  ruled  that,  inasmuch  as  any  new  tolls  determined 
by  the  Company  had  to  be  approved  by  the  President,  the  Company’s  action  in 
reference  to  tolls  constituted  advice  to  the  President,  not  subject  to  judicial 
review.  Finally,  the  District  Court  stated  that,  in  any  event,  the  plaintiffs 
lacked  standing  to  sue  because  the  Canal  Zone  Code  did  not  confer  upon  them 
any  private  legal  right.  In  reference  to  the  demand  for  a refund  of  tolls,  the 
court  held  that  the  action  was  in  effect  against  the  United  States  and  was 
precluded  by  the  doctrine  of  sovereign  immunity. 

On  appeal,  the  U.S.  Court  of  Appeals  for  the  Second  Circuit  affirmed  the  de- 
cision of  the  District  Court  to  the  extent  that  it  denied  the  demand  for  a 
refund  of  tolls,  but  in  all  other  respects  reversed  the  District  Court  and  di- 
rected that  summary  judgment  be  entered  for  the  plaintiffs.  The  Court  of 
Appeals  accepted  the  position  of  the  General  Accounting  Office  in  reference  to 
the  effect  of  section  412  of  Title  2 on  the  accounts  of  the  Company ; the  court 
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concluded  that  tolls  were  out  of  line  with  costs  and  that  the  failure  of  the 
Panama  Canal  Company  to  prescribe  new  tolls  constituted  an  arbitrary  refusal 
to  comply  with  the  statutory  tolls  formula. 

On  certiorari,  the  Supreme  Court  reversed  the  Court  of  Appeals,  holding  that 
the  controversy  was  not  appropriate  for  judicial  action  in  that  the  decision  to 
act  or  not  to  act  to  prescribe  new  tolls  was  left  to  agency  discretion.  The  court 
stated  that,  . . where  the  duty  to  act  turns  on  matters  of  doubtful  or  highly 
debatable  inference  from  large  or  loose  statutory  terms,  the  very  construction 
of  the  statute  is  a distinct  and  profound  exercise  of  discretion,”  and  ruled  that 
the  decision  to  act  or  not  act  to  prescribe  new  tolls  was  a matter  left  to  the 
expertise  of  the  agency  burdened  with  the  responsibility  for  decision. 

Following  the  decision  of  the  Supreme  Court  in  the  Grace  Line  ease,  a bill 
wms  introduced  in  the  86th  Congress  “To  require  Panama  Canal  tolls  to  be 
prescribed  in  accordance  with  the  tolls  formula  provided  in  section  412  of 
Title  2 of  the  Canal  Zone  Code  and  pursuant  to  the  provisions  of  the  Adminis- 
trative Procedure  Act.”  At  the  hearing  on  the  bill,  one  of  the  attorneys  for  the 
plaintiffs  in  the  Grace  Line  suit  testified  that  the  bill  was  an  outgrowth  of  the 
decision  of  the  Supreme  Court  in  that  suit  and  that  the  objective  of  the  bill  as 
to  authorize  the  courts  to  enforce  the  tolls  formula  of  section  412  of  Title  2 of 
the  Canal  Zone  Code  on  the  basis  of  the  construction  of  the  statute  urged  by 
the  plaintiffs  in  the  Grace  Line  suit. 

At  the  hearings  before  the  Subcommittee  on  Panama  Canal  of  the  Committee 
on  Merchant  Marine  and  Fisheries,  House  of  Representatives,  86th  Congress, 
on  H.R.  8983  and  H.R.  10968,  the  Panama  Canal  Company  again  presented 
fully  its  construction  of  the  tolls  formula  in  the  light  of  the  issues  and  decision 
in  the  Grace  Line  case. 

The  General  Accounting  Office  concurred  in  the  validity  of  the  Company’s 
policies  but  recommended  amendment  of  section  412  in  such  manner  as  to  ex- 
pressly adopt  the  Company’s  construction  of  the  statute. 

Following  the  hearings  on  FI.R.  8983,  that  bill  was  tabled  and  H.R.  10968  was 
introduced  to  ratify  the  accounting  policy  of  the  Company  as  recommended  by 
the  General  Accounting  Office.  In  the  hearings  on  H.R.  10968  the  Committee 
again  explored  with  a representative  of  the  Company  the  legal  and  accounting 
implications  of  the  Company’s  construction  of  the  statute  and  in  a report  dated 
June  9,  1960,  the  Panama  Canal  Subcommittee  reached  the  conclusion  that: 

“After  examining  the  language  of  section  412(b)  of  Title  2 of  the  Canal  Zone 
Code  (of  1934),  which  establishes  the  formula  for  imposition  of  tolls,  and  after 
considering  its  legislative  history  and  the  views  of  the  General  Accounting 
Office,  the  Subcommittee  is  of  the  opinion  that  the  present  practice  of  the 
Panama  Canal  Company  in  allocating  the  major  part  of  overhead  of  supporting 
services  to  the  account  of  tolls  is  proper  and  is  in  full  compliance  -with  the  law 
as  it  now  reads. 

“Accordingly  there  is  no  need  for  enactment  of  this  bill  since  it  would  merely 
spell  out  in  greater  detail  what  is  in  the  Subcommittee’s  view  the  present 
requirement  of  law.” 

The  construction  of  the  statute  adopted  by  the  Panama  Canal  Company  be- 
fore the  Grace  Line  suit  and  approved  by  the  legislative  subcommittee  after 
full  hearings  in  1960  has  been  adhered  to  by  the  Company  continuously 
since  its  adoption. 

With  reference  to  the  two  specific  questions,  tolls  do  not  “completely  cover 
the  net  cost  of  Canal  Zone  Government.”  This  cost  is  recovered  in  part  from 
other  U.S.  Government  agencies,  and  others  using  the  various  services  of  the 
Company. 

Toll  revenues  have  always  contributed  to  the  net  cost  of  Canal  Zone  Govern- 
ment. 

Pt.  II — C(l)  Have  the  marine  services  (transit  and  repair  related)  and  the 
jurisdictional  services  of  the  Canal  organization  increased  or  decreased  in  re- 
cent years?  What  services  have  been  added  or  eliminated? 

Answer:  Marine  services  have  generally  remained  constant  during  recent 
years,  rising  or  falling  with  changes  in  traffic  levels.  Other  services,  too,  have 
remained  relatively  constant  adjusting  to  changes  in  workload,  e.g.,  schools, 
hospitals,  terminals,  etc. 

There  have  been  reductions  or  elimination  in  other  services  e.g.,  Tivoli  Guest 
House  was  closed,  retail  laundry  and  dry  cleaning  facilities  have  been  phased 
out,  the  number  of  retail  outlets,  service  centers,  production  plants,  theaters. 
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bowling  alleys,  and  post  offices  has  been  reduced,  passenger  carrying  service  on 
the  CRISTOBAL  was  curtailed.  However,  additional  requirements  with  related 
costs  have  been  placed  on  the  agency  relating,  for  example,  to  equal  oppor- 
tunity, OSHA,  freedom  of  information,  privacy  act,  national  environmental 
policy  act,  etc. 

Pt.  II — C{2)  What  types  of  services  cause  the  more  serious  financial  prob- 
lems for  the  Canal  organization.  . 

Answer:  The  varying  number  and  size  mix  of  ships  transiting  the  Canal 
causes  the  most  serious  financial  problem.  The  Company’s  revenues  rise  and 
fall  with  economic  and  political  factors  beyond  its  control  and,  since  many  of 
its  costs  are  fixed,  rapid  reaction  is  hindered.  The  time  restraints  of  required 
administrative  procedures  to  effect  a change  in  toll  rates  further  complicates 
financial  problems.  In  contrast,  the  Company  is  able  to  react  more  quickly  to 
changes  in  workload  and  costs  in  other  rate  areas  not  subject  to  administrative 
restraints. 

Pt.  II — D(l)  What  proportion  of  the  Canal  budget  is  allocated  for  personnel 
costs  ? 

Answer:  The  tabulation  below  identifies,  by  year,  the  proportion  of  personnel 
costs  to  total  operating  costs  from  1966 : 

PERSONNEL  COSTS— CANAL  ORGANIZATION 


Company  Government 


Year  Amount  Percent  Amount  Percent 


1966„._ $64.1  51  $22.1  68 

1967 67.3  51  23.9  66 

1968.. .. 74.4  52  26.0  68 

1%9 — - 80.4  53  --28.4  70 

1970.. .....__..— 90.0  55  32.9  70 

1971.. .. 95.3  54  34.9  70 

1972.. .-. - - 98.7  54  36.8  70 

1973 - - 101.8  51  40.7  69 

1974.. .  116.8  49  43.8  69 

1975 - - 125.4  48  48.4  71 


Pt.  II— D (2)  Does  the  turnover  of  personnel  in  the  Canal  organization  cause 
serious  financial  problems  V What  has  been  the  trend  of  personnel  turnover  in  re- 
cent years? 

Answer:  Up  to  this  time,  employee  turnover  has  not  caused  serious  financial 
problems. 

Employee  turnover  trends  are  as  follows : ■ 

PANAMA  CANAL  COMPANY  EMPLOYEE  TURNOVER 


Fiscal  year 


1966. 

1967. 

1968. 

1969. 

1970. 

1971. 

1972. 

1973. 

1974. 

1975. 


Average 
me  force 

Total  separations 

Percent  turnover 
rate 

11,479 

800 

7.0 

11, 602 

553 

4.8 

12, 225 

550 

4.5 

12, 089 

559 

4.6 

11,  897 

539 

4.5 

11,711 

965 

8.2 

11,265 

689 

6.1 

11,017 

833 

7.6 

11,011 

765 

6.9 

11,438 

711 

6.2 

73 


CANAL  ZONE  GOVERNMENT  EMPLOYEE  TURNOVER 


Fiscal  year 


Average 

full-time  force  Total  separations 


Percent  turnover 
rate 


1966. 

1967. 

1968. 

1969. 

1970. 
971. 

1972. 

1973. 

1974. 

1975. 


2,  800 

274 

9.7 

2,902 

315 

10.8 

2,994 

258 

8.6 

3,015 

266 

8.8 

3, 048 

287 

9.4 

3, 053 

342 

11.2 

3, 031 

235 

7.8 

3,  091 

250 

8.1 

3, 124 

251 

8.0 

3, 148 

229 

7.3 

Pt.  II — D(3)  To  what  extent  is  employment  of  U.S.  vs  non-U.S.  citizens  a 
factor  in  Canal  finances? 

Answer:  The  employment  of  U.S.  vs  non-U.S.  citizens  does  have  an  impact  on 
Canal  finances.  From  a narrow  cost  point  of  view,  ignoring  productivity  and 
availability  factors,  the  U.S.  citizen  wage  and  related  costs  are  greater.  How- 
ever, all  employees  regardless  of  citizenship  are,  by  statute,  under  the  U.S. 
minimum  wage  law  (Fair  Labor  Standards  Act)  which  causes  Canal  wage 
levels  to  be  considerably  higher  than  those  for  the  Republic  of  Panama. 

The  U.S.  pay  is  higher  in  that  many  receive  up  to  15%  added  pay,  identified 
as  tropical  differential  (35CFR,  sec.  253.135).  Associated,  too,  with  the  cost  of 
U.S.  employees  are  transportation  costs  for  recruitment,  repatriation  and  home 
leave. 

Pt.  II — D (4)  What  have  been  the  recent  trends  in  the  proportion  of  different 
types  of  personnel  expenditures  of  the  Canal  organization  (e.g.,  wages  vs. 
training)? 

Answer:  The  following  analysis  shows  the  proportions  of  the  various  types 
of  personnel  expenditures  of  the  Panama  Canal  Company  to  the  total  in  terms 
of  percentages  for  the  actual  ten-year  period  from  fiscal  year  1966  through 
fiscal  year  1975. 

The  most  significant  trend  is  a rise  in  the  proportion  of  personnel  benefits, 
with  a corresponding  decrease  in  the  proportions  of  basic  pay  and  overtime 
payments  to  total  personnel  expenditures.  The  extension  of  health  insurance 
under  the  Federal  Employees  Health  Benefits  Act  and  of  life  insurance  under 
the  Federal  Employees  Government  Life  Insurance  Act  to  non-U.S.  citizen  em- 
ployees starting  in  1971  is  principally  responsible  for  the  increase  ih  the  pro- 
portion of  benefits  from  8.3%  in  1970  to  11.0%  in  1975.  Other  changes  in  per- 
sonnel benefits  include  increased  death  and  disability  compensation  payments, 
additional  incentive  award  payments,  and  decreasing  payments  to  alien  cash 
relief  recipients  due  to  attrition. 

On  a dollar  basis,  training  costs  have  risen  from  $0.3  million  in  FY  1966  to 
$0.7  million  in  1975.  Better  than  half  of  the  increased  costs  are  due  to  wage 
increases  while  the  remainder  reflects  additional  input  of  craft  apprentices. 


PANAMA  CANAL  COMPANY— PERSONNEL  EXPENDITURES 
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Pt.  II — D(5)  How  have  recently  imposed  austerity  measures  affected  person- 
nel in  the  Canal  organization? 

Answer:  The  recently  imposed  austerity  measures  have  affected  personnel  by 
job  abolishments  where  employees  in  abolished  positions  were  separated  from 
the  service  or  a “bumped”  employee  was  separated.  In  numerous  cases  “bump- 
ing” actions  resulted  in  employees  being  slotted  in  jobs  commanding  lower  rates 
of  pay.  Also,  during  a period  of  retrenchment  characterized  by  the  austerity  meas- 
ures, normal  promotional  opportunities  afforded  employees  have  been  virtually 
nonexistent. 

To  the  extent  that  services  available  to  Panama  Canal  employees  were  cur- 
tailed or  reduced  in  scope,  the  employees  have  been  disadvantaged.  Examples  are  : 
curtailment  of  days  and  hours  of  operation  of  retail  outlets  and  post  offices,  and 
change  of  supermarkets  to  superettes  (reduction  in  line  items  carried). 

Allied  with  the  austerity  measures  on  which  actions  already  have  been  taken 
are  the  proposals  of  the  Canal  Zone  Civilian  Personnel  Policy  Coordinating  Board 
which  would  “freeze”  the  pay  of  some  2,200  Panama  Canal  emxdoyees  and  in  the 
future  deny  the  15%  tropical  differential  entitlement  to  almost  all  locally  hired 
U.S.  citizens.  Proposed  modifications  to  these  have  already  been  mentioned. 

Pt.  II — B(l)  In  recent  years  what  proportion  of  total  Canal  organization 
expenses  have  been  capital  expenses  ? 

Answer:  A.  If  the  question  is  directed  to  the  recovery  of  capital  expenditures 
(depreciation),  the  following  tabulation  provides  the  proportion  of  depreciation 
to  operating  expenses. 

PANAMA  CANAL  COMPANY— DEPRECIATION  IN  RELATION  TO  OPERATING  COST 
[Dollar  amounts  in  thousands] 


Total  operating  Proportion 

cost  Depreciation  (percent) 


1966  $125,089  $6,660  5.3 

1967  131,841  6,869  5.2 

1968  144,029  7,269  5.0 

1969  150,947  7,282  4.8 

1970  164,116  7,461  4.5 

1971  175,229  7,821  4.5 

1972  182,139  8,005  4.4 

1973  201,175  9,733  4.8 

1974  227,852  18,344  1 8. 1 

1975  260,093  18,278  7.0 


1 Beginning  in  1974,  annual  depreciation  includes  the  added  depreciation  of  certain  assets  not  previously  depreciated 


B.  If  the  question  is  directed  to  outlay  for  capital  expenditures,  the  following 
tabulation  provides  the  proportion  of  capital  outlay  to  total  expenditures  (op- 
erating and  capital ) , exclusive  of  depreciation. 


PANAMA  CANAL  COMPANY— CAPITAL  OUTLAY  IN  RELATIONSHIP  TO  TOTAL  EXPENDITURES 
[Dollar  amounts  in  thousands] 


Total  operating 
expenditures 
(exclusive  of 
depreciation) 

and  capital  Total  capital  Proportion 

expenditures  expenditures  (percent) 


1966  $118,429  $7,415  6.3 

1967  124,972  8,439  6.8 

1968  136,760  13,652  10.0 

1969..._ . 143,665  17,076  11.9 

1970  156,655  17,397  11.1 

1971  167,408  13,422  8.0 

1972  174,134  11,229  6.4 

1973  191,442  10,810  5.6 

1973 209,508  29,162  4.4 

1975 241,815  14,542  6.0 
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Pt.  II— E (2)  What  are  the  techniques  and  standards  utilized  by  the  Canal 
organization  for  the  evaluation  of  the  need  for  capital  projects  and  the.  costing 
of  such  projects? 

Answer:  Capital  projects  are  evaluated  on  a priority  of  need  basis,  and  the 
overall  program,  in  the  final  analysis,  is  tailored  to  the  Company’s  availability 
of  funds.  Standards  used  for  establishing  priorities  include  essentiality  for  the 
efficient  and  effective  operation  of  the  Canal;  evidence  of  cost  reductions  or 
favorable  return ; evidence  of  potential  environmental  or  safety  value ; obseles- 
cence,  etc.  Whenever  possible,  capital  projects  receive  a cost-benefit  analysis. 

Plant  and  equipment  are  stated  in  the  accounts  at  original  cost  and  depre- 
ciated. 

Pt.  II — E(3)  What  changes  in  the  standards  and  methods  of  financing  capital 
projects  have  been  implemented  in  recent  years? 

Answer:  There  has  been  no  change  in  the  standards  or  methods  of  financing 
capital  projects  in  recent  years. 

Capital  projects  have  been  financed  through  resources  generated  by  opera- 
tions. Available  to  the  Company,  should  the  need  arise,  is  recourse  to  appro- 
priations (2  C.Z.  Code  § 62(c)(1))  for  capital  projects.  The  Company  has 
available  $40.0  million  (increased  from  $10  million  in  FY  1975)  in  borrowing 
authority  (2  C.Z.  Code  § 71)  which  is  currently  being  used,  in  part,  to  back- 
stop obligations  for  capital  projects,  but  which,  under  current  planning,  will 
be  not  drawn  upon. 

The  Company  has  on  occasion  leased  on  a short  term  basis  equipment,  e.g., 
tugs.  The  pros  and  cons  of  long  term  leasing  as  a technique  is  under  study. 

The  Company  foresees  a need  for  some  major  capital  requirements.  This 
need  and  its  financing  are  under  study  at  this  time. 

Pt.  II — F(l)  What  techniques  does  the  Canal  organization  use  to  analyze  the 
work  productivity  of  its  employees  ? 

A7iswer:  The  overall  technique  used  for  measuring  the  productivity  of  the 
Panama  Canal  is  the  total  Panama  Canal  net  tons  transited  versus  man-years 
expended.  The  tabulation  below  identifies  the  productivity  trend  from  1970  to 
1975: 

PANAMA  CANAL  COMPANY 


Panama  Canal  Net  tons  transiting  Man  years  Productivity  index 

(PCC  net  tons) 

Units  (thousands)  Index  (1966=100)  Units  Index  (1966=100)  man-years, 


1966  83,481  100  12,920  100  100 

1967  95,409  114  13,034  101  113 

1968..  . 108,004  129  13,874  107  120 

1969  110,863  133  13,605  105  126 

1970  115,953  139  13,458  104  133 

1971..  114,986  138  13,306  103  ' 134 

1972  116,321  139  12,434  96  145 

1973  129,069  155  12,204  94  166 

1974  138,083  165  12,586  97  170 

1975  136,572  164  12,716  98  166 


Varying  techniques  are  used  to  measure  various  aspects  of  the  Company’s  per- 
formance, for  example. 

a.  Canal  Zone  waters  and  in-transit  times.  The  basic  productivity /efficiency 
indicator  for  transit  and  transit-related  seiwices  is  the  in-transit  and  Canal  Zone 
waters  time. 

b.  Pilot  work  -force.  Required  work  force  is  structured  based  on  pilot  work 
standards  (average  of  3 pilot/ jobs  per  pilot  per  week)  and  utilization  with 
respect  to  basic  work  week,  i.e.,  minimum  40  hours  pay. 

c.  Towt)oat  and  launch  crews.  Goal  is  no  less  than  60%  utilization  based  on 
record  of  running  hours  and  scheduled  hours.  Towboat  watches  and  crews  are 
increased/decreased  according  to  these  indicators  and  other  pertinent  analyses. 

d.  Locks  operations.  Each  set  of  locks  has  an  optimum  number  of  crews 
(based  on  given  traffic  levels).  Lockage  crews/mode  of  operation,  i.e.,  regular 
vs.  relay  lockages,  are  changed  in  accordance  with  level  of  traffic  and  estab- 
lished Canal  capacity  standards. 

e.  Locks  maintenance.  Routine  and  non-routine  work  is  scheduled  for  major 
equipment/facilities  and  performance  is  measured  by  comparing  actual  times 
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to  allowed  times/engineered  standards.  Goal  is  adjustment/control  of  foce 
level  based  on  performance  indicators. 

f.  Dredging  operations.  Dredging  operational  productivity  is  measured  by 
comparing  tiie  number  of  dredge  watches  per  year  versus  dredge  production 
in  thousands  of  yards  for  total  dredging  effort. 

g.  Electrieal  mamtenance.  A national  price  guide  (Vaughen's  Electric  Motor 
Price  Guide)  is  used  by  the  Armature  Shop  to  establish  labor  and  material 
costs  consistent  with  national  averages  for  rewinding  and  repairing  of  electric 
equipment. 

h.  Pier /cargo  handling.  Basic  productivity  index  is  tons  of  cargo  handled 
per  man-hour  (movement  of  cargo  across  dock)  and  tons  stevedored  per  man- 
hour (movement  of  cargo  between  shiphold  and  pier  apron).  These  are  com- 
bined to  give  an  overall  production  figure  of  tons  of  cargo  moved  through 
facility  compared  to  man-hours  expended.  This  criterion  is  used  for  assisting 
in  establishing  manpower  levels. 

i.  Vehicle  repair.  For  vehicle  repair,  manpower  estimates  outlined  for 
vehicle  repair  work  in  Motor  Parts  and  Time  Guide  are  used.  Body  and  fender 
repair  work  estimates  are  based  on  the  Collision  Estimating  Guide.  Both  of 
these  publications  are  based  on  national  averages  and  are  used  locally  for 
estimating  jobs  and  as  a productivity  index  for  monitoring  shop  and  employee 
performance. 

Pt.  II — F(2)  Indicate  the  trends  in  the  work  productivity  of  Canal  employees. 

Answer:  The  overall  trend  in  productivity  is  upward  as  is  shown  in  the 
table  provided  in  answer  to  question  F(l).  In  1975,  the  overall  Company 
productivity  index  fell  from  170  to  166.  This  change  is  directly  attributable  to 
a rather  abrupt  fall  off  in  Canal  traffic  due  to  the  world  recession. 

Pt.  II — G(l)  What  statistical  techniques  does  the  Canal  organization  utilize 
to  forecast  numbers  of  ship  transits  and  overall  organizational  costs  for  each 
fiscal  year? 

Answer:  The  technique  followed  in  forecasting  traffic  is  best  seen  from  that 
used  in  developing  the  toll  revenue  projection  used  in  evaluating  toll  rates. 

A disaggregate  approach  was  used  in  the  projection  of  Canal  traffic  through 
1985.  This  method  was  selected  instead  of  a general  one  (such  as  historical 
trends  or  regression  analysis)  because  of  the  Canal’s  need  to  review  and 
update  forecasts  for  specific  commodities.  The  Canal’s  traffic  derives  largely 
from  particular  components  of  trade  (commodities  and  trade  routes),  rather 
than  from  world  trade  in  general  or  from  trade  among  the  major  developed 
countries.  The  flow  of  traffic  by  commodity  is  strongly  inffuenced  by  the  con- 
dition of  supply  in  the  exporting  countries  and  the  change  in  demand  arising 
in  the  importing  countries.  These  circumstances  cannot  be  accurately  analyzed 
by  the  aggregate  method.  The  disaggregate  approach  permits  the  inclusion  of 
changes  in  technology,  politics,  and  commerce  peculiar  to  a specific  trade  route 
and  commodity.  Most  important,  it  allows  periodic  review  of  projections  using 
historical  data  to  isolate  changing  developments  and  interrelationships  in  one 
or  more  specific  areas  of  the  forecast.  Deviations  from  the  forecast  can  then 
be  classed  as  temporary  or  fundamental  and  projections  revised  accordingly. 
Disaggregate  forecasting  also  provides  visibility  in  projecting  toll  revenues. 
Since  the  effective  toll  per  ton  varies  from  $0.45  to  $5.00,  depending  upon 
commodity  and  ship  type,  revenues  may  not  increase  in  direct  proportion  to 
total  tonnage. 

Many  factors  are  identified  and  analyzed  for  each  commodity  and  its  major 
trade  routes.  An  attempt  w^as  made  to  identify  the  major  infiuences  on 
traffic  within  each  commodity  category  and  to  evaluate  them  to  the  maximum 
extent  possible. 

A problem  in  this  type  of  approach  is  the  probability  of  the  emergence  of 
important  commodities  new  to  the  Canal  or  new  sources  of  existing  commodi- 
ties that  cannot  be  identified  at  this  time.  In  order  to  compensate  for  this 
contingency,  tonnage  projections  for  the  commodity  category  of  general  cargo 
includes  an  allowance  for  these  unforeseeable  events. 

The  traffic  projection  for  1975,  a base  year  for  tolls  evaluation  in  connection 
with  the  December  15,  1973  proposal  to  increase  tolls,  projected  1975  toll 
revenue  of  $145.0  million.  This  estimate  was  challenged  in  public  hearing  at  the 
time  as  being  far  too  low.  Actual  tolls  for  1975  were  $143.3  million — a variation  of 
but  $1.7  million,  approximately  1.2%,  from  the  projection. 
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The  technique  followed  in  projecting  costs  relies  heavily  on  various  industrial 
and  consumer  price  indices,  published  by  Federal  statistical  and  reporting 
agencies,  and  studies  on  Federal  salaries.  These  factors,  along  with  staffing 
patterns,  workload  forecasts,  automatic  cost  changes  (FLSA,  for  example), 
and  other  considerations  are  used  to  project  operating  costs. 

Expenses  for  1975  v/ere  projected  at  $244  million.  Included  in  this  total  was 
approximately  $40.0  for  supplies  and  materials,  including  fuel  oil.  The  Company 
did  not  foresee,  nor  did  the  economics  indicators  forecast,  such  dramatic  infla- 
tion in  material  and  supply  costs,  nor  the  political  manipulation  of  fuel  prices. 
Actual  supplies,  material  and  fuel  costs  totaled  $53  million,  a significant  varia- 
tion from  the  cost  that  had  been  projected.  However,  for  all  other  expenses, 
which  were  projected  at  $204.0  million  ($244.0-$40.0)  the  actual  expense  was 
$207.(t — a variation  of  $3.0,  or  approximately  1.4%. 

Pt.  II-G(2)  Which  factor-inputs  does  the  organization  consider  the  most 
reliable  indicators  of  future  expenses  ? 

Reference  answer  to  question  G(l). 

Pt.  II— G (3)  What  are  the  statistical  formulas  utilized  for  the  forecast  of 
ship  traffic  and  overall  organizational  costs  ? 

Answer:  Reference  answer  to  question  G(l). 

Pt.  II — G(4)  How  accurate  have  the  forecasts  of  traffic,  revenues,  and  ex- 
penses been  in  recent  years  ? 

Anstoer:  The  forecast  of  traffic,  revenue  and  expenses  have  been  extremely 
accurate,  as  shown  in  the  following  tabulation  : 

PANAMA  CANAL  COMPANY— TOLLS  REVENUE 
[In  thousands  of  dollars] 


President's  President’s 

budget  budget 

(Initial  (Revised 

estimate)  estimate)  Actual 


Tolls: 

1966  

1967  

1968  

1969  

1970  

1971. 

1972 

1973.  

1974.  

1975.. .... 
Other  revenues; 

1966 

1967.. .... 

1968  

1969  

1970  

1971  

1972  

1973. 

1974  

1975  

Expenses: 

1966  

1967  

1968  

1969  

1970  

1971  

1972  

1973  

1974  

1975  


69. 700 
73,  500 
79, 800 

88, 000 

96. 700 

101, 000 

108,  600 

109. 500 

116. 500 
142,  044 

56, 935 
61, 526 
64, 764 
68,  005 
75, 630 
80, 840 
83,  290 
90, 435 
92, 730 
98,  464 

120,  965 
130,  316 
136,  393 
143, 305 
161,  830 
172,  997 
185,  564 
195, 661 
212,  799 
240,  508 


70,  700 
78, 900 
86, 200 
93, 400 
97, 600 
104, 100 

104. 000 

111.000 
119,  500 
146, 600 

60,  850 
63, 009 
67, 169 
71,971 
76,  360 
80,  480 
84, 609 
88, 468 
93, 435 
115, 624 

127, 246 
133,  328 
141, 236 
151,905 
161,  840 
179,011 
184,  625 
196,  511 
225, 587 
261,  984 


72,  588 
82,  297 
93, 155 
95,  914 
100,  875 
100,  567 
101, 489 
113, 381 
121,  320 
143,  332 

58, 881 
62, 603 
67, 294 
70,  599 
74, 221 
79, 278 
81,897 
86, 467 
94, 734 
108,  542 

125, 089 
131,  841 
144, 029 
150, 947 
164, 116 
175,  229 
182, 139 
201,175 
227, 852 
260, 093 


Pt.  II — G(5)  How  is  the  forecasting  of  the  Canal  organization  related  to  its 
cash  management  and  debt  payment  policy? 

Answer:  The  Panama  Canal  Company  utilizes  cash  flow  projections  for  cash 
management.  These  projections  provide  the  basis  for  determination  of  excess 
funds  and  resources  available  for  capital  outlay. 
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The  Company’s  Board  of  Directors  appraises,  at  least  annually,  such  projec- 
tions to  evaluate  the  Company  working  capital  requirements  and  reasonable 
foreseeable  requirements  for  plant  replacement  and  expansion.  This  latter  is 
a statutory  requirement  (2  C.Z.C.  § 70). 

The  Company  has  no  debt  outstanding  except  for  normal  payables. 

Pt.  II — G(6)  Are  seasonable  variations  in  Canal  revenues  and  expenses  a 
serious  financial  problem  for  the  Canal  organization? 

Answer:  Experienced  seasonal  variations  in  revenue  and  expenses  have  not 
caused  serious  financial  problems  for  the  Canal  organizations. 

Pt.  II — G(7)  Does  the  Canal  organization  operate  on  the  basis  of  a multi-year 
forecast,  or  must  forecasts  and  financial  plans  be  constrained  within  a shorter 
timeframe? 

Answer:  Panama  Canal  Company  forecasts  of  its  financial  operations  are 
both  short  and  long  term.  The  short  term  forecasts  are  essentially  budget  period 
related  and  used  in  the  preparation  of  formal  budgets  for  review  by  the  Con- 
gress. These  forecasts  are  necessarily  constrained  to  short  time  frames.  The 
long  term  forecasts  are  used  to  provide  a means  of  evaluating  toll  rates  and 
forecasting  resource  availability  for  capital  planning. 

Pt.  II — H(l)  How  long  has  the  present  method  of  depreciation  been  used 
by  the  Canal  organization?  What  are  the  advantages  and  disadvantages  of  the 
present  straight-line  method?  Have  other  methods  been  considered? 

Answer:  The  expenditures  for  property,  plant  and  equipment  which  are  being 
depreciated  and  the  amount  of  depreciation  to  date  are  summarized  as  follows : 

[In  millions  of  dollars] 


Accumulated 
Cost  depreciation 


14.7  0.7 

319.0  16.5 

196.5  114.9 

28.  5 20. 6 

165.8  89.3 

724.  5 242. 0 


In  summary,  depreciation  is  the  accounting  process  wherein  expenditures  for 
assets  are  reflected  as  costs  over  the  service  life  of  the  asset.  The  manner  and 
timing  of  how  this  is  accomplished  is  referred  to  as  the  depreciation  method. 

The  Company  has  consistently  followed  what  is  referred  to  as  the  “straight- 
line”  method  for  depreciating  its  assets.  By  this  method  a pro-rata  amount  is 
included  in  cost  each  year  over  the  service  life.  Thus  an  asset  costing  $1,000 
with  a 10-year  searvice  life  will  have  $100  of  depreciation  each  year. 

The  original  expenditures  for  Canal  excavations  and  other  costs  were  not 
depreciated  prior  to  FY  1974.  The  basis  for  this  non-depreciation  was  the 
assumption  that  the  Canal  had  an  indefinite  economic  life.  The  Company  con- 
cluded that  this  assumption  was  no  longer  valid  and  that  sound  accounting 
required  that  these  costs  be  depreciated.  This  change  in  policy  was  urged  by 
the  General  Accounting  Office.  In  addition,  the  Company  engaged  Arthur  Ander- 
sen & Co.  and  sought  their  opinion,  which  also  concluded  that  depreciation  was 
required.  The  opinions  of  the  General  Accounting  Office  and  Arthur  Andersen  & 
Co.  on  this  matter  are  attached. 

The  advantages  of  the  straight-line  method  over  alternative  methods  of 
depreciation  can  be  summarized  as  follows : 

1.  It  has  wide  acceptance  and  is  the  dominant  method  of  depreciation  fol- 
lowed by  public  utilities.  Government  organizations,  and  other  businesses. 

2.  It  rests  on  the  assumption  that  the  asset  performs  an  equal  amount  of 
service  over  each  of  its  years  in  service. 

3.  It  is  simple  in  application  and  easily  understood. 

The  disadvantages  to  straight-line  method  are  best  described  by  referring 
to  the  advantages  to  the  most  commonly  used  alternative  method  which  is 
accelerated  depreciation. 

The  most  usual  form  of  accelerated  depreciation  is  the  double-declining 
method  which  applies  a double  rate  to  the  undepreciated  cost  of  an  asset. 


Titles  and  treaty  rights 

Canal  excavations 

Canal  structures  and  equipment. 

Other  maritime  facilities 

Supporting  and  general  facilities, 

Total 
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Thus  an  asset  costing  $1,000  with  a 10-year  service  life  would  have  $200  worth 
of  depreciation  in  the  first  year,  $160  in  the  second  year,  etc. 

The  advantages  of  an  accelerated  depreciation  rate  include  the  following : 

1.  Recognizes  that  an  asset  probably  performs  greater  service  in  its  eariler 
years  of  existence. 

2.  Offsets  the  effect  of  infiation,  discussed  separately  in  H(3).  Because  of 
the  effect  of  inflation,  the  Internal  Revenue  Service  allows  accelerated  depre- 
ciation methods  for  computation  of  income  taxes. 

As  can  be  seen  from  the  above  discussion,  an  alternative  to  the  method  of 
depreciation  being  followed  by  the  Company  would  be  to  accelerate  the  depre- 
ciation resulting  in  greater  levels  of  costs  to  be  recovered  from  tolls.  This 
would  have  the  effect  of  increasing  tolls  and  the  Company  considers  that,  on 
balance,  its  financial  responsibility  to  protect  the  interest  of  the  U.S.  Govern- 
ment as  well  as  its  responsibility  to  shipping  are  best  served  by  the  use  of 
straight-line  depreciation. 

Report  to  the  Congress — Examination  of  the  Financial  Statements  of  the 
Panama  Canal  Company  and  Canal  Zone  Government  for  Fiscal  Year  1973 

(By  the  Comptroller  General  of  the  United  States) 

Chapter  2 

Comments  on  Financial  Statements 
PLANS  to  initiate  DEPRECIATION  ON  CERTAIN  ASSETS 

As  stated  in  our  report  (B-114839,  May  4,  1972)  on  the  fiscal  years  1971 
and  1970  financial  statements,  the  Company,  historically,  has  not  depreciated 
certain  assets  because  it  did  not  believe  it  could  do  so  without  legal  authoriza- 
tion. These  assets,  represented  by  titles;  treaty  rights;  excavations  of  chan- 
nels, harbors,  and  basins ; and  other  work,  totaled  about  $332  million  at  June  30, 
1973. 

However,  during  fiscal  years  1972  and  1973,  the  Company  reevaluated  its 
position  on  this  matter  and  now  considers  that  there  is  nothing  in  the  legisla- 
tive history  of  the  Company  that  shows  the  Congress’  intent  to  exclude  the 
assets  in  question  from  depreciation  charges.  It  is  the  Company’s  view  that 
it  is  sound  accounting  to  depreciate  the  cost  of  these  assets,  and  it  plans  to 
initiate  depreciation  in  fiscal  year  1974.  This  policy  change  will  add  an  annual 
charge  of  about  $8.3  million  to  operations. 

The  Company  therefore  plans  to  initiate  the  depreciation  that  we  have  long 
advocated.  In  our  report  on  the  Company’s  fiscal  years  1971  and  1970  financial 
statements,  we  stated  our  view  that  (1)  the  assets  in  question  are  limited- 
purpose  land  assets  whose  utility  diminishes  or  terminates  as  the  utility  of 
the  Canal  diminishes,  and  therefore  their  cost  should  be  depreciated;  and  (2) 
a change  in  legislation  is  not  necessary  to  permit  the  Company  to  determine 
the  effective  date  of  depreciation  of  these  assets  to  include  related  costs  in  its 
financial  statements. 

Furthermore,  certain  recent  trends  and  circumstances  indicate  the  diminish- 
ing utility  of  the  Canal  and  thus  the  need  for  management  to  recover  the  cost 
of  the  assets  in  question  through  depreciation  charges.  Specifically,  we  have 
noted  the  trend  toward  constructing  larger  ships  that  cannot  go  through  the 
Canal  and  the  evolving  U.S.  policy  in  its  continuing  treaty  negotiations  with 
the  Republic  of  Panama. 

The  Company  plans  to  depreciate  these  assets  over  a period  of  40  years 
beginning  in  fiscal  year  1974  using  the  straight-line  method  of  depreciation. 
The  40  years  represent,  in  management’s  judgment,  a reasonable  period  over 
which  to  recover  the  cost  of  these  assets. 

We  do  not  agree  with  the  Company’s  decision  to  delay  implementation  of 
the  policy  until  fiscal  year  1974.  To  the  extent  that  depreciation  on  these 
assets  is  excluded,  the  Company’s  financial  statements  for  fiscal  year  1973  do 
not  present  fairly  its  results  of  operations  for  that  year. 

The  Company  advised  us  it  delayed  the  implementation  of  the  policy  to  dis- 
close the  planned  change  in  its  next  budget  program  to  be  submitted  to  the 
Congress  and  through  this  means  advise  the  Congress  of  the  planned  change. 
The  nature  and  effect  of  the  planned  change  was  described  in  the  Company’s 
fiscal  year  1974  budget  request  and  discussed  in  further  detail  during  hearings 
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before,  the  applicable  House  and  Senate  Appropriations  Subcommittees.  The 
Congress  subsequently  approved  the  Company’s  fiscal  year  1974  budget  request, 
including  the  depreciation  on  these  assets,  as  part  of  the  Department  of 
Transportation  and  Related  Agencies  Appropriation  Act,  1974  (Public  Law 
95-98,  approved  Aug.  16,  1973). 

The  Company’s  planned  action  will  reflect  the  adoption  of  the  generally 
accepted  accounting  principle  of  recording  depreciation  on  all  depreciable 
assets.  Under  its  planned  method  of  implementing  the  principle,  the  Company 
Tvill  be  charging  the  total  cost  of  the  assets  over  their  remaining  estimated 
lives.  We  believe  that  generally  accepted  accounting  principles  as  they  relate 
to  a rate-regulated  business,  such  as  the  Company,  permit  this  method  of 
implementation. 

Chapter  4 

Opinions  on  Financial  Statements 

PANAMA  CANAL  COMPANY 

In  our  opinion,  except  for  not  recognizing  depreciation  on  certain  assets  as 
discussed  on  pages  11  and  12  of  this  report,  the  accompanying  financial  state- 
ments schedules  1 through  5)  present  fairly  the  financial  position  of  the 
Panama  Canal  Company  at  June  30,  1973,  and  the  results  of  its  operations, 
changes  in  the  investment  of  the  United  States  and  sources  of  funds  used  for 
capital  expenditures  for  the  fiscal  year  then  ended  in  conformity  with  gen- 
erally accepted,  accounting  principles  which,  except  for  the  changes  with  whicli 
we  concur,  in  the  accounting  policies  as  described  in  note  2 to  the  financial 
statements,  have  been  applied  on  a basis  consistent  with  that  of  the  preceding 
year  and  with  applicable  Federal  laws. 


Report  to  the  Congress — Examination  of  Financial  Statements  Fiscal 
Years  1971  and  1970  Panama  Canal  Company  and  Canal  Zone  Government 

(By  the  Comptroller  General  of  the  United  States) 

Chapter  2 

Comments  on  Financial  Statements 
depreciation  not  recorded  on  certain  fixed  assets 

As  stated  in  note  2 (see  p.  25)  to  the  Company’s  financial  statements,  the 
Company  interprets  the  Canal  Zone  Code  as  not  requiring  the  depreciation  or 
amortization  of  certain  canal  construction  costs  relating  to  titles ; treaty 
rights ; excavations  of  channels,  harbors,  and  basins ; and  other  works  totaling 
$331  million  at  June  30,  1971  and  1970.  The  note  further  states  that,  if  these 
assets  were  depreciated  at  1 percent  a year,  there  would  be  an  annual  charge 
of  about  $3.3  million  against  operations.  The  Company  believes  that  it  legally 
cannot  amortize  or  depreciate  the  cost  of  these  assets  without  legislation 
authorizing  it  to  do  so  and  that  the  accounting  treatment  necessarily  is 
founded  on  this  construction  of  the  law. 

At  the  continued  suggestion  of  the  Senate  Appropriations  Committee,  the 
Company  proposed  legislation  for  the  consideration  of  the  Eighty-third,  Eighty- 
fourth,  and  Eighty-eighth  through  the  Ninety-second  Congresses,  which  would 
have  amended  the  Canal  Zone  Code  to  authorize  the  depreciation  of  these 
assets.  The  legislation  had  not  been  acted  upon  by  the  Eighty-third,  Eighty- 
fourth,  and  Eighty-eighth  Congresses  and  was  not  introduced  to  the  recent 
Congresses.  We  were  advised  by  Company  officials  that  the  Office  of  Manage- 
ment and  Budget  had  not  recommended  the  introduction  of  the  legislation  to 
the  recent  Congresses  because  of  the  Department  of  State’s  views  that  the 
introduction  of  such  legislation  should  be  deferred  pending  the  outcome  of 
treaty  negotiations  with  the  Republic  of  Panama.  Negotiations  with  the 
Republic  of  Panama  regarding  the  replacement  of  the  existing  1903  treaty, 
which  gives  the  United  States  control  of  the  Canal  Zone  in  perpetuity,  were 
resumed  in  June  1971. 

It  is  our  view  (1)  that  the  assets  in  question — excavation,  embankments, 
fills,  and  related  facilities — are  limited-purpose  land  assets  whose  utility 
diminishes  or  terminates  as  the  utility  of  the  canal  diminishes  and  that  their 
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cost  should  be  depreciated  or  amortized  and  (2)  that  a change  in  legislation 
is  not  necessary  to  permit  the  Company  to  determine  the  effective  date  of 
depreciation  or  amortization  of  these  assets  for  the  purpose  of  including  costs 
relative  thereto  in  its  financial  statements.  These  assets  were  constructed  for 
the  special  purpose  of  enabling  the  passage  of  ships  through  the  canal.  When 
this  purpose  ceases  the  utility  of  the  assets  presumably  will  cease  also.  The 
assets  involved  therefore  do  not  add  permanent  value  to  the  land  but,  rather, 
have  value  of  a terminable  nature. 

We  discussed  the  propriety  of  the  accounting  treatment  afforded  these  assets 
with  the  Company,  and  the  Company  has  agreed  to  reevaluate  its  position 
relative  to  the  basis  for  this  accounting  policy. 

ACCOUNTS  RECEIVABLE  FROM  THE  REPUBLIC  OF  PANAMA 

As  shown  in  its  comparative  statement  of  financial  condition,  the  Company 
have  classified  as  current  assets,  without  an  allowance  for  possible  loss,  accounts 
receivable  due  from  the  Republic  of  Panama  in  the  amounts  of  $2,762,000  and 
$2,677,000  as  of  June  30,  1971  and  1970,  respectively.  These  amounts  include 
about  $l,86Jf,000 — which  has  been  outstanding  since  January  1,  1961 — of  which 
approximately  $1,686,000  is  for  the  potable  water  service  provided  in  calendar 
years  1959  and  1960.  The  remaining  accounts  receivable  of  $898,000  ($2,762,000 
minus  $1,864,000)  at  June  30,  1971,  include  about  $250,000  for  garbage  disposal 
and  certain  other  services  that  the  Company  had  provided  the  Republic  of 
Panama  during  calendar  years  1962  through  1970. 

In  addition,  the  statement  of  financial  condtion  for  the  Canal  Zone  Govern- 
ment shows  accounts  receivable,  due  from  the  Republic  of  Panama,  in  the 
amounts  of  $2,479,000  and  $2,196,000  as  of  June  30,  1971  and  1970,  respectively, 
which  also  are  classified  as  current  assets.  These  amounts  are  payable  to  the 
U.S.  Treasury,  when  collected,  and  therefore  are  included  in  the  current  lia- 
bilities of  the  Canal  Zone  Government  at  those  dates.  Since  the  net  cost  of 
operating  the  Canal  Zone  Government  is  borne  by  the  Company,  any  subse- 
quent loss  resulting  from  these  accounts  receivable  will  be  absorbed  by  the 
Company. 

Evaluation  of  Accounting  Policy  Changes  During  Fiscal  Year  1973, 
Arthur  Andersen  & Co.,  August  24, 1973 

EXTRACT 

‘^Policy:  The  costs  of  land,  titles,  treaty  rights,  canal  excavations,  fills,  and 
embankments,  and  costs  for  widening,  deepening  and  straightening  the  channel 
through  fiscal  year  1973,  are  depreciated  over  a 40-year  life  beginning  with 
fiscal  year  1974.” 

This  accounting  policy,  discussed  further  in  our  report,  Accounting  for  the 
Cost  of  Excavations,  dated  April  30,  1972,  initiates  depreciation  on  the  above- 
mentioned  assets.  While  the  policy  will  not  be  effective  until  1974,  it  has  been 
included  in  this  report  because  it  should  have  been  effective  in  1973.  However, 
the  time  required  to  clear  the  policy  with  the  Congress  of  the  United  States 
precluded  its  implementation  in  that  year.  The  Company’s  former  policy  was 
premised  on  the  assumption  that,  because  the  assets  had  an  indefinite  economic 
life,  they  need  not  be  depreciated.  In  consideration  of  recent  evidence,  how- 
ever, the  Company  now  concludes  that  such  assets  do,  in  fact,  have  a definite 
economic  life.  This  change  in  the  evaluation  of  the  economic  life  of  these 
assets  constitutes,  in  our  opinion,  a change  in  an  accounting  estimate.  There- 
fore. through  this  new  policy,  which,  in  our  opinion,  meets  the  standards 
previously  established  in  this  report,  the  assets  are  being  properly  depreciated 
on  a prospective  basis  over  the  newly  determined  economic  life. 


Arthur  Andersen  8r  Co., 
Chicago,  III.,  April  SO,  1912. 

Mr.  Philip  L.  Steers,  Jr. 

Comptroller,  Panama  Canal  Company,  Balboa  Heights,  Canal  Zone 

Dear  Mr.  Steers  : As  you  have  requested,  we  have  reviewed  the  accounting 
policies  relating  to  the  lands  and  excavation  of  the  Panama  Canal  Company. 
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From  our  review,  we  conclude  that  the  Company  should  begin  to  recognize 
the  costs  of  the  lands  and  excavations  through  depreciation  charges  over  a 
period  of  SO  to  40  years  and  that  the  depreciation  should  be  recovered  from 
the  users  of  the  Canal  through  tolls.  The  basis  for  reaching  these  conclusions 
is  presented  in  the  report  which  follows. 

HISTORICAL  BACKGROUND 

As  a result  of  legislation  in  1950,  the  Panama  Canal  Company  was  incor- 
porated as  a United  States  Government  corporate  agency  and  subsequently 
assumed  control  of  the  Panama  Canal,  retaining  the  assets  of  the  former 
Panama  Railroad  Company  and  acquiring  the  assets  of  the  former  appropria- 
tion-supported agency  known  as  The  Panama  Canal.  The  property,  plant  and 
equipment  retained  or  acquired  as  of  June  30,  1951,  is  shown  below  at  the 
original  cost  to  the  predecessor  organizations.  Balances  as  of  June  30,  1971, 
are  shown  for  purposes  of  comparison  and  include  acquisitions  subsequent 
to  June  30, 1951,  at  original  cost. 

PROPERTY,  PLANT  AND  EQUIPMENT  AS  OF  JUNE  30 
[In  millions  of  dollars] 


1951  1971 


Lands,  titles,  and  treaty  rights*: 

Treaty  payment  to  the  Republic  of  Panama,  1804 10. 0 10. 0 

Depopulation  of  the  Canal  Zone 4. 7 4. 7 

Lands  owned  in  fee 1.6 


Subtotal.. 16.3  14.7 


Canal  excavations,  fills,  and  embankments  *: 

Excavation  for  Canal  channels,  harbors,  and  basins 221. 5 277. 9 

Excavation  and  fill  for  dams  and  spill-ways 16. 8 16. 8 

Excavation  and  fill  for  locks 11. 6 11. 6 

Excavation  for  breakwaters  and  drydocks 9. 4 10. 2 


Subtotal 259.3  316.5 


Other: 

Interest  during  construction  2 50.9  50.9 

Canal  structures  and  equipment 117.1  170.3 

Supporting  and  general  facilities 136.8  179.4 

Plant  additions  in  progress 3.  9 14.  5 

Facilities  held  for  future  use 2. 3 .5 


Subtotal 311.0  415.6 


Total 586.6  746.8 

Less  accumulated  depreciation  and  valuation  allovk'ances 176. 0 235. 1 


Net  property,  plant,  and  equipment.. 410.6  511.7 


* Under  current  Company  policy,  no  depreciation  is  provided  for  these  assets.  In  this  report,  these  assets  are  referred  to 
collectively  as  “excavations”  due  to  the  relative  immateriality  of  lands,  titles,  and  treaty  rights. 

2 Pursuant  to  law,  interest  during  construction  has  been  fully  ofiset  by  valuation  allowances. 

The  1950  legislation  had  two  primary  objectives:  (1)  the  establishment  of 
business-type  accounts,  similar  to  those  of  public  utilities,  to  provide  data 
necessary  for  the  development  of  an  appropriate  toll  (rate-making)  policy; 
and  (2)  the  recovery  through  tolls  of  the  costs  (determined  in  accordance 
with  that  toll  policy)  of  maintaining  and  operating  the  Panama  Canal.  Ac- 
cording to  the  statutory  tolls  formula  [2  C.Z.  Code  §412  (b)]  contained  in  the 
1950  legislation : 

“Tolls  should  be  prescribed  at  rates  calculated  to  cover,  as  nearly  as  practi- 
cable, all  costs  of  maintaining  and  operating  the  Panama  Canal,  together  with 
the  facilities  and  appurtenances  related  thereto,  including  interest  and  depre- 
ciation, and  an  appropriate  share  of  the  net  costs  of  operation  of  the  agency 
known  as  the  Canal  Zone  Government.” 

The  requirements  of  the  above  statute,  which  are  that  the  tolls  be  set  at 
levels  designed  to  recover  all  costs  of  providing  Canal  service,  make  the 
Panama  Canal  Company  similar  to  a rate-regulated  public  utility. 
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COST  RECOGNITION  IN  ACCORDANCE  WITH  GENERALLY  ACCEPTED  ACCOUNTING 
PRINCIPLES  FOR  REGULATED  BUSINESSES 

Pursuant  to  the  1950  legislation,  the  Company  did  establish  buisness-type 
accounts  and  accounting  policies  designed  to  record  the  costs  of  operating  and 
maintaining  the  Canal  in  accordance  with  generally  accepted  accounting  prin- 
ciples. In  evaluating  these  accounting  policies,  however,  it  is  important  to 
recognize  that  the  application  of  generally  accepted  accounting  principles  to 
a rate-regulated  entity  such  as  the  Company  must  take  into  consideration  the 
effects  of  the  rate-making  process.  That  differences  in  the  application  of 
generally  accepted  accounting  principles  may  arise  has  been  acknowledged  by 
the  Accounting  Principles  Board  of  the  American  Institute  of  Certified  Public 
Accountants  in  the  Addendum  to  its  Opinion  No.  2 which  states  that: 

‘‘.  . . differences  may  arise  in  the  application  of  generally  accepted  account- 
ing principles  as  between  regulated  and  nonregulated  businesses,  because  of 
the  effect  in  regulated  businesses  of  the  rate-making  process,  a phenomenon 
not  present  in  nonregulated  businesses.  Such  differences  usually  concern  mainly 
the  time  at  which  various  items  enter  into  the  determination  of  net  income  in 
accordance  with  the  principle  of  matching  costs  and  revenues.” 

While  it  may  be  appropriate  to  defer  some  costs  in  a regulated  business 
when  similar  costs  would  be  recognized  currently  in  a nonregulated  business, 
such  deferral  should  be  made  by  a regulated  business  only  in  those  circum- 
stances where  it  is  anticipated  that  the  deferred  costs  will  be  recoverable 
through  future  revenues.  Again,  referring  to  the  Addendum  to  Opinion  No.  2 : 
. . if  a cost  incurred  by  a regulated  business  during  a given  period  is 
treated  for  rate-making  purposes  by  the  regulatory  authority  having  jurisdic- 
tion as  applicable  to  future  revenues,  it  may  be  deferred  in  the  balance  sheet 
at  the  end  of  the  current  period  and  written  off  in  the  future  period  or  periods 
in  which  the  related  revenue  accrues,  even  though  the  cost  is  of  a kind  which 
in  a nonregulated  business  would  be  written  off  currently.  However,  this  is 
appropriate  only  when  it  is  clear  that  the  cost  will  he  recoverahle  out  of  future 
revenues,  and  it  is  not  appropriate  when  there  is  douht,  because  of  economic 
conditions  or  for  other  reasons,  that  the  cost  will  he  so  recoverahle^  (Emphasis 
added. ) 

The  provisions  of  the  Addendum  to  Opinion  No.  2 must  be  considered  in  any 
evaluation  of  the  accounting  policies  followed  by  a public  utility,  including 
depreciation  policies.  Since  utility  rates  are  based  on  the  cost  of  providing 
service,  timely  cost  recognition  is  critical  to  assure  cost  recovery  for  the  utility. 
Thus,  this  is  one  important  standard  against  which  the  propriety  of  utility 
accounting  policies  should  be  measured. 

PURPOSE  OF  DEPRECIATION 

In  its  accounting  Terminology  Bulletin  No.  1,  the  American  Institute  of 
Certified  Public  Accountants  has  defined  depreciation  accounting  as  follows : 
“Depreciation  accounting  is  a system  of  accounting  which  aims  to  distribute 
the  cost  of  or  other  basic  value  of  tangible  capital  assets,  less  salvage  (if  any), 
over  the  etimated  useful  life  of  the  unit  (which  may  be  a group  of  assets)  in 
a systematic  and  rational  manner.  It  is  a process  of  allocation,  not  of 
valuation.” 

This  definition  emphasizes  the  allocation  of  cost  concept  of  depreciation.  There 
is,  however,  a second  and  equally  valid  concept  of  depreciation,  that  of  the 
change  in  economic  value  of  an  asset.  Under  this  concept,  depreciation  is  the 
measure  of  the  decline  in  the  economic  worth  of  an  asset  resulting  from  the 
ever-present  effects  of  obsolescence,  wear  and  tear,  inadequacy  and  similar 
factors.  This  concept  of  depreciation  was  cited  by  the  Supreme  Court  of  the 
United  States  in  the  case  of  Lindheimer  vs.  Illinois  Bell  Telephone  Company 
in  which  it  was  stated  that : 

“Broadly  speaking,  depreciation  is  the  loss,  not  restored  by  current  mainte- 
nance, which  is  due  to  all  the  factors  causing  the  ultimate  retirement  of  the 
property.  These  factors  embrace  wear  and  tear,  decay,  inadequacy  and  obsoles- 
cence. Annual  depreciation  is  the  loss  which  takes  place  in  a year.” 

For  any  business  enterprise  and  regardless  of  the  concept  followed,  deprecia- 
tion is  the  means  by  which  the  cost  of  long-lived,  revenue-producing  assets  is 
distributed  over  the  economic-service  life  of  those  assets.  For  a rate-regulated 
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business,  since  the  cost  of  property  is  directly  recovered  through  the  revenues 
produced  by  the  property,  proper  depreciation  accounting  policies  including  the 
assigned  economic-service  life  are  particularly  critical.  It  follows  certainly  that 
the  life  assigned  to  the  property  will  determine  how  rapidly  the  cost  of  the 
property  will  be  recovered  and  how  great  the  risk  that  the  full  cost  of  the 
property  will  not  be  recovered.  The  longer  the  assigned  economic-service  life  of 
an  asset,  the  greater  the  risk  of  not  recovering  all  of  the  costs  of  the  asset. 

In  attempting  to  establish  an  economic-service  life  for  an  asset,  one  impor- 
tant but  not  the  only  consideration  is  the  expected  physical  life  of  the  property. 
But  it  is  economic-service  life  rather  than  physical  life  which  any  business 
entity  must  use  as  the  basis  for  determining  its  depreciation  policy  because  it 
is  dollars,  not  physical  units,  that  depreciation  must  recover. 

It  should  be  emphasized  that  depreciation  is  a cost  no  different  from  any 
other  cost  incurred  in  doing  business.  To  recognize  the  cost  of  maintaining 
property  (e.g.,  payroll,  materials,  etc.)  while  not  recognizing  the  cost  of  the 
property  itself  (through  depreciation)  ignores  the  basic  principles  of  cost  re- 
covery which  any  business,  especially  the  public  utility,  must  follow  to  remain 
financially  viable. 

CURRENT  ACCOUNTING  FOR  THE  COST  OF  EXCAVATIONS 

At  the  time  the  Panama  Canal  Company  was  reorganized  and  incorporated 
in  1950,  it  was  decided  that  depreciation  of  excavations  was  not  appropriate 
inasmuch  as,  at  that  time,  it  was  believed  that  the  Canal  had  an  indefinite  life 
in  both  the  physical  and  economic  sense,  primarily  because  the  1903  treaty  with 
the  Republic  of  Panama  provided  for  the  Operation  and  maintenance  of  the 
Canal  by  the  United  States  “in  perpetuity.”  But,  since  the  charge  which  the 
Company  sets  for  the  service  it  provides  is  a direct  function  of  its  costs,  it  is 
important  that  the  Company  continually  evaluate  its  depreciation  policies,  par- 
ticularly those  policies  which  omit  the  depreciation  of  some  assets,  to  assure 
that  timely  recognition  is  being  given  to  all  properly  recoverable  costs.  The 
review  of  the  depreciation  policies  of  the  Company  upon  which  we  are  report- 
ing here  is  one  aspect  of  that  continuing  evaluation. 

SIMILARITIES  BETWEEN  THE  ACCOUNTING  FOR  THE  COST  OF  EXCAVATIONS  AND 
CERTAIN  RAILROAD  ACCOUNTING  PRACTICES 

The  accounting  which  the  Company  has  followed  with  respect  to  the  recogni- 
tion of  the  cost  of  excavations  and  the  accounting  the  American  railroads  have 
followed  relating  to  the  cost  of  track  structures  (grading,  ballast,  ties  and 
rails)  are  quite  similar.  This  is  possible  because,  in  at  least  two  respects,  as 
given  below,  the  excavations  of  the  Canal  are  like  the  track  structures  of  the 
railroads : 

1.  Both  types  of  assets  have  very  long,  perhaps  almost  perpetual,  physical 
lives  but,  because  of  the  certainty  of  obsolescence,  they  have  finite  although  not 
precisely  determinable  economic-service  lives. 

2,  Both  types  of  assets  have  little  value  for  any  purpose  other  than  the  spe- 
cific one  for  which  they  were  constructed  and,  as  a consequence,  they  have 
virtually  no  salvage  value. 

Because  of  the  assumption  of  indefinite  economic-service  life,  neither  the 
Company  in  its  accounting  for  excavations  nor  the  American  railroads  in  their 
accounting  for  track  structures  have  recognized  any  element  of  the  cost  of 
these  assets  in  current  operations.  The  practice  of  the  American  railroads  has 
been  to  follow  replacement  accounting  rather  than  depreciation  accounting  for 
track  structures.  Under  this  method  of  accounting,  replacements  to  track  struc- 
tures are  charged  directly  to  expense  when  incurred.  The  original  cost  of  the 
track  structures  is  not  depreciated  on  the  basis  that  such  structures  have  per- 
petual life  when  properly  maintained. 

In  the  case  of  the  railroads,  the  assumption  of  perpetual  economic  life  for 
track  structures  has  proven  to  have  been  erroneous.  And  the  economic  conse- 
quences of  this  error,  that  is,  the  failure  to  recognize  and  recover  the  costs  of 
some  very  significant  assets  over  their  economic-service  lives,  have  been  devas- 
tating to  the  financial  viability  of  many  railroads. 

During  their  early  years,  the  American  railroads  enjoyed  a competitive  ad- 
vantage over  other  forms  of  transportation.  This  should  have  allowed  them  to 
charge  rates  sufficient  to  recover  at  least  some  of  their  track  structure  costs. 
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However,  because  there  was  no  recognition  given  to  the  economic  lives  of  those 
assets,  their  costs  were  not  included  in  the  costs  that  were  set  forth  to  be  re- 
covered through  the  rates  then  being  charged.  In  short,  the  railroads  have 
historically  set  their  rates  too  low  to  recover  what  have  been  in  actuality  all 
of  their  costs. 

Unfortunately,  many  of  the  railroads  realized  too  late  that  they  have  failed 
to  recognize  an  important  economic  cost,  and  now,  because  they  have  lost  much 
©f  their  competitive  advantage,  these  railroads  are  unable,  to  set'  rates  at 
levels  sufficient  to  recover  even  all  of  their  current  costs ; consequently,  prior 
costs  which  have  not  been  recognized  (track  structures)  have  become,  in 
effect,  nonrecoverable.  The  inevitable  result  is  illustrated  by  the  large  extra- 
ordinary losses  being  recorded  by  one  railroad  after  another  (e.g.,  the  $400 
million  write-off  by  the  Chicago  and  North  "Western  Railway  Company  and  the 
write-off  which  will  eventually  be  taken  by  the  Penn  Central  Railroad  possi- 
bly in  excess  of  $1  billion).  The  Panama  Canal  Company  could  similarly 
experience  a significant  write-off  if  at  some  point  in  the  future  it  becomes 
evident  that  there  has  been  an  economic  cost  associated  with  the  Canal 
excavations  which  cannot  be  recovered.  To  reduce  the  possibility  of  this  occur- 
ring, the  Company  must  continually  make  certain  that  the  indefinite  economic- 
service  life  assumption  upon  which  the  nondepreciation  of  the  excavation  is 
founded  is  sustainable. 

CHALLENGE  TO  INDEFINITE  ECONOMIC-SEEVICE  LIFE  ASSUMPTION 

It  is  becoming  apparent  that  two  events  which  have  begun  to  develop  in 
recent  years  are  seriously  challenging  the  historical  position  that  the  Canal 
has  an  indefinite  economic  life.  These  two  events,  (1)  the  increasing  consid- 
eration being  given  to  the  construction  of  a new  canal  and  (2)  the  evolving 
policy  of  the  United  States  Government  in  its  continuing  treaty  negotiations 
with  the  Republic  of  Panama,  are  particularly  important  factors  which  the 
Company  should  consider  in  the  continuing  evaluation  of  its  depreciation 
policies.  Moreover,  they  are  especially  relevant  to  the  depreciation  policy 
relating  to  the  Canal  excavations. 

ECONOMIC  OBSOLESCENCE  OP  THE  CANAL 

The  major  factor  which  could  contribute  to  the  economic  obsolescence  of  the 
existing  Canal  would  be  the  construction  of  a new,  more  efficient  facility.  The 
feasibility  of  a new  canal  has  been  studied  extensively  by  the  Atlantic-Pacific 
Interoceanic  Canal  Study  Commission  which  has  concluded  that,  while  the 
capacity  of  the  present  Canal  may  be  adequate  until  the  end  of  this  century, 
a situation  in  which  demand  will  exceed  capacity  is  foreseeable.  Based  on 
this  prediction  and  the  extended  construction  period  which  would  be  required 
for  a new  facility,  the  Commission  considers  it  important  that  serious  thought 
be  given  soon  to  the  construction  of  a new  canah  These  facts  should  be  taken 
into  account  in  any  review  of  depreciation  policies  relating  to  the  present 
Canal. 

Also,  the  current  trend  toward  the  construction  of  larger  and  faster  ships 
could  have  adverse  effects  on  the  present  Canal.  With  the  average  size  of 
ships  transiting  the  Canal  increasing,  new  transit  problems  are  presented. 
These  problems  particularly  affect  the  scheduling  of  ships  through  the  Canal 
in  that  the  largest  ships  are  restricted  to  daylight  transit  and  are  subject  to 
draft  restrictions.  As  an  increasing  number  of  the  large  ships  attempt  to 
utilize  the  Canal,  delays  awaiting  transit  could  be  encountered  which  would 
increase  total  transit  time,  thus  diminishing  the  most  important  competitive 
advantage  of  the  present  Canal,  the  reduction  in  transportation  time.  The 
new  ships  being  constructed  not  only  are  of  a greater  size  but  also  are  cap- 
able of  traveling  at  greater  speeds.  Because  of  their  speed  capabilities  and 
because  of  their  higher  operating  costs,  these  ships  are  particularly  susceptible 
to  the  adoption  of  alternative  routings  if  they  are  being  used  on  routes  for 
which  relatively  little  time  is  saved  by  utilizing  the  Canal  and  if  significant 
increases  in  Canal  transit  times  develop. 

Thus,  while  economic  obsolescence  of  the  existing  Canal  could  most  likely 
result  only  if  a replacement  facility  were  constructed,  the  trend  toward  the 
construction  of  larger  and  faster  ships  could  contribute  significant  to  the 
necessity  for  such  a new  facility. 
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EVOLVING  POLICY  IN  TEEATY  NEGOTIATIONS 

In  addition  to  the  possible  economic  obsolescence  of  the  Canal,  the  evolving 
policy  of  the  United  States  Government  in  its  continuing  treaty  negotiations 
with  the  Republic  of  Panama  should  be  given  consideration  in  evaluating  the 
depreciation  policy  of  the  Company,  particularly  depreciation  of  the  cost  of 
excavations.  The  United  States  seems  willing  to  make  concessions  to  the  Repub- 
lic of  Panama  in  terms  of  the  rights  to  certain  Canal  Zone  lands  and  facilities 
and  to  the  commercial  enterprises  within  the  Canal  Zone.  But  the  most 
significant  of  the  new  United  States  positions,  as  far  as  the  economic  life 
of  the  Canal  is  concerned,  is  the  willingness  to  accept  a termination  date  on 
the  existing  perpetual  life  treaty.  Such  a termination  date  would  have  a 
significant  impact  on  the  ability  of  the  Company  to  recover  its  excavation 
costs  because  any  of  these  costs  not  recovered  by  such  date  would  be  perma- 
nently unrecoverable  as  far  as  the  Company  is  concerned.  At  such  a time,  the 
economic-service  life  of  the  Canal  would  terminate  for  the  Company  even 
though  there  could  remain  a significant  amount  of  economic-service  life  for 
the  succeeding  owner. 

Thus,  because  of  the  two  developments  discussed  above,  we  believe  it  is  no 
longer  appropriate  to  assume  that  the  Canal  has  an  indefinite  economic  life. 
Neither  is  it  realistic  to  assume  that  the  excavations  are  appreciating  in  value 
or  that  the  full  cost  of  the  assets  could  be  recovered  through  their  sale. 
Therefore,  the  conclusion  must  be  that  there  is  now  a cost  associated  with 
the  excavations  which  should  be  recorded  as  depreciation  and  recovered  through 
tolls. 

RECORDING  DEPRECIATION  IN  ACCORDANCE  WITH  GENERALLY  ACCEPTED 
ACCOUNTING  PRINCIPLES 

Generally  accepted  accounting  principles  require  that  depreciation  be  recorded 
on  any  asset  which  has  a diminishing  economic-service  life.  On  the  other  hand, 
if  there  is  no  diminution  in  the  economic-service  life  of  an  asset,  there  is  no 
basis  for  the  recording  of  depreciation. 

Because  of  the  two  events  discussed  above,  in  our  opinion,  sufficient  doubt 
has  been  raised  concerning  the  assumption  of  an  indefinite  economic-service 
life  for  the  Canal  excavations  to  require  the  Company  to  begin  recognizing 
depreciation  on  these  assets  if  it  is  to  continue  to  comply  with  generally 
accepted  accounting  principles.  Moreover,  this  charge  in  the  evaluation  of 
the  economic-service  life  of  the  Canal  excavations  constitutes  a change  in  an 
accounting  estimate  resulting  from  new  economic  facts. 

DETERMINATIONS  APPLICABLE  TO  RECORDING  DEPRECIATION  ON  EXCAVATION  COSTS 

If  the  Company  concludes,  as  we  have,  that  there  are  now  economic  costs 
associated  with  the  Canal  excavations  which  must  be  recognized,  it  must  then 
make  two  interrelated  determinations:  (1)  the  date  on  which  the  depreciation 
should  be  initiated  (i.e.,  prospectively  or  retroactively)  and  (2)  the  period 
over  which  the  depreciation  should  extend  (i.e.,  the  economic  life  of  the 
assets).  While  both  of  these  determinations  are  somewhat  subjective,  they 
must  be  based  on  the  economic  facts  and  circumstances  as  they  currently 
exit  and  on  overall  reasonableness. 

DATE  FOR  INITIATING  DEPRECIATION 

In  establishing  the  date  on  which  to  initiate  depreciation  of  the  excavations, 
the  first  major  consideration  is  whether  such  depreciation  should  be  recognized 
retroactively  or  prospectively.  A decision  to  record  the  depreciation  on  a 
retroactive  basis  carries  with  it  a most  significant  implication,  that  the  Com- 
pany was  in  error  not  to  record  the  depreciation  in  the  past.  As  already  men- 
tioned, decisions  relating  to  depreciation  should  be  based  on  economic  facts ; 
they  are  not  merely  exercises  in  bookkeeping.  However,  not  infrequently, 
economic  facts  change  and,  when  this  occurs,  previously  made  decisions  must 
sometimes  be  changed.  In  our  opinion,  this  is  what  has  happened  to  the 
Panama  Canal  Company.  The  economic  facts  as  they  now  exist  indicate  that 
the  excavations  should  be  depreciated.  But  it  can  in  no  way  be  concluded 
from  this  that  the  past  practice  of  not  providing  any  depreciation  on  the  exca- 
vations was  in  error.  Consequently,  there  is  no  sound  basis  for  recording  the 
depreciation  retroactively. 
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At  the  date  for  initiating  depreciation,  the  Company  must  ascertain  whether 
the  full  cost  of  the  excavations  can  be  expected  to  be  recovered  through  addi- 
tional toll  charges  over  the  assigned  economic  service  life  of  the  assets.  If 
the  Company  concludes  that  such  full  cost  recovery  is  possible  and  attempts 
to  set  toll  rates  accordingly,  it  should  record  no  loss.  If,  on  the  other  hand, 
some  of  the  excavation  costs  cannot  be  expected  to  be  recovered  through  future 
tolls,  the  estimated  unrecoverable  costs  must  be  recognized  as  an  economic 
loss  in  the  period  in  which  the  depreciation  is  initiated. 

PERIOD  OF  DEPRECIATION 


The  period  over  which  the  depreciation  should  extend  (i.e.,  the  period  over 
which  the  cost  of  the  excavations  should  be  recovered),  like  the  date  for 
initiating  depreciation,  must  be  based  on  the  Company’s  best  estimate  of  the 
economic  facts  as  they  then  exist.  As  a general  principle,  supported  by  the 
unfortunate  experiences  of  the  American  railroads,  a business  entity  should 
strive  to  recover  its  asset  costs  as  rapidly  as  the  economic  facts  support.  Cer- 
tainly, the  shorter  the  period  over  which  costs  are  recovered,  the  less  the  risk 
that  some  event  will  occur  (such  as  the  loss  in  competitive  advantage  as  in  the 
case  of  the  American  railroads)  which  might  prevent  the  eventual  recovery 
of  all  costs.  An  additional  advantage  of  rapid  depreciation  is  that  it  accelerates 
the  generation  of  capital  funds.  This  consideration  is  particularly  relevant  in 
that  the  $331.2  million  of  unrecovered  excavation  costs  at  June  30,  1971,  rep- 
resents an  amount  in  excess  of  $1  billion  when  these  costs  are  price-level 
adjusted  to  reflect  the  current  value  of  the  dollar  (using  The  Consumer  Price 
Index;  1971  = 100). 

In  recognition  of  the  serious  economic  effects  of  the  accelerating  rate  of 
inflation  which  are  particularly  adverse  for  a capital-intensive  enterprise  such 
as  Canal,  the  Company  may  And  it  appropriate  to  consider  for  the  future  the 
adoption  of  a depreciation  policy  for  the  Canal  excavations  and  all  other 
assets  which  would  compensate  for  the  erosion  of  capital  resulting  from 
inflation.  Depreciation  based  on  original-cost  plant  because  the  depreciation 
amounts  are  in  nominal  dollars  which  have  not  been  adjusted  for  the  economic 
effects  of  inflation.  In  short,  the  long  depreciation  periods  and  the  resultant 
slow  capital  recovery,  particularly  when  there  is  no  adjustment  made  to 
historical  cost  for  inflation,  inhibit  the  recovery  of  capital  costs  in  constant 
dollars. 

There  is  a wide  range  of  depreciation  periods  for  the  Canal  excavations 
which  could  be  considered  to  be  within  reason.  However,  since  the  United 
States  Government  has  indicated  a willingness  to  accept  a termination  date 
of  “sometimes  in  the  next  century”  for  the  existing  treaty,  a depreciation 
period  of  30  to  40  years  would  seem  to  have  a sound  economic  basis  and  to 
be  reasonable.  With  an  unrecognized  cost  balance  of  $331.2  million  at  June  30, 
1971,  the  annual  depreciation  expense  could  range  from  $8.3  million  if  a 40- 
year  depreciation  period  were  adopted  to  $11.0  million  if  a 30-year  period 
were  used. 

Very  truly  yours. 


Arthur  Andersen  & Co. 


Pt.  II — H(2)  In  1974  the  Canal  Company  began  to  depreciate  titles  and  treaty 
rights.  Give  a brief  resume  of  the  rationale  for  this  depreciation.  Has  the 
United  States  Government  at  any  other  place  or  time  depreciated  such  rights? 

Answer:  The  Panama  Canal  Company,  beginning  with  FY  1974,  initiated 
depreciation  on  certain  fixed  assets  not  previously  depreciated.  These  assets, 
totaling  $332.0  million,  included  the  cost  of  titles,  treaty  rights,  excavation  of 
channels,  harbors  and  basins,  and  other  works.  The  cost  of  titles  and  treaty 
rights  totaled  $14.7  million.  Of  this  amount,  $10.0  million  represents  a payment 
to  the  Republic  of  Panama  for  the  rights,  powers,  and  privileges  granted  under 
the  1903  Treaty.  The  remaining  $4.7  million  represents  payments  of  claims  for 
damages  and  acquisition  rights  to  settlers  on  the  land  covered  by  the  treaty. 

The  rationale  for  the  accounting  treatment  lies  in  the  application  of  generally 
accepted  accounting  principles  and  involves  these  considerations : 

a.  Recognition  of  economic  costs  associated  with  the  acquisition  of  titles  and 
treaty  rights. 

b.  The  requirement  to  recover  through  tolls  all  costs  (2  CZO  412). 

c.  Recognition  that  the  Canal  does  not  have  an  indefinite  economic  service- 
life. 
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Clearly  such  costs  are  more  properly  borne  by  Canal  users  than  by  the  U.S. 
taxpayer. 

The  Company  has  no  means  of  determining  if  the  United  States  Government 
has  at  any  other  time  depreciated  such  rights.  (The  Comptroller  General  would 
be  the  best  source  to  answer  this  question.)  It  is  the  practice  of  most  public 
utilities  to  amortize  right-of-way  acquisition  costs.  This  method  of  accounting 
is  prescribed  by  the  Federal  Power  Commission. 

Pt.  II — H(3)  What  is  the  value  of  inflation  accounting  to  the  Canal  organiza- 
tion? 

Answer:  The  value  of  inflation  accounting  would  be  that  the  real  economic 
cost  of  the  Panama  Canal  to  provide  service  to  world  shipping  would  be  more 
accurately  stated.  The  present  accounting  based  on  the  original  cost  of  assets 
understates  the  cost  of  Canal  service. 

Inflation  has  its  greatest  effect  on  capital  intensive  companies  whose  assets 
are  exposed  to  the  erosion  of  inflation  over  a long  period  of  time.  The  Panama 
Canal  is  probably  the  most  dramatic  example  available  since  many  of  the  costs 
of  its  assets  were  incurred  early  in  this  century. 

The  penalty  of  inflation  can  be  readily  seen  when  equipment  needs  to  be 
replaced.  For  example,  when  an  asset  costing  $1,000  is  depreciated  $1,000  over 
its  service  life  and  produces  $1,000  of  tolls  revenue,  the  original  investment  of 
$1,000  is  recovered  perfectly.  But  if  the  same  piece  of  equipment  costs  $2,000 
to  replace,  there  is  a $1,000  shortfall.  This  shortfall  is  due  to  an  understate- 
ment of  the  economic  cost  of  the  service  provided  by  the  asset  in  terms  of  cur- 
rent dollars. 

The  Company  has  recognized  the  problems  imposed  on  it  by  inflation.  Inter- 
nally it  has  prepared  financial  statements  adjusted  for  the  effects  of  inflation 
under  various  assumptions.  For  FY  1975  the  inflation  adjusted  net  loss  was 
$29.1  million  in  comparison  to  the  $8.2  million  based  on  historical  dollars.  It  is 
apparent  that  the  cost  upon  which  tolls  are  based  significantly  understates  the 
real  cost.  To  this  extent,  tolls  being  charged  shipping  represent  an  economic 
bargain. 

Accounting  which  recognizes  the  effects  of  inflation  is  being  practiced  in 
several  countries  in  the  world.  It  is  also  in  the  process  of  being  implemented 
in  the  United  Kingdom  under  the  direction  of  their  government.  Within  the 
United  States,  inflation  accounting  has  been  recommended  by  the  American 
Institute  of  Certified  Public  Accountants.  In  addition,  proposals  to  require 
disclosure  of  the  effect  of  inflation  have  been  proposed  by  the  Financial  Account- 
ing Standards  Board  and  the  Securities  and  Exchange  Commission. 

Pt.  II — H(4)  Are  there  any  national  accounting  standards  used  by  the  Fed- 
eral Government  which  the  Canal  organization  does  not  accept? 

Answer:  The  Canal  organization  utilizes  accounting  standards,  policies, 
practices,  and  procedures  appropriate  for  a rate-regulated  public  utility.  These 
are  scrutinized  by  the  Comptroller  General  of  the  United  States  in  connection 
with  his  audits  of  the  financial  statements  of  the  Panama  Canal  organization. 
His  most  recent  audit  opinions  are  as  follows  (excerpt  from  the  General  Account- 
ing Office  Audit  of  the  Panama  Canal  Organization,  Fiscal  Years  1974  and  1975 ) : 

PANAMA  CANAL  COMPANY 

In  our  opinion,  subject  to  the  uncertainties  described  in  note  10  to  the  finan- 
cial statements,  the  accompanying  financial  statements  (schs.  1 through  5) 
present  fairly  the  financial  position  of  the  Panama  Canal  Company  at  June  30, 
1975  and  1974,  and  the  results  of  its  operations,  changes  in  investment  of  the 
United  States,  and  source  of  funds  used  for  capital  expenditures  for  the  fiscal 
years  then  ended  in  conformity  with  generally  accepted  accounting  principles 
which — except  for  the  accounting  policy  change  described  in  note  2 to  the  finan- 
cial statements  with  which  we  concur — have  been  applied  on  a consistent  basis 
and  in  accordance  with  applicable  Federal  laws. 

CANAL  ZONE  GOVERNMENT 

In  our  opinion,  subject  to  the  uncertainties  described  in  note  9 to  the  finan- 
cial statements,  the  accompanying  financial  statements  (schs.  6 through  9) 
present  fairly  the  financial  position  of  the  Canal  Zone  Government  at  June  30, 
1975  and  1974,  and  the  renults  of  its  operations  and  changes  in  the  investment 
of  the  United  States  for  the  fiscal  years  then  ended,  in  conformity  with  the 
principles  and  standards  of  accounting  prescribed  for  executive  agencies  by  the 
Comptroller  General. 
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In  addition  to  the  audits  conducted  by  the  Comptroller  General,  in  1973,  the 
Company  engaged  Arthur  Andersen  & Co.,  a firm  of  independent  public  account- 
ants recognized  as  experts  with  respect  to  accounting  and  rate-making  for 
public  utilities,  to  review  certain  changes  in  the  Company’s  accounting  policies 
implemented  during  fiscal  years  1973  and  1974  (the  Canal  organization  has  not 
made  any  substantive  changes  in  accounting  policies  since  that  time).  Their 
report  on  such  changes  in  accounting  policy  was  concluded  as  follows: 

“In  our  opinion,  the  new  accounting  policies  discussed  above,  individually  and 
collectively,  (1)  comply  with  legal  requirements,  (2)  allow  for  a reasonable 
accommodation  of  all  costs  in  the  rate-making  process,  (3)  refiect  prudent 
financial  management  and  (4)  adhere  to  generally  accepted  accounting  prin- 
ciples. The  newly  established  policies  are  particularly  relevant  to  the  require- 
ments of  a rate-regulated  business  and  are,  therefore,  appropriate  for  the 
Panama  Canal  Company.” 

It  is  also  significant  to  note  that  the  Comptroller  General  concurred  with 
each  of  such  changes. 

Arthur  Andersen  & Co., 
Chicago,  III.,  August  2k,  1973. 

Mr.  Philip  L.  Steers,  Jr., 

Comptroller,  Panama  Canal  Company,  Balhoa  Heights,  Canal  Zone 

Dear  Mr.  Steers  : As  you  have  requested,  we  have  reviewed  the  Company’s 
proposed  changes  in  accounting  policies  as  set  forth  in  the  Statement  of 
Accounting  Policy  (“Statement”)  which  is  scheduled  to  be  finally  approved  by 
the  Board  of  Directors  on  October  30,  1973.  With  regard  to  the  implementation 
of  the  changes  in  policies,  we  have  not  performed  such  auditing  procedures 
as  would  be  necessary  to  render  an  opinion  on  the  financial  statements  of  the 
Company  for  the  period  in  which  the  changes  were  implemented.  Our  review 
has  been  limited  to  an  evaluation  of  whether  the  new  policies  reflect  generally 
accepted  accounting  principles  for  an  enterprise  such  as  the  Panama  Canal 
Company. 

Through  many  years  of  experience,  our  firm  has  developed  a thorough  under- 
standing of  the  principles  and  economics  of  rate  making  for  businesses  devoted 
to  public  service.  We  have  the  largest  regulated  industry  practice  of  any  public 
accounting  firm,  serving  as  auditors  for  over  one  third  of  all  investor-owned, 
rate-regulated  companies  in  the  United  States.  Our  clients  include  major 
electric,  gas,  communications,  water  and  transportation  companies.  We  also 
have  as  clients  many  government-entity  utilities.  In  addition  to  auditing,  we 
perform  many  other  services,  including  assistance  in  the  preparation  of  rate 
cases  and  expert  testimony  on  accounting  and  rate  matters  in  the  rate  pro- 
ceedings of  many  utilities.  This  experience  has  aided  us  in  evaluating  the  Com- 
pany’s recent  changes  in  accounting  policy. 

INTRODUCTION 

As  a result  of  legislation  in  1950,  the  Panama  Canal  Company  was  incorpo- 
rated as  a United  States  Government  corporate  agency.  Among  other  things, 
that  legislation  set  forth  the  requirement  that  Canal  tolls  be  set  at  levels 
designed  to  recover  all  costs  of  providing  service  and  thereby  made  the  Com- 
pany similar  to  a rate-regulated  public  utility.  The  section  of  the  legislation 
regulating  rates  states  that : 

“Tolls  shall  be  prescribed  at  rates  calculated  to  cover,  as  nearly  as  prac- 
ticable, all  costs  of  maintaining  and  operating  the  Panama  Canal,  together 
with  the  facilities  and  appurtenances  related  thereto,  including  interest  and 
depreciation,  and  an  appropriate  share  of  the  net  costs  of  operation  of  the 
agency  known  as  the  Canal  Zone  Government.”  [2  C.Z.  Code  § 412(b)] 

In  this  report  we  will  discuss  the  standards  which  we  feel  are  appropriate 
in  evaluating  the  accounting  policies  of  any  rate-regulated  business,  comment 
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individually  on  the  Company’s  1973  changes  in  accounting  policy  and  conclude 
as  to  the  propriety  of  those  charges. 

STANDARDS  FOR  EVALUATING  ACCOUNTING  POLICIES 

In  our  opinion,  the  accounting  policies  of  the  Company  should  meet  the  fol- 
lowing four  standards,:  1.  Comply  with  legal  requirements.  2.  Allow  for  a 
reasonable  accommodation  of  all  costs  in  the  rate-making  process,  3.  Keflect 
prudent  financial  management,  and  4.  Adhere  to  generally  accepted  accounting- 
principles. 

Accounting  policies  should  comply  with  legal  requirements 

For  the  Panama  Canal  Company,  the  accounting  policies  which  are  adopted 
to  govern  rates  and  the  manner,  timing  and  methods  of  recording  cost  must 
take  into  consideration  the  provisions  of  a complex  system  of  interrelated 
treaties,  laws  and  regulations.  These  include  the  Hay-Pauncefote  Treaty  with 
Great  Britain,  the  Hay-Bunau  Varilla  Treaty  of  1903  with  the  Republic  of 
Panama  and  its  subsequent  modifications,  the  1914  treaty  with  Colombia,  the 
Canal  Zone  Code,  and  general  laws  of  the  United  States  not  incorporated  in 
the  Canal  Zone  Code  but  applicable  nonetheless  to  the  Company.  Of  these,  the 
most  significant  to  the  financial  management  of  the  Company  is  the  Canal 
Zone  Code,  principally  2 C.Z.  Code  § 412(b),  quoted  previously.  This  section 
of  the  Code  (herein  referred  to  as  the  “tolls  formula”)  requires  the  Company 
to  set  tolls  to  recover  all  costs.  The  first  step  in  the  setting  of  toll  rates  is  the 
measurement  of  the  amount  of  costs  to  be  recovered  during  each  period  of 
time.  It  is  axiomatic  that  the  amount  of  costs  recognized  during  any  period 
is  in  part  dependent  on  the  accounting  principles  being  followed. 

It  is  our  understanding  that,  under  applicable  provisions  of  law,  both  the 
adoption  of  accounting  principles  and  the  setting  of  toll  rates  are  subject  to 
the  discretionary  authority  of  the  Company  whose  management  is  vested  in 
its  Board  of  Directors.  We  are  setting  forth  our  views  in  this  report  to  assist 
the  Board  of  Directors  in  its  deliberations  and  adoption  of  accounting  policy 
changes. 

Accounting  poUcies  should  allow  for  a reasonable  accommodation  of  all  costs 
in  the  rate-making  process 

Rates  changed  for  the  services  rendered  by  public  utilities  are  not  set  by  the 
competitive  forces  of  a free  market,  as  in  the  case  for  nonregulated  businesses, 
but  rather  by  the  rate-making  process.  This  requires  that  rate-regulated  entities 
maintain  a diect  relationship  between  the  recognition  of  costs  and  the  recov- 
ery of  those  costs  through  rates.  It  is,  therefore,  critical  that  costs  be  recog- 
nized on  a timely  basis  in  order  to  assure  their  full  recovery.  As  a result, 
the  application  of  certain  generally  accepted  accounting  principles  must  be 
modified  for  rate-regulated  businesses.  This  has  been  recognized  by  the  Account- 
ing Principles  Board  of  the  American  Institute  of  Certified  Public  Accountants 
in  the  Addendum  to  its  Opinion  No.  2,  which  states  that : 

“.  . . differences  may  arise  in  the  application  of  generally  accepted  account- 
ing principles  as  between  regulated  and  nonregulated  businesses,  because  of  the 
effect  in  regulated  businesses  of  the  rate-making  process,  a phenomenon  not 
present  in  nonregulated  businesses.  Such  differences  usually  concern  mainly 
the  time  at  which  various  items  enter  into  the  determination  of  net  income  in 
accordance  with  the  principle  of  matching  costs  and  revenues.” 

Due  principally  tothe  time  requirements  of  the  rate-making  process  (com- 
monly referred  to  as  “regulatory  lag”),  rates  cannot  be  adjusted  as  rapidly 
or  as  frequently  as  are  the  prices  established  by  the  competitive  free  market 
applicable  to  nonregulated  businesses.  Consequently,  in  order  to  achieve  a 
proper  matching  of  costs  against  the  related  revenues,  there  may  be  a basis 
for  referring  the  recognition  of  a cost  until  there  is  revenue  against  which  it 
can  be  matched.  By  so  doing,  items  of  expense  will  be  recognized  in  the  results 
of  operations  as  they  are  recovered  from  the  recipients  of  the  utility  service. 
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However,  it  should  be  emphasized  that  the  deferral  of  any  costs  by  a regulated 
business  is  acceptable  only  in  those  circumstances  where  it  is  anticipated  that 
the  deferred  costs  will  be  recoverable  through  future  revenues.  Again,  refer- 
ring to  the  Addenum  to  Opinion  No.  2 : 

. . if  a cost  incurred  by  a regulated  business  during  a given  period  is 
treated  for  rate-making  purposes  by  the  regulatory  authority  having  jurisdic- 
tion as  applicable  to  future  revenues,  it  may  be  deferred  in  the  balance  sheet 
at  the  end  of  the  current  period  and  written  off  in  the  future  period  or  periods 
in  which  the  related  revenue  accrues,  even  though  the  cost  is  of  a kind  which 
in  a nonregulated  business  would  be  written  off  currently.  However,  this  is 
appropriate  only  ichen  it  is  clear  that  the  cost  will  he  recoverahle  out  of  future 
revenues,  and  it  is  not  appropriate  when  there  is  douht,  because  of  economic 
conditions  or  for  other  reasons,  that  the  cost  will  he  so  recoverahle.”  (Empha- 
sis added.) 

Moreover,  whenever  a cost  is  deferred,  a substantial  risk  that  the  cost  will 
prove  to  be  not  recoverable  in  the  future  is  assumed.  Therefore,  the  manage- 
ment of  the  Company  should  carefully  scrutinize  any  costs  which  are  being 
considered  for  deferral  to  make  certain  there  is  a sound  economic  basis  for 
deferral. 

The  accounting  policies  adopted  by  a rate-regulated  business,  therefore,  must 
recognize  costs  in  a manner  which  considers  both  the  time  requirements  of  the 
rate-making  process  and  the  requirement  for  the  matching  of  those  costs  with 
related  items  of  revenue;  that  is,  the  accounting  for  any  transaction  should 
follow  its  treatment  in  the  rate-making  process. 

Accounting  policies  should  reflect  prudent  financial  management 

The  principal  objective  of  financial  management  is  not  only  the  recovery  of 
all  costs  but  also  the  realization  of  a return  on  the  capital  invested  in  the 
business  enterprise.  Since  the  return  which  the  Company  is  allowed  to  earn 
on  the  invested  capital  of  the  United  States  Government  is  even  less  than 
the  actual  cost  of  that  capital,  it  is  imperative  that  tht  Company  make  certain 
that  the  accounting  policies  which  it  adopts  and  follows  will  reasonably 
assure  the  full  recovery  of  all  other  costs. 

For  investment  capital  in  a business  enterprise,  an  investor  receives  com- 
pensation, or  what  "will  be  referred  to  here  as  a return.  The  amount  or  rate 
of  return  is  determined  by  two  factors : compensation  for  the  time  value  of 
money  and  compensation  for  the  assumption  of  risk.  Compensation  for  the 
time  value  of  money  is  required  by  the  supplier  of  capital  because  he  is  fore- 
going the  use  of  his  capital  by  loaning  it  to  another  party.  The  best  approxi- 
mation of  the  time  value  of  money  is  perhaps  the  return  received  on  United 
States  Government  securities  which  are  considered  to  be  of  minimum  risk. 
In  recent  years,  the  interest  rate  on  United  States  Government  securities 
has  been  in  the  range  of  6%  to  8%  per  annum.  The  second  component  of 
return  is  the  compensation  for  the  assumption  of  risk.  The  amount  of  such 
compensation  should  and  does  vary  directly  with  the  amount  of  risk  assumed. 
Consequently,  for  utilities  which  are  generally  considered  to  be  a relatively 
low-risk  investment,  the  compensation  for  risk  (and  thus  that  component  of 
the  rate  of  return)  is  less  than  for  manufacturers  of  consumer  goods  which 
are  generally  considered  to  be  a relatively  higher  risk  investment.  In  determin- 
ing what  rate  of  return  might  be  applicable  to  the  Panama  Canal  Company, 
an  appropriate  comparison  perhaps  would  be  the  rate  allowed  the  American 
Telephone  & Telegraph  Co.  The  rate  of  return  allowed  this  company  is  a 
summation  of  the  compensation  received  for  both  the  time  value  of  money  and 
the  assumption  of  risk  and,  in  a recent  rate  proceeding  before  the  Federal 
Communications  Commission,  was  set  at  8.5%  (or  9%  if  certain  levels  of 
productivity  are  achieved). 

The  tolls  formula  applicable  to  the  Company  states  that  tolls  should  be  set 
to  recover  all  costs,  including  interest  on  debt.  The  current  rate  of  interest 
paid  by  the  Company  for  the  capital  invested  by  the  United  States  Government 
is  approximately  4%,  which  is  unrealistically  low  when  compared  with  interest 
rates  paid  by  the  United  States  Government  for  borrowed  capital  in  recent 
years.  With  such  a low  rate  of  interest,  the  Company  is  receiving  no  com- 
pensation for  the  assumption  of  any  risk.  Therefore,  the  Company  should, 
through  the  prudent  selection  of  its  accounting  policies,  take  all  reasonable 
steps  to  reduce  to  an  absolute  minimum  the  risk  of  nonrecovery  of  costs.  This 
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is  not  to  say  that  the  Company  would  never  charge  a loss  to  its  capital 
accounts  but  rather  that,  because  the  Company  is  receiving  no  compensation 
for  the  assumption  of  risk,  the  accounting  policies  which  are  followed  should 
minijnize  the  possibility  of  such  a loss  ever  occurring. 

Accounting  policies  should  adhere  to  generally  aecepted  aceounting  principles 

Adhering  to  generally  accepted  accounting  principles  lends  substantial  cre- 
dence to  any  accounting  policy.  Accounting  principles  become  generally  accepted 
and  adopted  by  the  financial  community  and  regulatory  bodies  alike  because 
they  recognize  the  existent  economic  realities  and  because,  in  the  words  of 
the  Accounting  Principles  Board  Statement  No.  4,  they  : 

. . are  conventional — that  is,  they  become  generally  accepted  by  agreement 
(often  tacit  agreement)  rather  than  by  formal  derivation  from  a set  of  postu- 
lates or  basic  concepts.  The  principles  have  developed  on  the  basis  of  experi- 
ence, reason,  custom,  usage,  and  to  a significant  extent,  practical  necessity.” 

However,  as  a result  of  the  rate-making  process,  there  may  develop  a change 
in  the  economics  of  a situation  which  would  require  a modification  in  the 
application  of  generally  accepted  accounting  principles  to  a rate-regulated 
business  as  contrasted  to  a non-regulated  business. 

Regardless  of  such  changes,  the  Company  should  continually  attempt  to 
follow  accounting  policies  which  adhere  to  generally  accepted  accounting 
principles  because  to  disregard  such  principles  would  be  to  ignore  the  con- 
sensus which  has  determined  how  the  economic  activities  of  an  enterprise 
should  be  accumulated,  analyzed  and  reported. 

In  the  balance  of  this  report,  the  accounting  policy  changes  made  by  the 
Company  during  1973  are  individually  described  (as  they  appear  in  the  State- 
ment) together  with  our  comments. 

ACCOUNTING  CHANGES  DURING  FISCAL  YEAR  1973 

Property,  plant  and  equipment 

''Policy. — The  cost  of  minor  items  of  plant  and  equipment  is  charged  to 
expense  as  incurred.  Major  units  of  plant  and  equipment  and  major  renewals 
and  betterments  are  capitalized.” 

This  policy  is  the  same  as  was  followed  in  prior  years  and,  in  our  opinion, 
is  in  accordance  with  the  four  standards  set  forth  above.  What  has  been 
changed  is  the  definition  of  a minor  item  of  plant  or  equipment.  Previously, 
a minor  item  was  defined  as  one  costing  less  than  |100;  a minor  item  is  now 
one  costing  less  than  $1,000. 

As  a practical  matter,  the  accounting  process  must  be  based  upon  conven- 
tion. This  is  particularly  necessary  in  differentiating  capital  items  from  expense 
items.  It  is  a normal  business  practice  to  expense  minor  items  of  plant  when 
purchased.  The  Company’s  selection  of  $1,000  in  defining  a minor  item  is  reason- 
able in  relation  to  the  accepted  practice  among  businesses  of  comparable  type 
and  size  in  the  United  States.  The  procedure  of  expensing  minor  items  when 
purchased  recognizes  that  such  items  have  a limited  service  life  and  also 
enhances  the  financial  viability  of  the  Company  because  the  costs  of  such  items 
are  recovered  currently  from  Canal  users  rather  than  over  an  extended  period 
through  depreciation. 

As  of  June  30,  1973,  the  Company  adjusted  the  depreciation  lives  of  the  items 
remaining  in  the  plant  accounts  which  met  the  former  capitalization  criterion 
so  that  remaining  cost  will  be  fully  depreciated  by  June  30,  1977.  Since  this 
depreciation  period  appears  to  approximate  the  average  remaining  economic- 
service  life  of  these  particular  assets,  we  believe  that  it  is  reasonable. 

"Policy. — Plant  and  equipment  are  depreciated  over  their  estimated  service 
lives  at  rates  computed  on  a straight-line  composite  basis.  The  original  cost  of 
assets  retired  along  with  any  related  costs  of  removal  net  of  salvage  are 
charged  or  credited  to  the  accumulated  provisions  for  depreciation.” 

The  composite  method  of  depreciation  is  generally  applied  by  rate-regulated 
companies  in  the  United  States  and,  in  our  opinion,  is  in  accordance  mth  the 
four  standards  presented  earlier  in  this  report.  We  are  unaware  of  any  rate- 
regulated  company  in  the  United  States  that  uses  the  unit  basis  of  depreciation. 

Previously,  the  Company  followed  the  unit  method  of  depreciation.  In  addi- 
tion to  overemphasizing  the  precision  of  the  depreciation  process,  the  unit 
method  as  applied  by  the  Company  had  another,  perhaps  more  serious,  detri- 
mental effect  because  losses  resulting  from  the  disposition  of  fixed  assets  were 
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being  reflected  in  current  operations  in  the  year  of  disposition.  The  rate- 
making process  cannot  adequately  accommodate  such  an  accounting  treatment 
because  of  the  irregularity  of  the  timing  and  amounts  of  annual  losses  recog- 
:nized  in  this  manner. 

While  losses  from  the  disposition  of  property  may  be  specifically  identifiable 
only  at  irregular  intervals  and  in  varying  amounts,  such  losses  no  doubt  occur 
economically  on  a reasonably  constant  basis,  especially  in  the  case  of  capital- 
intensive  businesses,  such  as  the  Panama  Canal.  The  composite  method  of 
depreciation  acknowledges  this  by  recording  no  gain  or  loss  upon  the  disposi- 
tion of  an  asset.  At  the  time  of  disposition,  the  original  cost  of  the  asset  is 
relieved  from  both  the  property  and  accumulated  depreciation  accounts.  In 
essence,  what  were  recognized  as  fluctuating  losses  reflected  in  current  opera- 
tions under  the  unit  method  become  general  uniform  charges  to  the  deprcia- 
tion  provisions  under  the  composite  method.  In  this  way,  the  economic  losses 
resulting  from  the  disposition  of  property  can  reasonably  be  accommodated 
in  the  rate-making  process  and  the  utility  thus  minimizes  the  risk  of  non- 
recovery  of  the  cost  of  its  property. 

It  should  be  noted  that  extraordinary  retirements  often  merit  different 
treatment  in  the  rate-making  process  and,  therefore,  under  the  composite 
method  as  applied  by  most  utilities.  Por  example,  when  telephone  companies 
upgrade  service  from  multiparty-  to  single-party  service,  most,  if  not  all,  of 
the  old  aerial  cable,  central  office  equipment,  etc.,  is  rendered  obsolete.  In  such 
cases,  the  regulatory  authorities  having  jurisdiction  normally  prescribe  an 
accounting  treatment  which  allows  a reasonable  accommodation  of  the  extra- 
ordinary resultant  loss  to  the  regulated  business.  Briefly,  the  treatment  most 
often  prescribed  would  be  the  establishment  of  an  “abandonment  loss”  or 
“extraordinary  retirement”  in  the  accounts,  with  the  loss  being  amortized 
through  the  depreciation  provisions  over  a period  of  time  recommended  by 
the  regulatory  authority.  Thus,  in  these  unusual  cases,  the  utility  is  not  forced 
to  bear  the  burden  of  the  economic  risk  associated  with  the  cost  of  its  revenue- 
producing  property.  We  recommend  that,  in  addition  to  its  established  proce- 
dures for  accounting  under  the  composite  method,  the  Panama  Canal  Company 
establish  similar  procedures  to  afford  it  a reasonable  method  for  recovering 
the  cost  of  extraordinary  retirement  should  such  an  event (s)  occur  in  the 
future. 

^‘Policy. — The  costs  of  land,  titles,  treaty  rights,  canal  excavations,  fills,  and 
embankments,  and  costs  for  widening,  deepening,  and  straightening  the  channel 
through  fiscal  year  1973,  are  depreciated  over  a 40-year  life  beginning  with 
fiscal  year  1974.” 

This  accounting  policy,  discussed  further  in  our  report.  Accounting  for  the 
Cost  of  Excavations,  dated  April  30,  1972,  initiates  depreciation  on  the  above- 
mentioned  assets.  While  the  policy  will  not  be  effective  until  1974,  it  has  been 
included  in  this  report  because  it  should  have  been  effective  in  1973.  How- 
ever, the  time  required  to  clear  the  policy  with  the  Congress  of  the  tJnited 
States  precluded  its  implementation  in  that  year.  The  Company’s  former  policy 
was  premised  on  the  assumption  that,  because  the  assets  had  an  indefinite 
economic  life,  they  need  not  be  depreciated.  In  consideration  of  recent  evidence, 
however,  the  Company  now  concludes  that  such  assets  do,  in  fact,  have  a 
definite  economic  life.  This  change  in  the  evaluation  of  the  economic  life  of 
these  assets  constitutes,  in  our  opinion,  a change  in  an  accounting  estimate. 
Therefore,  through  this  new  policy,  which,  in  our  opinion,  meets  the  standards 
previously  established  in  this  report,  the  assets  are  being  properly  depreciated 
on  a prospective  basis  over  the  newly  determined  economic  life. 

Accounts  receivaMe 

^‘Policy. — An  allowance  for  losses  arising  from  uncollectible  accounts  receiv- 
able is  provided  by  a charge  to  expense.” 

The  prior  practice  of  the  Company  had  been  to  record  losses  from  accounts 
receivable  when  the  accounts  were  written  off,  since  losses  incurred  and  antic- 
ipated to  be  incurred  from  receivables  being  carried  on  the  books  were  not 
considered  material  in  relation  to  the  size  of  the  Company’s  operations.  How- 
ever, recent  facts  have  indicated  that  the  collectibility  of  certain  significant 
receivables  has  become  doubtful.  Where  the  potential  impact  of  losses  from 
accounts  receivable  is  material,  the  allowance  method  is  generally  followed  in 
corporate  accounting  practice  and  is  required  both  by  generally  accepted 
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accounting  principles  and  by  the  rate-making  process  to  properly  match  costs 
with  related  revenues.  Kecognizing  these  facts,  the  Company  has  adopted  the 
allowance  method  of  accounting  for  losses  arising  from  uncollectible  accounts 
receivable  and,  in  our  opinion,  this  new  policy  meets  all  four  standards  pre- 
viously established  in  this  report. 

Any  bad  debt  that  is  eventually  written  off  is  actually  incurred  at  the  time 
the  sale  giving  rise  to  the  receivable  is  made  even  though  considerable  time 
may  elapse  before  it  is  known  that  the  receivable  will  not  be  collected.  The 
providing  at  the  time  of  sale  of  a general  allowance  for  accounts  receivable 
which  will  eventually  be  uncollectible  thus  results  in  a more  appropriate 
matching  of  an  expense  with  its  related  revenue.  In  addition,  without  an 
allowance  for  accounts  which  may  be  uncollectible,  the  accounts  receivable  on 
the  Statement  of  Finance  Condition  will  be  stated  at  an  amount  in  excess  of 
the  actual  realizable  value. 

At  the  time  it  was  established,  a portion  of  the  allowance  for  doubtful 
accounts  applied  to  accounts  receivable  which  resulted  from  sales  occurring 
prior  to  fiscal  year  1973.  That  portion  of  the  allowance  has  been  recorded  as 
a deferred  charge  and  is  being  amortized  on  a straight-line  basis  over  five 
years.  Because  the  Company  is  rate  regulated  and  because  these  prior-year 
amounts  are,  in  the  opinion  of  the  management  of  the  Company  and  in  our 
opinion,  costs  which  are  properly  chargeable  to  the  users  of  the  Canal,  they 
are  costs  which  can  be  deferred  under  the  Addendum  to  Accounting  Principles 
Board  Opinion  No.  2.  While  the  selection  of  the  amortization  period  for  this 
deferred  charge  is  somewhat  subjective,  a period  of  five  years  appears  to  be 
reasonable. 

Inventories 

‘^Policy. — Operating  materials  and  supplies  are  restated  annually  at  last 
receipt  cost,  plus  cost  of  transportation  to  the  Isthmus.  An  allowance  is  estab- 
lished by  an  annual  charge  to  expense  to  reflect  the  estimated  cost  of  obsolete 
and  excess  stock.” 

The  change  in  the  accounting  policy  relating  to  operating  materials  and 
supplies  is  to  provide  for  an  allowance  to  cover  losses  due  to  obsolete  and 
excess  inventories.  Previously,  the  practice  was  to  charge  any  losses  resulting 
from  obsolete  or  excess  inventories  to  operations  at  the  time  of  physical  disposal. 
In  actuality,  however,  inventories  become  economically  obsolete  or  excess  at  a 
relatively  constant  rate  over  time  even  though  final  and  definitive  recognition 
of  such  events  may  occur  at  irregular  intervals.  By  recognizing  this  economic 
event  currently  through  a provision  for  obsolete  and  excess  stocks,  there  is  an 
improved  matching  of  costs  with  related  revenues.  Moreover,  the  allowance 
for  obsolete  and  excess  inventory  results  in  an  amount  of  materials  and 
supplies  as  shown  on  the  Statement  of  Financial  Condition  which  more  closely 
approximates  the  estimated  realizable  value  of  the  inventory.  Principally  for 
these  reasons,  the  establishment  of  an  allowance  to  provide  for  the  estimated 
cost  of  obsolete  and  excess  stock  is  required  in  accordance  with  generally 
accepted  accounting  principles  where  potential  losses  are  significant.  Rate- 
regulated  companies  normally  do  not  establish  such  an  allowance  because  the 
amounts  involved  are  usually  immaterial  to  their  operations.  However,  we 
believe  that  the  diverse  nature  of  the  Company’s  operations  can  be  differenti- 
ated from  that  of  the  single  service  utility  and  that,  for  the  Panama  Canal 
Company,  this  new  policy  meets  the  standards  previously  established  in  this 
report. 

Similar  to  the  allowance  for  doubtful  accounts  receivable,  part  of  the  allow- 
ance established  for  excess  and  obsolete  stock  applied  to  inventories  acquired 
in  years  prior  to  1973.  While  deferral  accounting  could  have  been  applied  to 
this  amount,  the  Company  elected  to  reflect  the  entire  amount  of  the  initial 
provision  for  obsolete  and  excess  inventory  in  fiscal  year  1973  operations 
because  of  the  relatively  immaterial  amount  involved.  We  concur  that  this  is 
a reasonable  decision. 

Deferred  Charges 

^‘Policy. — The  incremental  costs  of  major  systems  or  engineering  studies,  or 
extraordinary  maintenance  costs,  except  for  lock  overhauls,  are  deferred  until 
completed  and  then  amortized  on  a straight-line  basis  over  periods  not  exceed- 
ing five  years.” 
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The  cost  of  major  systems,  engineering  studies  and  extraordinary  mainte- 
nance that  can  be  demonstrated  to  benefit  future  periods  can  be  properly 
deferred  and  amortized  over  the  periods  benefited.  This  policy  is  consistent 
with  the  cost  benefit  concept  in  which  the  user  of  a service  is  charged  for  all 
of  the  costs  of  providing  that  service.  This  concept  is  particularly  applicable 
to  a rate-regulated  business  such  as  the  Company.  In  our  opinion,  this  new 
policy  meets  all  of  the  standards  presented  in  this  report. 

Reserves 

^^Policy. — The  prospective  cost  adjusted  for  the  reserve  balance  of  lock 
overhauls  is  allocated  through  an  annual  provision  determined  on  the  basis 
of  a moving  average.” 

The  Company  incurs  substantial  obligations  for  lock  overhauls  which  occur 
at  irregular  intervals  in  varying  amounts.  Thus,  it  has  for  some  time  carried 
a reserve  for  lock  overhauls  and  there  has  been  no  substantial  change  in  the 
accounting  pinciple  followed.  This  principle  is  similar  to  the  one  followed  in 
the  airline  industry  in  which  reserves  for  recurring  aircraft  engine  mainte- 
nance are  established  against  which  the  costs  of  actual  maintenance,  when 
performed,  are  charged.  The  change  that  has  been  made  has  the  effect  of 
amortizing  any  overaccrual  or  underaccrual  for  a particular  lock  overhaul 
over  future  accounting  periods  though  the  application  of  a moving  average 
provision  rather  than  recognizing  any  overaccrual  or  underaccrual  in  the 
operations  of  the  period  in  which  it  occurs. 

We  concur  with  your  change  in  accounting  for  lock  overhauls  in  that  it 
achieves  a better  allocation  of  overhaul  costs  between  accounting  periods  and 
provides  more  reasonable  accounting  vis-a-vis  the  rate-making  process  for 
variations  between  accrued  and  actual  overhaul  costs.  This  type  of  policy  is 
necessary  for  a regulated  business  to  ensure  that  each  year’s  users  bear  their 
share  of  lock  overhaul  costs  and  that  the  cost  are  properly  matched  with  the 
revenue  realized  from  the  benefits  provided.  In  our  opinion,  this  new  policy 
meets  the  standards  previously  established  in  this  report. 

^‘Policy. — Annual  provisions  to  expense  are  made  to  establish  reserves  for 
probable  losses  from  marine  accidents,  fire,  damage  other  than  fire,  public 
liability,  and  other  casualties.” 

The  Panama  Canal  Company  is  precluded  by  law  from  obtaining  outside 
insurance  coverage  to  protect  it  from  the  risks  associated  with  the  costs  of 
these  losses.  By  their  nature,  such  losses  are  unusual  and  would  distort  the 
cost  of  providing  Canal  service  in  the  year(s)  of  occurrence  if  provisions 
were  not  made  annually  to  reserve  for  such  losses.  Under  the  previous  prac- 
tice of  recording  these  losses  in  the  year  of  occurrence,  the  risk  of  nonrecov- 
ery of  such  costs  was  borne  by  the  Company.  Under  the  new  policy,  which 
recognizes  the  unpredictability  but  certainty  for  such  occurrences,  the  Com- 
pany is  attempting  to  minimize  a risk  for  which  it  is  not  being  compensated. 

Recording  annual  provisions  for  these  losses  achieves  a better  matching  of 
expenses  with  related  revenues  by  charging  the  Canal  users  each  year  with 
their  pro  rata  share  of  the  cost  of  the  losses  which  will  occur.  These  provi- 
sions are  comparable  to  the  insurance  expense  which  would  be  incurred  if 
the  Company  were  permitted  to  obtain  outside  insurance  coverage.  This  prac- 
tice also  allows  for  a reasonable  accommodation  of  the  cost  of  marine  accidents 
and  other  casualty  losses  in  the  rate-making  process.  In  our  opinion,  this  new 
policy  meets  the  standards  previously  established  in  this  report. 

CONCLUSION 

In  our  opinion,  the  new  accounting  policies  discussed  above,  individually 
and  collectively,  (1)  comply  with  legal  requirements,  (2)  allow  for  a reason- 
able accommodation  of  all  costs  in  the  rate-making  process,  (3)  reflect  prudent 
financial  management  and  (4)  adhere  to  generally  accepted  accounting  princi- 
ples. The  newly  established  policies  are  particularly  relevant  to  the  require- 
ments of  a rate-regulated  business  and  are,  therefore,  appropriate  for  the 
Panama  Canal  Company. 

We  appreciate  this  opportunity  to  review  and  comment  on  your  changes  in 
accounting  policy. 

Very  truly  yours. 


Arthur  Andersen  & Co. 
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Pt.  II — H(5)  Wlmt  is  the  Canal  organization’s  policy  for  the  recovery  of 
delinquent  payments,  whether  they  be  delinquent  payments  from  businesses  or 
Government  of  the  Republic  of  Panama? 

Ansioer:  The  Canal  organization’s  policy  for  the  recovery  of  delinquent 
accounts  receivable  is  to  make  an  intensive  effort  to  collect.  It  does  not  con- 
sider the  delinquent  receivables  of  the  Panama  Canal  Company  and  Canal 
Zone  Government  to  be  substantial  except  for  certain  of  the  amounts  due 
from  the  Government  of  Panama. 

Toward  effecting  collection  of  the  monies  due  from  the  Republic  of  Panama, 
the  following  actions  are  taken : 

a.  The  Comptroller  General  of  Panama  is  advised  of  the  delinquency  monthly 
at  the  time  the  invoices  for  the  current  period  are  transmitted. 

b.  The  TJ.S.  Embassy  is  advised  on  a current  basis  as  to  the  status  of  the 
debt. 

c.  The  Board  of  Directors  is  advised  quarterly  as  to  the  status.  A member 
of  the  Board  of  Directors  is  the  Assistant  Secretary  of  State  for  Latin 
America. 

d.  The  General  Accounting  Office  is  appraised  of  the  situation  and  reviews 
the  status  periodically. 

e.  The  Appropriations  Committees  of  the  Congress,  too,  are  advised  of  this 
situation  in  their  review  of  the  Panama  Canal  Company  budgets. 

f.  The  U.S.  Treaty  negotiators,  too,  are  advised  of  this  situation. 

Collection  efforts  are  diplomatically  sensitive  and  all  actions  to  effect  collec- 
tion has  been  principally  through  the  U.S.  State  Department. 

Other  categories  of  customers’  accounts  are  not  significantly  delinquent. 
The  Company  is  required  by  Code  of  Federal  Regulations  to  obtain  deposit 
of  cash  or  securities  to  guarantee  payment  of  Canal  tolls  and  other  vessel 
charges.  There  can  be  no  delinquency  for  these  services.  Charges  to  employees 
are  collected  by  payroll  deduction  in  the  few  instances  when  they  become  delin- 
quent. The  rate  of  loss  on  charges  to  other  customers  (other  business  custo- 
mers, other  Government  agency  employees,  and  miscellaneous  individuals  and 
organizations)  is  very  small. 

Pt.  II — H(6)  Approximately  what  proportion  of  all  accounts  receivable  of 
the  Canal  organization  are  delinquent  in  paying  its  accounts  payable? 

Answer:  a.  Accounts  receivable.  The  following  tabulation  shows  the  status 
of  the  accounts  receivable  of  the  Panama  Canal  Company  and  Canal  Zone 
Government  as  of  January  31,  1975. 


AGING  OF  ACCOUNTS  RECEIVABLE,  JAN.  31,  1975 
[Dollar  amounts  in  thousands] 


Customer  category 

Total 

Current 

31-60 

days 

61-90 

days 

91-120 

days 

Over  120 
days 

Install- 

ment 

PANAMA  CANAL  COMPANY 

Government  of  Panama 

$3,  821 

$749 

218 

48 

278 

2,  528  .. 

Other  U.S.  Government  agencies 

2,  552 

1,421 

1,028 

124 

0 

0 .. 

Others 

4, 640 

2,  517 

277 

18 

10 

76 

1,721 

Total 

11,013 

4,  687 

1,  523 

190 

288 

2, 604 

1,721 

CANAL  ZONE  GOVERNMENT 

Government  of  Panama 

4,  088 
2,759 

39 

34 

37 

33 

3,945 

Other  U.S.  Government  agencies..  _ _ 

1,243 

670 

511 

300 

35 

Others  (accounts  over  60  days  are  princi- 

pally  hospital  bills) 

1,365 

540 

347 

198 

64 

214 

2 

Total 

8,212 

1,822 

1,051 

746 

397 

4, 194 

2 

The  principal  delinquency  is  monies  due  from  the  Republic  of  Panama,  whose 
indebtedness  totals  $7.9  million,  see  attached  statement. 

The  receivables  from  other  U.S.  Government  agencies  and  others  are  considered 
collectible. 

b.  Accounts  payable.  The  Canal  is  not  delinquent  in  paying  its  accounts  payable. 
It  is  the  policy  of  the  Panama  Canal  to  pay  its  accounts  payable  promptly  upon 
receipt  of  invoices  and  the  service  item(s)  involved,  and  when  provided  by  term 
of  purchase  to  secure  all  discounts. 
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Panama  Canal  Company  and  Canal  Zone  Goveenment  Outstanding  Accounts 
Receivable  Panama  Goveenment  by  Calendae  Yeae 

1959—  Water  processing  costs  are  unpaid  for  the  calendar  year  with  the  excep- 
tion of  $25,000.00  which  was  received  in  March  1961  and  applied  as  partial  pay- 
ment to  the  oldest  account  (January  1959).  In  column  “Other”  are  such  services 
as  Taboga  Launch,  which  averages  approximately  $2,200.00  per  month;  trans- 
porting mail  on  the  SS  CRISTOBAL ; medical  care  furnished  tuberculosis  patients 
and  members  of  the  National  Guard ; rental  of  space  in  Panama  Railroad  Station ; 
electric  current  furnished  the  Hotel  Washington,  Fort  Delesseps  Area  and  Colon 
Sump  Pump  ; and  Storehouse  materials  furnished  from  time  to  time. 

1960 —  The  unpaid  accounts  here  are  much  the  same  as  those  in  1959.  In  addi- 
tion, one  item  in  the  amount  of  $19,020.05  covering  repairs  to  garbage  and  trash 
collection  equipment,  remains  unpaid. 

1961_All  accounts  were  paid  with  the  exception  of  $3,998.40  for  medical  services 
rendered  TB  patients. 

1962 —  Payment  was  received  for  miscellaneous  services  and  supplies  furnished 
from  January  through  June  1962.  The  Panama  Tourist  Institute  was  billed  for 
the  Taboga  Launch  service  effective  January  1962  and  payments  were  received 
throughout  the  year.  With  the  exception  of  charges  for  garbage  disposal.  Colon, 
the  unpaid  accounts  are  mostly  for  public  utilities.  Such  services  as  transporting 
mail  on  the  SS  CRISTOBAL,  furnishing  electric  current  to  areas  in  Colon,  medical 
care  of  TB  patients,  and  rental  of  space  in  Panama  Railroad  Station  have  been 
discontinued. 

1963 —  Payment  was  received  from  the  Tourist  Institute  for  Taboga  Launch 
service  from  January  1963  to  August  15,  1963.  On  August  16,  1963,  Panama  took 
over  the  operation  of  this  service.  With  the  exception  of  garbage  disposal.  Colon, 
the  unpaid  accounts  consist  of  public  utilities.  Storehouse  stock,  storage  charges, 
and  labor  costs  at  Summit  Magazine. 

1964— 75 — Unpaid  accounts  in  column  “Other”  include  public  utilities.  Storehouse 
stock,  storage  and  labor  costs  at  Summit  Magazine  and  handling  mail  from 
Panama  to  Colon.  Since  1964  Storehouse  stock  sales  have  been  kept  to  a minimum. 

1972 — During  June  1972  Invoice  No.  C2-13-321  dated  February  16,  1970  in  the 
amount  of  $94,518.71  stated  against  Institute  Panameno  de  Turismo  was  reclas- 
sified from  Receivable-General  to  Receivable-Republic  of  Panama. 

1976 — No  payment  was  received  for  water  processing  costs  during  February 
1976.  Water  processing  costs  for  October  1975  through  February  1976  are  unpaid. 
In  accordance  with  the  terms  of  the  loan  agreement  with  the  U.S.  Aid  Mission 
to  Panama,  water  processing  costs  are  to  be  paid  within  ninety  days  from 
invoice  date.  On  this  basis,  the  account  for  October  1975  in  the  total  amount  of 
$138,422.00  is  overdue. 

Pt.  II — 1(1)  How  does  the  existence  of  treaty  negotiations  affect  the  capital 
programs  of  the  Canal  organization? 

Ansiuer:  The  current  treaty  negotiations  have  little  effect  on  the  capital 
programs.  The  Canal  operation  is  viewed  generally  an  on-going  concern  and, 
accordingly,  the  evaluation  of  capital  projects  is  within  that  concept.  Capital 
projects  are  evaluated  on  the  assumption  that  Canal  operations  will  continue. 

Pt.  II — 1(2)  How  does  the  existence  of  ongoing  negotiations  affect  the  plan- 
ning of  the  Canal  organization,  with  respect  to  both  the  marine  services  and 
the  jurisdictional  services  provided? 

Answer:  The  existence  of  ongoing  negotiations  has  little  effect  on  the 
planning  of  the  Canal  organization  because  of  the  uncertainty  as  to  the  details 
to  be  contained  in  a final  negotiated  agreement. 

The  Committee  letter  of  Feb.  2, 1976,  continues  as  follows : 

Paet  III.  Alteenative  Financial  Initiatives  Designed  to  Impeove  the 
Financial  Position  of  the  Canal  Oeganization 

Those  concerned  with  the  Panama  Canal  have  conceived  of  many  different 
alternatives  for  alleviating  the  financial  diflBculties  of  the  waterway.  We 
have  listed  many  of  the  alternatives  which  have  been  brought  forward  by  one 
source  or  another.  We  desire  an  analysis  of  each  of  these  twenty  alternatives 
using  the  following  criteria  and  any  other  criteria  you  may  wish  to  cite: 

(1)  The  public  financial  efficiency  of  the  alternative,  including  its  direct 
and  indirect  administrative  costs  to  the  Canal  organization  and  its  impact 
upon  those  who  would  be  affected  by  the  alternative. 
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(2)  The  public  financial  equity  and  the  savings  or  cost  of  the  alternative 
for  each  of  the  following:  (a)  the  Canal  organization;  (b)  Canal  users; 
(c)  Canal  employees — ^in  the  aggregate,  and  for  the  U.S.  and  non-U.S.  citizen 
employees;  (d)  the  U.S.  Government;  (e)  the  U.S.  taxpayer;  (f)  the  Republic 
of  Panama,  including  the  Government  of  the  Republic  and  citizens  who  are 
not  Canal  employees. 

(3)  The  international  legal  or  political  ramifications  which  are  likely  to 
ensue  if  the  alternative  were  implemented. 

(4)  The  revisions  of  domestic  U.S.  law  required  for  implementation  of  the 
alternative. 

We  hope  that  the  Company /Government  will  use  all  appropriate  techniques, 
including  macro  and  microeconomic  analysis  to  adequately  assess  the  alterna- 
tives, which  are  as  follows : 

[The  alternatives  raised  by  the  committee  and  the  response  of  the 
Panama  Canal  Company  to  those  alternatives  follow :] 

A(l)  Reducing  the  tropical  differential  of  U.S.  citizen  employees. 

Answer:  The  tropical  differential  is  a highly  emotional  issue  to  the  U.  S. 
citizen  employees.  Any  movement  to  adjust  or  change  the  amount  of  tropical 
differential  or  the  terms  of  its  application  is  deeply  resented  and  resisted.  As 
you  are  aware,  a proposal  by  the  Canal  Zone  Civilian  Personnel  Policy  Coordi- 
nating Board  (CZCPPCB)  which  would,  along  with  other  pay  changes,  elimi- 
nate the  tropical  differential  for  almost  all  future  locally  hired  U.  S.  citizens 
is  one  of  the  sensitive  actions  that  triggered  employee  “job  action”  resulting 
in  a virtual  closing  of  the  Panama  Canal. 

The  Panama  Canal  is  back  in  full  operation  at  this  time  based  on  my  firm 
commitment  to  recommend  and  support  significant  changes  to  the  CZCPPCB 
proposals.  Although  my  initiative  would  not  alter  the  tropical  differential 
proposal,  I do  not  feel  any  further  adjustments  at  this  time  would  be  advisable. 

Pt.  Ill — A (2)  Conversion  of  the  wage  base  for  certain  positions  in  the  Canal 
organization  from  the  U.S.  to  the  Canal  Zone  wage  base. 

Answer:  It  was  such  a proposal  as  this  by  the  Canal  Zone  Civilian  Person- 
nel Policy  Coordinating  Board  that  triggered  an  unfortunate  “sick  out”  of 
Canal  employees  (primarily  U.  S.  citizens).  Specifically,  the  proposal  was  to 
convert  grades  NM-4,  5,  and  6 and  the  MIO  Journeyman  craft  grade  to  the 
Canal  Zone  Wage  Base.  Present  incumbents  were  to  have  current  rates  of 
pay  saved  indefinitely.  There  are  approximately  2,200  Panama  Canal  employees, 
two-thirds  non-U.  S.  citizens,  W'ho  would  be  affected. 

As  previously  mentioned  I have  proposed  to  modify  the  proposals.  My  rec- 
ommendation is  to  apply  the  change  in  pay  base  only  to  NM-4  and  NM-5. 
Furthermore,  pay  base  changes  would  be  applicable  only  to  employees  hired 
after  the  effective  date.  Further  adjustments  are  not  recommended  at  this  time. 

Pt.  Ill — A (3)  Provision  of  transit/marine  services  and/or  jurisdictional 
services  by  firms/individuals  under  contract  rather  than  public  employees. 

Answer:  The  Company  has  no  objection  to  contracting  for  services  and 
currently  does  so.  The  Company  is  continually  seeking  ways  of  carrying  out 
its  mission  of  servicing  shipping  in  a dependable,  eflicient  and  economical 
manner. 

Pt.  Ill — A (4)  Work  incentive  bonuses  to  recognize  increased  productivity. 

Answer:  The  work  requirements  of  the  Panama  Canal  are  in  most  part  not 
conducive  to  individual  means  of  measurement  for  incentive  pay  that  would 
provide  a net  return,  such  as  lower  costs  to  the  Canal.  There  are  over  1,000 
occupations  represented  in  the  Canal  organization.  The  work  volume  of  the 
Canal  is  either  beyond  its  control,  such  as  the  number  of  ships  transiting,  or 
of  the  type  generally  not  readily  associable  to  incentive  pay.  For  example,  a 
policeman,  school  teacher,  truck  driver,  launch  operator,  seaman.  A possible 
exception  is  the  handling  of  cargo  on  the  piers.  Most  of  the  output  of  the 
Panama  Canal  results  from  team  efforts  to  accommodate  to  workload  and  in 
that  environment  performance  does  not  lend  itself  to  measurement. 

Pt.  Ill — B(l)  Greater  recovery  of  costs  of  Canal  non-transit  activities  by 
raising  user  charges  for  such  activities,  and  by  charging  for  licenses  and 
permits. 

Answer:  The  pricing  policies  for  user  charges,  other  than  for  tolls,  in  both 
transit  and  non-transit  activities,  consider  the  cost  of  the  service  provided 
and  recognizes  that  charges  should  be  fair  and  equitable  to  both  parties.  User 
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charges  are  undergoing  continual  change  as  dictated  by  fluctuations  in  costs 
and  volume  and,  in  those  areas  where  comparability  pricing  prevails,  by  price 
changes  in  other  locations. 

Fees  are  assessed  for  licenses  and  permits. 

Pt.  Ill — B(2)  Changes  in  cash  management  procedures  to  allow  for  public 
or  private  investment  of  such  balances  and  return  on  cash  balances  and  rein- 
vestment of  such. 

Ansioer:  Section  7.1  of  the  Company’s  Bylaws  provides  : 

Section  7.1  Deposit  or  Investment  of  Funds.  In  accordance  with  applicable 
laws  and  regulations,  funds  of  the  corporation  shall  be  kept  with  the  Treasurer 
of  the  United  States  or  with  a Federal  Reserve  bank  or  a bank  designated  as 
a depositary  or  flscal  agent  of  the  United  States,  or  invested  as  determined 
by  the  Board  of  Directors.  The  Financial  Vice  President  shall  from  time  to 
time  establish,  and  report  to  the  Board  of  Directors  the  cash  balances  needed 
for  current  requirements. 

Pt.  Ill — B(3)  Use  of  temporary  borrowing  within  the  flscal  year  to  attain 
savings  by  more  rapid  payment  of  obligations. 

Anstver:  The  Company’s  cash  position  is  such  that  there  is  no  delay  in  the 
payment  of  its  liabilities  as  they  fall  due. 

The  borrowing  authority  is  used  to  backstop  obligations  but  has  not  been 
required  for  purposes  of  making  payments  nor  is  it  foreseen  that  it  will  be 
needed  for  making  payments  in  the  future  under  normal  operating  circum- 
stances. 

Pt.  Ill — B(4)  Shift  of  certain  functions  from  operating  to  capital  budget  to 
allow  for  payment  of  the  asset  over  its  useful  life. 

Anstver:  The  costs  of  Panama  Canal  capital  assets  are  recovered  over  its 
useful  life.  The  Company,  as  a regulated  public  utility  and  Government  cor- 
poration must  follow  generally  accepted  accounting  principles  in  determining 
whether  an  item  is  financed  through  its  capital  or  operating  budget.  Accord- 
ingly, the  determination  of  a capital  outlay  versus  an  operating  expense  cannot 
be  determined  arbitrarily,  but  must  be  supportable  in  the  light  of  accepted 
accounting  principles.  The  General  Accounting  Oflice  audit  of  the  Company’s 
financial  operation  is  directed,  in  part,  to  compliance  with  accepted  accounting 
principles. 

Pt.  Ill — B(5)  Paying  the  depreciated  cost  of  any  property,  plant,  or  equip- 
ment transferred  from  another  Government  agency  rather  than  its  original 
cost,  as  would  seem  to  be  indicated  in  2 CZC  62(d). 

Anstoer:  The  section  referred  to  provided  that  in  valuing  a transferred  asset 
adequate  provisions  shall  be  made  for  depreciation  and  other  reasonably 
determinable  shrinkages  in  values.  Any  item  transferred  to  the  Company  is  so 
valued  in  the  accounts  of  the  Panama  Canal  and  in  the  U.  S.  Government’s 
investment. 

Pt.  Ill — C(l)(a)  Finance  capital  programs  by  debt  issuance,  including  as 
one  alternative  the  sale  of  bonds  to  the  Treasury  to  finance  capital  expendi- 
tures. 

Answer:  To  date  the  Company,  through  prudent  financial  planning,  has  been 
able  to  finance  its  capital  program  through  internally  generated  funds.  The 
proposal  of  debt  issuance  is  one  alternative  to  financing  a major  capital  pro- 
gram, but  would  require  statutory  authority.  There  are  other  alternatives 
requiring  Congessional  actions,  e.g.,  changing  the  level  of  the  borrowing 
authority,  or  obtaining  appropriations.  In  any  event,  the  issuance  of  debt 
should  be  a cost  to  the  users  of  the  Canal  and  not  the  U.  S.  taxpayers.  An 
alternative  not  requiring  Congressional  action  would  be  leasing. 

Pt.  Ill — C(l)(b)  Provision  for  the  Company  to  make  profit  to  cover  its 
capital  investment. 

Ansiver:  Section  412(b)  provides  for  the  recovery  of  all  costs,  as  nearly  as 
practicable.  If  this  section  were  amended  to  provide  for  a profit,  beyond  costs, 
the  Company  would  accordingly  adjust  toll  rates  to  provide  for  the  added 
return. 

Pt.  Ill — C(2)(a)  Dismissal/deferral  of  interest  payment  on  contributed 
capital  of  Canal. 

Ansioer:  The  dismissal  or  deferral  of  any  cost  to  the  Company  would  obvi- 
ously have  the  effect  of  reducing  tolls  through  a U.S.  taxpayer  subsidy. 

If  interest  payments  were  dismissed  by  the  Congress,  it  is  assumed  that  the 
Company  would  no  longer  be  required  to  pay  interest  on  the  U.  S.  Government’s 
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Isivestment.  It  follows  then  that  cost  of  operation  to  be  recovered  through  the 
^toll  rate  would  be  less. 

If  the  interest  payment  were  deferred,  an  action  which  the  Company  is 
ipermitted  to  take  under  existing  legislation,  interest  would  continue  as  an 
operating  cost  and  the  amounts  deferred  would,  under  existing  statute,  be 
^•ecoverable  from  subsequent  earnings. 

Pt.  Ill — C(2)(b)  Dismissal/deferral  of  repayment  to  Treasury  of  the  net 
cost  of  Canal  Zone  Government. 

Answer:  The  comment  to  the  previous  question  on  dismissal/deferral  of 
interest  are  equally  applicable  to  net  cost  of  Canal  Zone  Government. 

Pt.  Ill — C(2)(c)  Provision  for  interest  income  on  funds  maintained  with 
Treasury. 

Answer:  The  Government  Corporation  Control  Act  provides  generally  that 
the  banking  or  checking  accounts  of  all  Government  Corporatins  shall  be  kept 
with  the  Treasurer  of  the  United  Sates,  or,  with  the  approval  of  the  Secretary 
of  the  Treasury,  with  a Federal  Reserve  Bank  or  depositary  or  fiscal  agent 
of  the  United  States.  (31  U.S.C.  867).  No  provision  is  made  for  payment  of 
interest  on  such  deposits.  The  Panama  Canal  Company  maintains  a substan- 
tial amount  of  cash  on  deposit  in  the  U.S.  Treasury,  currently  some  $35 
million,  which  does  not  earn  interest.  On  the  other  hand,  the  Company  is 
required  to  pay  interest  to  the  Treasury  on  the  net  direct  investment  of  the 
Government  in  the  Company,  at  rates  established  by  the  Secretary  of  the 
Treasury  (2  C.Z.  Code  § 62(e)).  Legislation  would  be  required  to  authorize 
payment  of  interest  to  the  C5ompany  on  the  funds  in  the  account  maintained 
by  the  Company  in  the  Treasury. 

Pt.  Ill — C(2)(d)  Elimination  of  Company’s  responsibility  for  payment  of 
portion  of  the  annuity  to  Panama. 

Ansioer:  Elimination  of  the  Company’s  responsibility  for  payment  of  the 
annuity  would  reduce  the  Company’s  cost  by  $522,000  annually. 

Pt.  Ill — C(3)  Establishment  of  Canal  organization  banking  facility  with 
allowance  for  automatic  deposit  of  employees’  pay  and  ability  of  Canal 
organization  to  invest  reserves  of  the  bank. 

Answer:  The  Company  questions  the  practicability  and  desirability  of 
establishing  its  own  banking  facility.  Ignoring  the  cost  involved,  which  would 
be  substantial,  there  are  other  factors  that  require  consideration.  For  example : 

a.  There  are  approximately  62  different  banking  institutions  in  the  Repub- 
lic— two  of  which  have  Canal  Zone  branches.  The  Republic  of  Panama  is  an 
international  financial  center  and  the  political  implications  of  the  Panama 
Canal  establishing  a banking  facility  must  be  considered. 

b.  The  Chase  Manhattan  Bank  and  the  First  National  City  Bank,  both 
resident  in  the  Canal  Zone,  would  be  opposed  to  such  action. 

c.  The  extent  to  which,  or  reason  for  which,  an  employee  would  use  a 
Company  banking  facility  is  questionable.  The  Panamanian  orients  his  bank- 
ing to  the  Republic.  The  American  to  a bank  located  in  the  States.  There 
would  be  no  advantage  to  the  employee  unless  the  interest  paid  on  balances 
was  very  attractive. 

d.  An  action  such  as  this  would  require  a study  by  the  U.S.  Treasury 
Department. 

e.  Congressional  approval  would  be  required. 

Pt.  Ill — C(4)  Provision  for  Canal  organization  to  earn  and  retain  profit 
once  every  so  many  years.  The  Company  could  then  retain  that  profit  in  a 
special  fund  to  cover  losses  for  other  fiscal  years. 

Answer:  The  present  law  contemplates  that  the  Company  will  be  self- 
supporting  over  a period  of  time  although  it  may  fail  to  recover  costs  in  any 
given  year  or  years.  The  devise  proposed  would  accomplish  substantially  the 
same  result. 

Pt.  Ill  C(5)  General  sale  of  stock  and  preferred  stock  in  corporation  for 
specific  ends  or  for  financing  organization  (users  could  be  either  encouraged 
to  buy  stock  or  prohibited  from  buying). 

Ansiver:  A study  to  determine  if  the  Canal  should  go  “public”  requires 
initially,  short  of  legislation,  much  more  study  than  can  be  made  available 
within  the  time  limit  for  reply  to  this  communication. 

Superficially,  for  anything  like  this  to  be  successful,  there  would  have  to 
be  a profit  incentive  which  would  have  to  be  passed  on  to  Canal  users. 

Pt.  Ill — D(l)  Imposition  of  an  ad  valorem  general  sales  tax  in  Zone  (setting 
of  tax  rate  and  base  invested  in  Congress). 
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Ansiver:  This  is  a proposal  which  would  require  considerable  study  beyond 
the  time  schedule  allowed  for  responding  to  this  questionnaire.  It  would 
be  a sensitive  action  vis  a vis  the  Republic  of  Panama  and  employee  morale. 
Furthermore,  the  numerous  military  reservations  in  the  Canal  Zone  with 
their  sales  outlets  complicates  the  proposal. 

Pt.  Ill — D(2)  Income  tax  for  residents  of  Zone  piggybacked  on  Federal 
income  tax  (tax  credit  if  taxes  paid  elsewhere). 

Answer:  This  would  require  a change  in  income  tax  legislation  if  it  were  to 
include  all  residents  of  the  Canal  Zone.  The  complete  answer  requires  ex- 
tended study. 

Examples  of  questions  requiring  resolution : 

a.  The  taxing  of  Panamanian  citizens — even  though  they  would  receive  a 
tax  credit  to  offset  part  of  the  tax. 

b.  The  businessmen  resident  in  the  Canal  Zone  (varying  nationalities) 
who,  if  American,  are  generally  exempt  from  U.S.  income  tax. 

c.  The  American  employee  who,  by  nature  of  employment  (private  owner- 
ship of  real  property  not  permissible  in  Canal  Zone)  maintains  a residence 
in  the  United  States — paying  State  taxes  of  varying  types. 

d.  The  application  to  uniformed  and  civilian  personnel  of  the  military  and 
other  Government  agencies  in  the  Canal  Zone. 

e.  The  sovereignty  question  with  Panama  under  current  and  possible  new 
treaty. 

Pt.  Ill — D(3)  Toll  rates  set  to  compete  with  Suez  Canal  for  vessels  which 
could  use  reasonable  either  Canal. 

Answer:  The  toll  rates  of  the  Panama  Canal  are  well  below  those  of  the 
Suez  as  seen  from  the  following  tabulation : 


Suez  Canal  (per  Panama  Canal  (per 
Suez  net  ton)  Panama  net  ton) 


Laden: 

Tankers,  bulk  carriers  and  combination  carriers $2.01  $1.08 

AM  other  type  vessels i2.22  1.08 

Ballast:  All  vessels * 1. 61  0. 86 


1 The  taxable  tonnage  of  containerships  is  increased  by  10  pet  when  containers  are  carried  on  deck.  For  other  types  vessels 
carrying  containers  on  deck,  the  taxable  tonnage  is  increased  by  the  actual  volume  of  the  containers. 

In  addition  to  lower  toll  rates,  the  measurement  system  used  by  the  Panama 
Canal  generally  produces  a lower  net  tonnage  than  that  of  the  Suez  Canal, 
further  contributing  to  a lower  Panama  Canal  toll.  This  is  indicated  by  the 
following  comparison  of  tolls  payable  by  selective  vessels  at  both  canals. 


Net  tonnage  Tolls 

Suez  Panama  Suez  Panama 


Arcadia  (passenger): 

Laded 23,503  18,657  $52,177  $20,150 

Ballast 23,503  18,657  37,840  16,045 

Olympic  Eagle  (tanker): 

Laden 24,331  22,716  48,905  24,533 

Ballast 24, 331  22, 716  39, 173  19, 536 

Elbe  Marv  (containership): 

Laden 40,622  35,118  90,181  37,927 

Ballast 40,622  35,118  65,401  30,201 


The  proposal  is  directed  to  competition  between  the  two  canals.  As  a 
practical  matter,  there  is  virtually  no  competition.  During  the  Suez  closure, 
the  Panama  Canal  had  a “windfall”  in  added  traffic  as  the  Suez  trade  tem- 
porarily turned  to  best  alternative  routes.  The  total  tolls  identifiable  to  the 
diversion  to  the  Panama  Canal  is  $12.0  million  at  its  highest  annual  level. 
Panama  Canal  tolls  revenue  associated  with  the  routes  oriented  to  Suez 
Canal  prior  to  its  closure  in  1968  approximated  $1.0  annually. 

An  attempt  to  hold  or  recapture  this  traffic  through  reduced  toll  rates  would 
probably  provide  very  little  added  income.  Prom  an  administrative  point  of 
view,  it  would  present  complications.  For  example : 
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a.  The  problem  of  identifying  vessels  that  could  “reasonably”  use  either 
canal.  Vessels  do  change  trade  routes. 

b.  There  are  no  means  of  monitoring  a vessel  after  it  leaves  Canal  Zone 
waters  to  insure  that  it  will  continue  on  its  stated  route. 

Pt.  Ill — D(4)  Tax  credits  for  U.S.  vessels  for  tolls  paid  in  transiting  Canal. 

Answer:  A tax  credit  for  U.S.  flag  vessels  for  tolls  paid  in  transiting  the 
Canal  would,  in  effect  be  a supplement  to  the  operating  differential  subsidy 
for  the  U.S.  Merchant  Marine,  administered  by  the  U.S.  Department  of  Com- 
merce Maritime  Administration.  Under  existing  treaties  it  has  been  con- 
sidered that  preferential  treatment  of  U.S.  flag  shipping  by  the  Panama  Canal 
Company  is  precluded.  The  amount  and  basis  of  the  operating  differential 
subsidy  are  not  matters  within  the  jurisdiction  of  the  Panama  Canal  Company. 

Pt.  Ill — D(5)  Change  of  tolls  base  to  alternative  routing  cost  basis  or 
commodity  cost  basis. 

Answer:  Alternative  systems  of  tolls  are  possible.  In  this  connection,  the 
Committee  is  referred  to  a report  by  Arthur  Andersen  & Co.  entitled  Report 
on  Development  and  Evaluation  of  Tolls  Policies  and  Alternative  Systems, 
a copy  of  which  is  in  the  Committee’s  files.  This  report  is  complete  and  its 
conclusions  remain  valid.  To  the  extent  that  the  basic  objective  of  a tolls 
system  is  to  recover  costs,  changes  in  the  system  result  only  in  shifting  the 
proportionate  part  of  the  costs  paid  by  the  users  of  the  canal. 

With  reference  to  the  alternatives  stated  above,  any  system  that  provides 
for  tolls  computed  on  a cost  base  which  is  beyond  the  ability  of  the  Company 
to  ascertain  or  control  is  not  practicable.  For  example,  the  cost  to  a Russian 
vessel  or  any  vessel  on  some  alternative  route.  The  cost  to  the  PC  of  tran- 
siting a vessel  is  related  solely  to  the  size  and  configuration  of  the  vessel 
rather  than  to  the  amount,  type  or  value  of  the  cargo  or  the  vessel’s  trade 
route.  The  size  determines  the  number  of  locomotives,  pilots,  time  in  locks, 
etc.  Therefore,  a system  such  as  the  universal  measurement  system  has  con- 
siderable appeal. 

Pt.  Ill — D(6)  Adoption  of  Universal  Measurement  System  for  measurement 
of  vessels. 

Answer:  The  Company  is  nearing  completion  of  a study  that  will  contain 
a recommended  position  for  the  Panama  Canal  should  the  universal  measure- 
ment system  be  adopted  by  the  world  maritime  community.  This  study  will  be 
considered  by  the  Board  of  Directors  later  in  the  current  calendar  year.  If 
the  Company  were  to  change  from  the  present  system  to  a universal  measure- 
ment system,  legislation  would  be  required. 

The  adoption  of  the  Universal  Measurement  System  has  the  effect  of  shift- 
ing toll  charges  among  users  and  as  such  does  not  represent  an  additional 
source  of  revenue  to  the  Company. 


U.S.  House  of  Representatives, 
Committee  on  Merchant  Marine  and  Fisheries, 

Washington,  D.C.,  Fel)ruary  2,  1976. 

Hon.  Elmer  B.  Staats, 

Comptroller  General  of  the  United  States,  U.S.  General  Accounting  Office, 
Washington,  D.C. 

Dear  Mr.  Comptroller  General:  As  you  know,  the  financial  predicament 
of  the  Panama  Canal  organization  has  caused  the  Panama  Canal  Company  to 
propose  in  the  last  three  years  several  measures  to  increase  Canal  user  fees. 
In  July  1974,  a 19.7%  increase  in  Panama  Canal  toll  rates  occurred.  Subse- 
quent to  that  increase,  the  charge  for  Canal  supporting  services  was  increased. 
In  1975,  the  Company  proposed  to  change  vessel  measurement  rules  for  the 
Canal,  a move  which  will  result  in  increased  revenues.  Finally,  it  has  been 
said  that  the  Company  is  contemplating  a request  for  another  tolls  increase. 

The  Panama  Canal  Subcommittee,  and  its  parent  House  Committee  on 
Merchant  Marine  and  Fisheries,  are  very  concerned  about  the  precipitous 
increase  in  Canal  user  fees.  The  continued  imposition  of  fee  increases  of  such 
magnitude  as  those  we  have  recently  seen  threaten  the  role  of  the  Panama 
Canal  as  a major  thoroughfare  of  International  commerce.  The  increases  in 
fees  which  we  have  witnessed  have  had  and  will  have  a particularly  great 
impact  on  U.S.  commerce. 

We  believe  that  the  financial  situation  of  the  Company /Government  is 
serious  enough  to  warrant  a full  investigation.  Accordingly,  we  have  written 
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an  exhaustive  letter  to  the  Governor  of  the  Canal  Zone  asking  for  more  infor- 
mation on  the  proposed  measurement  rules,  finances  of  the  Canal,  and  alterna- 
tive proposals  to  alleviate  the  financial  problems  of  the  Canal  organization. 
We  believe  that  the  General  Accounting  Office,  because  of  its  close  familiarity 
with  the  finances  of  the  Canal  and  its  approval  of  various  accounting  practices 
of  the  Canal  organization,  ought  to  be  given  an  opportunity  to  comment  on 
this  situation.  Thus,  we  are  asking  the  GAO  to  make  any  comment  which  is 
deemed  appropirate  with  respect  to  Canal  finances,  if  that  subject  is  not 
covered  in  the  questions  which  follow : 

(1)  In  the  last  three  fiscal  years,  the  Company  has  made  accounting  changes 
which  may  result  in  as  much  as  a thirteen  to  fourteen  million  dollar  increase 
in  Canal  expenses  each  year.  These  changes  have  included  (a)  depreciation  on 
titles,  treaty  rights,  excavations  of  channels,  harbors  and  basins,  and  other 
works;  (b)  allowance  for  doubtful  accounts;  (c)  reserve  for  casualty  losses; 
(d)  expensing  minor  plant  assets;  (e)  normalizing  costs  of  lock  overhauls; 
and,  (f)  changing  from  a unit  basis  of  depreciation  for  certain  items  to  a 
composite  one.  What  would  the  impact  on  Canal  finances  have  been  if  these 
accounting  changes  had  not  been  made?  Does  the  GAO  believe  that  the  Canal 
organization  has  revised  its  accounting  practices  appropriately  to  make  changes 
leading  to  decreased  current  expenses  as  well  as  increased  ones?  Of  the  six 
accounting  changes  listed  above,  how  many  other  U.S.  Government  corporations 
use  those  techniques? 

(2)  Both  the  Canal  organization  and  the  GAO  have  consistently  denied  that 
there  is  any  connection  between  ongoing  treaty  negotiations  and  changes  in 
Company/Government  accounting  practices.  In  its  Report  on  the  Fiscal  Year 
1973  examination  of  the  Canal  organization,  the  GAO  stated  that  depreciation 
of  titles,  treaty  rights,  etc.,  would  begin  in  Fiscal  Year  1974.  In  that  connec- 
tion, the  GAO  noted  the  “diminishing  utility  of  the  Canal”  and  then  stated 
“Specifically,  we  have  noted  the  trend  toward  constructing  larger  ships  that 
cannot  go  through  the  Canal  and  the  evolving  U.S.  policy  in  its  continuing 
treaty  negotiations  with  the  Republic  of  Panama.”  We  would  appreciate  an 
explanation  of  this  latter  statement. 

(3)  2 Canal  Zone  Code  § 412  states  that  tolls  should  be  prescribed  to  cover, 
among  other  things,  an  appropriate  share  of  the  net  costs  of  the  Canal  Zone 
Government.  Other  sections  in  the  Code  seem  to  be  more  definite  in  requiring 
the  Panama  Canal  Company  to  fully  reimburse  the  Treasury  for  the  net  cost 
of  the  Canal  Zone  Government.  Does  the  General  Accounting  Office  believe  that 
tolls  revenue  should  fully  cover  the  net  costs  of  the  Canal  Zone  Government? 

(4)  Does  the  Canal  organiaztion  observe  all  of  the  standards  of  accounting 
procedure  used  by  the  Federal  Government? 

We  would  greatly  appreciate  a rapid  response  to  our  inquiry  in  view  of  the 
current  status  of  the  measurement  rules  review  and  the  urgency  for  resolving 
the  Canal’s  financial  problems. 

Sincerely, 


Leonor  K.  (Mrs.  John  B.)  Sullivan, 

Chairman. 


Ralph  H.  Metcalfe, 

Chairman,  Suhcommittee  on  the  Panama  Canal. 


Comptroller  General  of  the  United  States, 

Washington,  D.C. 

Chairman,  Committee  on  Merehant  Marine  and  Fisheries 
Chairman,  Sudcommittee  on  the  Panama  Canal, 

Committee  on  Merchant  Marine  and  Fisheries, 

House  of  Representatives 

In  your  leter  of  February  2,  1976,  you  asked  us  to  comment  on  several  ques- 
tions relating  to  certain  accounting  and  other  financial  practices  of  the  Panama 
Canal  organization ; i.e.,  the  Panama  Canal  Company  and  the  Canal  Zone 
Government.  Your  questions  and  our  comments  thereon  are  presented  below. 

I.  ACCOUNTING  CHANGES  IN  FISCAL  YEARS  1973  THROUGH  1975 

1.  What  would  the  impact  on  fiscal  year  1973  through  1975  Canal  finances 
have  been  if  the  Canal  organization  had  not  made  the  various  accounting 
changes  that  were  implemented  during  those  years? 
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The  effect  of  the  various  accounting  changes  on  the  Canal  organization’s 
expenses  for  fiscal  year  1973  through  1975  is  shown  in  enclosure  I.  We  estimate 
that  the  accounting  changes  had  the  effect  of  increasing  the  Canal  organiza- 
tion’s expenses  by  about  $30  million  over  the  3-year  period.  Since  the  Company 
absorbs  the  net  cost  of  the  Canal  Zone  Government  and  the  effect  of  the 
government’s  accounting  changes  is  thereby  generally  reflected  in  the  Com- 
pany’s financial  statements,  we  have  consolidated  the  effects  of  the  various 
accounting  changes  for  our  reply. 

It  is  noted,  however,  that,  although  the  accounting  changes  increased 
expenses  by  about  $30  million  over  the  3-year  period,  their  impact  on  the 
operating  losses  of  the  Company  was  not  in  the  same  amount.  In  computing 
the  increased  toll  rates  which  were  implemented  in  fiscal  year  1975,  the  Com- 
pany included  the  estimated  effect  of  the  various  accounting  changes.  Thus 
the  additional  expenses  resulting  from  the  changes  were  recovered,  to  a certain 
extent,  through  the  increase  in  tolls  revenue  in  fiscal  year  1975. 

2.  Does  the  GAO  believe  that  the  Canal  organization  has  revised  its  account- 
ing practices  appropriately  to  make  changes  leading  to  decreased  current 
expenses  as  well  as  increased  ones? 

In  reviewing  the  various  accounting  changes  of  the  Canal  organization,  our 
objective  was  to  determine  whether  the  changes  would  improve  compliance 
with  generally  accepted  accounting  principles  applicable  to  regulated  businesses 
and  the  principles  and  standards  of  accounting  which  the  Comptroller  General 
prescribes  for  Federal  executive  agencies.  We  concluded  that  the  accounting- 
changes  did  improve  the  Canal  organization’s  compliance  with  the  generally 
accepted  and  prescribed  principles,  and  we  therefore  concurred  in  the  changes. 
Furthermore,  the  change  have  the  greatest  impact  on  the  Canal  organization’s 
expenses  (depreciation  of  the  cost  of  treaty  rights,  the  cost  of  excavations  of 
channels,  etc.)  was  one  that  we  had  been  generally  advocating  the  Company 
implement  since  fiscal  year  1952,  the  first  year  that  the  Company  was  in  opera- 
tion in  its  present  form.  For  further  detail  see  our  letter  to  the  Chairman  of 
the  House  Committee  on  Merchant  Marine  and  Fisheries  of  August  30,  1974 
(B-11^839). 

Thus  whether  a change  increased  or  decreased  expenses  was  not  a factor 
in  our  agreeing  with  the  accounting  changes  the  Canal  organization  made. 
As  shown  on  enclosure  I,  however,  several  of  the  changes  did  have  the  effect 
of  decreasing  expenses. 

3.  How  many  other  U.S.  Government  corporations  use  the  following  listed 
accounting  techniques  ? 

a.  Depreciation  on  titles,  treaty  rights,  excavations  of  channels,  harbors  and 
basins  and  other  works. 

b.  Allowance  of  doubtful  accounts. 

c.  Reserve  for  casualty  losses. 

d.  Expensing  minor  plant  assets. 

e.  Normalizing  costs  of  locks  overhauls. 

f.  Changing  from  a unit  basis  of  depreciation  for  certain  items  to  a com- 
posite basis. 

A table  showing  the  Saint  Lawrence  Seaway  Development  Corporation’s 
and  the  Tennessee  Valley  Authority’s  utilization  or  nonutiiization  of  accounting 
techniques  similar  to  the  six  listed  above  is  included  as  enclosure  II.  We 
limited  our  comparison  to  these  two  U.S.  Government  corporations  because 
their  operations,  at  least  in  some  respects,  are  comparable  to  those  of  the 
Canal  organization. 

Additional  comments  regarding  the  general  utilization  of  accounting  prin- 
ciples are  presented  in  response  to  your  last  question  which  is  item  IV. 

II.  CONNECTIONS,  IF  ANY,  BETWEEN  ONGOING  TREATY  NEGOTIATIONS  AND 
THE  CANAL  ORGANIZATION’S  ACCOUNTING  CHANGES 

In  referring  to  the  Company’s  plans  to  commence  depreciating  titles,  treaty 
rights,  etc.,  GAO  stated  in  its  report  on  the  fiscal  year  1973  examination  of 
the  Canal  organization  that  “Specifically,  we  have  noted  the  trend  toward 
constructing  larger  ships  that  cannot  go  through  the  Canal  and  the  evolving 
U.S.  policy  in  its  continuing  treaty  negotiations  with  the  Republic  of  Panama.” 
What  is  the  meaning  of  the  latter  part  of  this  statement? 

As  we  indicated  in  our  August  30,  1974,  letter,  the  reference  terminology  was 
used  to  refer  to  only  one  of  several  factors  that  we  considered  in  agreeing 
with  the  Company’s  selected  period  for  depreciating  the  assets.  The  treaty 
negotiations  were  not  a factor  to  our  knowledge,  to  the  Company’s  decision 
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on  the  need  for  implementing  the  accounting  principle  involved.  As  previously 
stated,  we  had  generally  advocated  implementing  this  accounting  treatment 
since  fiscal  year  1952,  long  before  the  current  treaty  negotiations  were  initiated. 

III.  LEGAL  REQUIREMENTS  FOR  THE  COMPANY  TO  ABSORB  THE  NET 
COST  OF  THE  CANAL  ZONE  GOVERNMENT 

Does  GAO  believe  that  tolls  revenue  should  fully  cover  the  net  cost  of  the 
Canal  Zone  Government? 

In  view  of  a 1958  Supreme  Court  decision  on  this  matter  and  the  subsequent 
conclusion  expressed  by  the  Panama  Canal  Subcommittee,  House  Committee  on 
Merchant  Marine  and  Fisheries,  it  seems  clear  that  the  net  cost  of  the  Canal 
Zone  Government  can  be  allocated  to  tolls  revenue  in  amounts  determinable 
at  the  discretion  of  the  Company. 

Section  412(b)  of  title  2 of  the  Canal  Zone  Code  (1963),  which  establishes 
the  formula  for  imposing  tolls,  states,  in  part,  that : 

“Tolls  shall  be  prescribed  at  rates  calculated  to  cover,  as  nearly  as  practic- 
able, all  costs  of  maintaining  and  operating  the  Panama  Canal,  together  with 
the  facilities  and  appurtenances  related  thereto,  including  interest  and  depre- 
ciation, and  an  appropriate  share  of  the  net  costs  of  operation  of  the  agency 
known  as  the  Canal  Zone  Government.” 

As  defined  in  section  62(g)  of  title  2 of  the  Canal  Zone  Code  (1970)  and 
as  historically  recorded  by  the  Canal  Zone  Government,  the  net  cost  of  the 
government  equals  the  total  cost  of  operating  that  agency,  including  deprecia- 
tion, less  recoveries  from  charges  made  to  other  U.S.  Government  agencies  and 
individuals  for  services  rendered.  The  Company  reimburses  the  U.S.  Treasury 
for  the  net  cost  of  the  Canal  Zone  Government  and  accounts  for  the  resulting 
expense  as  part  of  its  general  corporate  expense. 

After  the  Company  adopted  the  tolls  formula  in  1950,  this  office  took  the 
position  that  the  terminology  in  section  412(b)  of  title  2 of  the  Canal  Zone 
Code  required  allocating  a fixed  share  of  the  Company’s  general  corporate 
expenses,  including  the  net  cost  of  the  Canal  Zone  Government,  to  the  Com- 
pany’s various  supporting  activities.  This  requirement  appeared  to  be  needed 
so  as  to  require  an  increase  in  the  prices  charged  by  the  supporting  activities 
and  a resultant  surplus  in  tolls  revenue  over  and  above  operating  expenses. 
The  Company  disagreed  wuth  our  construction  of  the  statute.  In  1955  several 
steamship  lines  brought  suit  against  the  Company  to  require  it  to  prescribe 
lower  toll  rates  based  on  our  construction  of  the  statute.  However,  in  an 
April  28,  1958,  decision  {Panama  Canal  Company  v.  Grace  Line,  Inc.,  et  al, 
356  U.S.  309),  the  U.S.  Supreme  Court  ruled  that  the  construction  of  the  tolls 
formula  in  the  statute  (i.e.,  the  proper  method  of  allocating  general  corporate 
expenses  between  the  toll  and  support  activities)  was  itself  an  exercise  of 
discretion  best  left  to  the  expertise  of  the  agency  (the  Company)  burdened 
with  the  responsibility  for  decision. 

Following  the  decision  of  the  Supreme  Court  in  the  Grace  Line  case,  a bill 
was  introduced  in  the  86th  Congress  “To  require  Panama  Canal  tolls  to  be 
prescribed  in  accordance  with  the  tolls  formula  provided  in  section  412  of 
Title  2 of  the  Canal  Zone  Code  and  pursuant  to  the  provisions  of  the  Adminis- 
trative Procedure  Act.”  ^ At  the  hearings  on  the  bill,  the  Company  presented 
its  construction  of  the  tolls  formula  and  the  rationale  for  its  pricing  policy 
for  support  activities  based  on  that  construction  in  the  light  of  the  issues  and 
decision  in  the  Grace  Line  case.^  This  office  concurred  in  the  validity  of  the 
Comapny’s  policies  but  recommended  amendment  of  section  412  in  such  manner 
as  to  adopt  expressly  the  Company’s  construction  of  the  statute.^  In  an  unnum- 
bered report  dated  June  9,  1960,  the  Panama  Canal  Subcommittee  of  the  Plouse 
Merchant  Marine  and  Fisheries  Committee  reached  the  conclusion  on  H.R. 
10988  that : 

“After  examining  the  language  of  Section  412(b)  of  Title  2 of  the  Canal 
Zone  Code  [of  1934],  which  establishes  the  formula  for  imposition  of  tolls, 
and  after  considering  its  legislative  history  and  the  view  of  the  General 
Accounting  Office,  the  Subcommittee  is  of  the  opinion  that  the  present  practice 
of  the  Panama  Canal  Company  in  allocating  the  major  part  of  overhead  of 
supporting  services  to  the  account  of  tolls  is  proper  and  is  in  full  compliance 
with  the  law  as  it  now  reads.” 

^ It:  It: 


^ H.R.  8983,  86tl2  Congress. 

2 Hearings  on  H.R.  8983  and  H.R.  10968,  86th  Congress. 
79-367—77 8 
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“Accordingly,  there  is  no  need  for  enactment  of  this  bill  since  it  would 
merely  spell  out  in  greater  detail  what  is  in  the  Subcommittee’s  view  the 
present  requirement  of  law.”  ^ 

Therefore  in  view  of  the  Supreme  Court’s  decision  and  the  Subcommittee’s 
conclusion,  it  seems  clear  that  operating  costs  of  services,  such  as  the  net  cost 
of  the  Canal  Zone  Government,  can  be  allocated  to  tolls  in  amounts  determin- 
able at  the  discretion  of  the  Company.  Furthermore,  without  a change  in  the 
Company’s  charter  requiring  the  Company  to  be  self-sustaining,  the  unrecovered 
cost  of  an  activity  of  the  Company  has  to  be  recovered  through  tolls,  the 
Company’s  principal  source  of  revenue. 

Also  it  is  noted  that  not  all  the  net  cost  of  the  government  is  recovered 
from  tolls  revenue.  The  net  cost  of  the  government  is  a part  of  the  Company’s 
general  corporate  expenses.  Thus  these  costs  are  included  in  the  Company’s 
general  overhead  rate  which  is  used  in  establishing  prices  charged  other  U.S. 
Government  agencies  and  commercial  activities  for  such  items  as  materials 
and  electrical  power. 

IV.  ACCOUNTING  PRINCIPLES  OBSERVED  BY  THE  CANAL  ORGANIZATION 

Does  the  Canal  organization  observe  all  the  standards  of  accounting  pro- 
cedure used  by  the  Federal  Government? 

There  are  numerous  generally  accepted  accounting  principles  and  standards 
for  the  Federal  Government  and  private  businesses.  However,  only  a certain 
number  of  such  principles  and  standards  are  applicable  to  any  single  entity  or 
organization.  Such  an  entity  as  the  Canal  organization  selects  and  implements 
only  those  accounting  principles  and  standards  which  are  necessitated  by  the 
nature  of  its  operations.  For  example,  a U.S.  Government  corporation’s  sales 
on  account  may  all  be  to  other  U.S.  Government  corporations  or  agencies.  Since 
such  receivables  are  generally  considered  100  percent  collectible,  there  would 
be  no  need  for  that  Government  corporation  to  sustain  a loss  on  its  receivables 
and  therefore  no  reason  to  establish  an  allowance  for  doubtful  accounts. 

One  objective  of  our  examination  of  the  Canal  organizations’  financial  state- 
ments is  to  determine  whether  the  statements  are  presented  in  accordance 
with  generally  accepted  accounting  principles  and  the  principles  and 
standards  of  accounting  prescribed  for  executive  agencies  by  the  Comptroller 
General.  In  the  report  on  our  examination  of  the  Canal  organization’s  financial 
statements  for  fiscal  year  1973  (B-114839,  Mar.  6,  1974),  we  expressed  our 
opinion  that,  except  for  the  Company’s  failure  to  depreciate  certain  assets,  the 
financial  statements  were  presented  in  conformity  with  generally  accepted 
accounting  principles  and  theprinciples  and  standards  of  accounting  prescribed 
by  the  Comptroller  General.  We  anticipated  a similar  opinion,  excluding  the 
exception,  in  the  report  which  is  in  process  on  our  examination  of  the  Canal 
organization’s  financial  statements  for  fiscal  years  1974  and  1975. 

In  addition  to  the  report  on  our  examination  of  the  Canal  organization’s 
financial  statem.ents  for  fiscal  years  1974  and  1975,  we  also  have  a report  in 
process  to  the  Secretary  of  the  Army  covering  our  review  of  hospital  and 
electrical  rates  charged  by  the  Canal  organization.  Both  reports,  which  we 
expect  to  issue  soon,  include  our  comments  on  several  matters  that  could  affect 
the  financial  position  of  the  Canal  organization.  One  suggested  change  would 
increase  recoveries  of  expenses;  others  would  either  decrease  or  increase  ex- 
penses. For  example,  in  our  report  to  the  Secretary  of  the  Army  we  have  tenta- 
tively concluded  that  changes  should  be  made  in  the  hospital  rate  area  that 
would  (1)  increase  the  Canal  Zone  Government’s  recoveries  of  hospital  cost 
and  (2)  decrease  the  expense  incurred  by  other  U.S.  Government  agencies  for 
hospital  cost  relating  to  civilian  employees  and  their  dependents.  On  the  other 
hand  we  have  tentatively  concluded  that  changes  should  be  made  in  the 
electrical  rate  area  that  probably  would  decrease  costs  incurred  by  other  U.S. 
Government  agencies  but  increase  the  Canal  organization’s  electrical  cost.  In 
our  financial  examination  report,  we  acknowledge  the  Company’s  opinion  that 
it  should  be  allowed  a benefit  on  its  cash  deposited  with  the  U.S.  Treasury 
and  present  several  alternative  ways  of  obtaining  this  benefit.  Copies  of  these 
reports  will  be  furnished  to  the  Panama  Canal  Subcommittee. 

Elmer  B.  Staats, 

Comptroller  General  of  the  United  States. 

Enclosures. 


3 The  report  is  quoted  in  a note  following  2 C.Z.C.  412  in  the  annotated  edition  of 
the  Canal  Zone  Code. 
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ESTIMATED  EFFECT  OF  THE  VARIOUS  ACCOUNTING  CHANGES  IMPLEMENTED  BY  THE  CANAL  ORGANIZATION 
DURING  FISCAL  YEARS  1973  AND  1974 


(In  thousands  of  dollars] 


Increase  or  decrease  (— ) in  expenses 

Accounting  changes  Fiscal  year  1973  Fiscal  year  1974  Fiscal  year  1975  Total 


Depreciation  of  titles,  treaty  rights,  excavations  of 

phflnnpj^  ptr 

Change  in  service  life  of  Thatcher  Ferry  Bridge 

$8,  276 
116 

$8, 276 
116 

$16,  552 
232 

Allowance  for  doubtful  accounts: 

Current  year  charges — 

Amortization  of  portion  deferred  i 

$632 

1,000 

194 

1,003 

387  . 
1,003  _ 

Total,  effect 

Reserve  for  casualty  losses 

1,632 

350 

1, 197 
123 

1,390 

-15 

4,219 

458 

Expensing  minor  plant  assets,  i.e.,  items  costing  less 
than  $1,000: 

Current  year  charges 

Assets  on  hand  at  June  30,  1973  2 

1,034 

701 

1,034 

1,  039  . 
1,034  .. 

Total,  effect 

Normalizing  costs  of  locks  overhauls  * 

1, 034 
1,247 

1,  735 
954 

2, 073 
1,  464 

4,  842 
3,  665 

Changing  from  a unit  basis  of  depreciation  to  a com- 
posite basis 

Changes  in  service  lives  of  certain  assets 

Net  efiect 

Allowance  for  losses  on  obsolete  and  excess  materials 

and  supplies  inventories 

Deferring  cost  of  major  studies  and  extraordinary 
maintenance  projects  until  completion  and  then 
amortized  over  a 5-yr  period 

-700 
1,  000 
300 

500 

-503 

-673 

1,000 

327 

152 

-193 

-617  . 
617  . 

-16 

-162 

627 

636 

-863 

Total,  net  efiect  on  expenses 

4,555 

12,  687 

13, 126 

30,  368 

1 The  company,  in  essence,  recognized  a loss  of  accounts  receivable  totaling  about  $5,600,000  in  fiscal  year  1973.  However, 
due  to  the  large  amount  involved,  the  company  properly  elected  to  amortize  that  part  of  the  allowance  applicable  to  years 
before  fiscal  year  1973  over  5 yrs  beginning  with  fiscal  year  1973.  At  the  end  of  fiscal  year  1975,  about  $2,000,000  remained 
to  be  charged  to  operations. 

2 The  service  lives  on  items  in  the  plant  accounts  that  met  the  former  capitalization  criterion  were  adjusted  so  that  those 
assets  would  become  fully  depreciated  over  a 5-yr  period  ending  June  30, 1977. 

3 Only  changed  the  method  of  computing  the  annua!  accrual,  not  the  principal  involved.  The  company  has  used  the 
accrual  method  rather  than  the  deferred  or  actual  expenditure  method  for  recognizing  cost  of  locks  overhauls  since  fiscal 
year  1952. 

SELECTED  U.S.  GOVERNMENT  CORPORATIONS  IDENTIFIED  AS  UTILIZING  ACCOUNTING  TECHNIQUES 
SIMILAR  TO  THOSE  USED  BY  THE  CANAL  ORGANIZATION 

Does  agency  use  these  Saint  Lawrence  Seaway 

accounting  techniques?  Corporation 

Development 

Tennessee  Valley  Authority 

Depreciation  of  titles,  treaty  Yes.  Depreciation  of  land  rights,  reloca- 
rights,  excavations  of  channels,  tions,  and  channels  and  canals.  i 
etc. 

Allowance  for  doubtful  accounts..  Yes.  Has  established  such  an  account 
but  balance  was  zero  at  Dec.  31, 1975.3 
Reserve  for  casualty  losses No.3 


Expensing  versus  capitalizing  of 
minor  plant  assets. 

Accruing  cost  of  locks  overhaul  to 
normalize  cost. 


Composite  basis  of  depreciation 
for  certain  assets. 


No,  Capitalizes  both  plant  and  equipment 
items  having  useful  lives  of  over  1 yr. 
No  dollar  criterion  is  used. 

No.  Has  undertaken  one  extensive  lock 
rehabilitation  program  which  cost 
about  $9  million  incurred  over  a 5-yr 
period.  These  costs  were  treated  as 
extraordinary  expense  items  in  the 
years  incurred. 

Yes.  Uses  a composite-rate  basis  for 
calculating  depreciation. 


No.  For  land  rights  and  relocation  and 
clearing  costs.  Yes.  For  channel  im- 
provements and  shoreline  adjustments. 

Yes.  Applies  basically  to  fertilizer  sales  by 
the  division  of  chemical  operations. 

No.  Policy  is  to  amortize  cost  of  any  such 
losses  over  a reasonable  future  period. 

Yes.  Expenses  minor  plant  items  but 
generally  identifies  them  by  description, 
not  by  dollar  criterion. 

No.  The  Authority  dees  not  make  periodic 
locks  overhaul;  when  locks  are  worked 
on  the  cost  is  expensed  or,  if  appro- 
priate, capitalized. 


Yes.  The  trend  in  recent  years  has  been 
toward  changing  to  a unit  basis. 


1 Land  rights  are  easements  on  land  held  by  others;  relocation  costs  refer  to  the  cost  of  moving  property,  such  as  railroad 
facilities  and  power  lines,  incurred  during  lock  construction. 

2 The  balance  is  normally  low  since,  unlike  the  canal  organization’s  revenue,  only  a small  percent  of  the  Corporation’s 
revenue  is  derived  from  sources  other  than  tolls.  As  does  the  Panama  Canal  Company,  the  Corporation  considers  tolls 
revenue  to  be  100  pet  collectible  because  ship  operators  post  security  deposits. 

3 The  Corporation  considered  buying  liability  insurance  covering  damages  to  ships  and  injuries  to  visitors  but  decided 
against  it  because  of  its  high  cost 
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Mr.  Metcalfe.  We  have  with  us  this  morning  General  Wellborn 
Dolvin  with  the  U.S.  Negotiating  Team. 

General  Dolvin,  will  you  stand  and  be  recognized? 

We  have  Mr.  John  Becker  with  the  State  Department. 

Mr.  Becker,  will  you  stand  ? 

We  have  here  from  the  Panama  Company  Board  of  Directors, 
whom  we  are  happy  to  have  participate  and  come  here,  because  manj^ 
of  these  decisions  will  rest  with  you  also,  Mr.  Britton  Gordon,  Mr. 
Alvaro  Carta  and  Mr.  William  Price. 

We  have  with  us  two  staff  people,  Mr.  Eobert  Lockhart  and  Mr. 
Paul  Newton  from  the  House  Committee  on  Post  Office  and  Civil 
Service. 

Let  the  record  show  that  they  are  in  attendance. 

There  is  one  last  important  note  I wish  to  make : The  problems  of 
the  Canal  employees  wdiich  were  intertwined  with  the  recent  Canal 
slowdown  shall  not  go  unnoticed  in  these  hearings.  We  understand 
that  these  employee  problems  are  connected  with  the  finances  of  the 
Canal  to  some  extent  and  that  ]3ersonnel  management  matters  are 
related  to  the  successful  operation  of  the  Canal,  U.  S.  Government 
personnel  policy,  and  U.S.  Government  posture  in  the  Canal  Zone. 

With  all  these  things  in  mind,  I would  like  to  begin  these  impor- 
tant proceedings  by  welcoming  the  distinguished  Governor  of  the 
Canal  Zone,  Major  General  Harold  E.  Parfitt,  a man  who  has  had 
some  big  challenges  in  his  first  year  as  Governor  and  who  has  done 
remarkably  well  in  meeting  those  challenges. 

I would  now  like  to  recognize  the  distinguished  Chairman  of  the 
Full  Committee,  who  has  long  experience  in  the  affairs  of  the  Pan- 
ama Canal  in  her  many  legislative  years  and  who  has  also  been 
keenly  interested  in  the  affairs  of  Panama,  for  any  statement  she 
chooses  to  make. 

Mrs.  Sullivan  ? 

Mrs.  Sullivan.  Thank  you,  Mr.  Chairman  and  gentlemen  of  the 
Panama  Canal  Company,  and  all  those  interested  as  I am  in  some 
kind  of  a solution  to  the  problems  of  today. 

I wmuld  like  for  the  record  to  make  this  opening  statement  to  sort 
of  explain  where  we  are,  what  we  are  attempting  to  do,  and  at  least 
lay  out  the  problem  as  I see  it. 

As  Chairman  of  the  Committee  on  Merchant  Marine  and  Fisheries, 
a body  charged  with  oversight  and  with  legislative  responsibility 
over  interoceanic  canals,  I wish  to  make  some  observations. 

The  history  of  the  Panama  Canal  from  1879  to  the  present  time 
consists,  in  large  measure,  of  a series  of  crises,  some  of  them  major 
ones. 

Today,  it  faces  what  in  some  ways  may  prove  to  be  one  of  the 
gravest  crises  in  its  history. 

The  current  Isthmian  situation  is  the  culmination  of  a sustained 
campaign  by  the  State  Department  since  1964  to  erode  United  States 
sovereign  rights,  power  and  authority  over  the  Canal  Zone  and  the 


Ill 


Canal  through  the  salami  process  of  piecemeal  erosion,  and  all  of 
this  without  the  authorization  of  the  Congress. 

Under  the  Constitution,  only  the  Congress,  which  includes  the 
House  of  Representatives,  is  vested  with  the  power  to  dispose  of 
territory  and  other  property  of  the  United  States,  and  as  regards 
the  Canal  Zone  it  has  not  authorized  the  making  of  any  treaty  to 
dispose  of  that  territory,  or  any  property  in  it. 

The  ultimate  end  of  the  eroding  process  we  now  see  in  motion  can 
only  be  the  surrender  of  U.  S.  Sovereignty  over  the  Canal  Zone  to 
Panama,  a small,  weak  country,  allied  with  the  Cuban-Moscow  axis, 
and  in  no  way  qualified  to  assume  the  heavy  burdens  involved  in  the 
maintenance,  operation,  sanitation,  and  defense  of  the  Canal. 

Under  the  Panama  Canal  Reorganization  Act  of  1950,  Public 
Law  841,  81st  Congress,  the  Panama  Canal  Enterprise,  consisting  of 
the  Panama  Canal  and  its  indispensable  protective  frame  of  the 
Canal  Zone,  is  an  independent  agency  of  the  United  States  under 
the  President. 

Under  the  statute,  he  has  designated  only  the  Secretary  of  the 
Army  as  the  officer  of  the  United  States  responsible  for  the  Canal’s 
supervision. 

The  Reorganization  Act,  in  addition  to  these  stipulations,  also 
placed  the  Canal  on  a self-sustaining  basis,  and  specifically  provided 
that  the  levy  of  tolls  is  subject  to  provisions  of  the  1901  Hay-Paunce- 
fote  Treaty  with  Great  Britain,  the  1903  Hay-Bunau  Varilla  Treaty 
with  the  Republic  of  Panama  and  the  1914-22  Thomson-Urrutia 
Treaty  with  the  Republic  of  Colombia. 

Today  we  find  that  a combination  of  the  ending  of  the  Vietnam 
War,  the  opening  of  the  Suez  Canal,  and  the  current  depression  has 
resulted  in  a substantial  decrease  in  traffic  from  total  Canal  transits 
in  fiscal  1974  of  15,289  to  14,735  ships  in  fiscal  year  1975,  with  a cor- 
related decrease  in  toll  revenue. 

To  meet  the  resulting  financial  situation,  the  Secretary  of  the 
Army  has  approved  measures  to  reduce  costs  which  have  reduced  or 
frozen  the  pay  of  employees  who  have  no  responsibility  in  the 
premises. 

Coinciding  with  those  pay  measures,  the  State  Department’s  policy 
for  eroding  U.S.  rights,  power  and  authority  over  the  Canal  Zone 
has  further  added  to  the  concern  of  Canal  employees  and  adversely 
affected  the  efficiency  of  the  Canal  Enterprise. 

Much  of  the  controversy  surrounding  the  Canal  has  occurred  be- 
cause the  Panama  Canal  is  located  in  an  area  replete  with  hostile, 
unstable  conditions,  and  requiring  a constant  struggle  with  the  forces 
of  nature  and  other  forces  climatic,  environmental,  geologic,  engi- 
neering and  geo-political. 

The  Canal  is  approaching  the  time  for  major  modernization,  and 
in  this  connection  1 would  stress  that  the  people  of  the  United  States 
and  the  Congress  would  never  permit  large  expenditures  involved 
in  a major  modernization  project  except  for  an  area  under  the 
sovereign  control  of  the  United  States. 
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As  shown  by  experience  during  the  construction  of  the  Canal  the 
first  essential  for  operational  success  is  high  morale  of  the  employees, 
and  important  factors  in  maintaining  a high  state  of  morale  include 
not  only  commissaries,  but  also  recreational  facilities  and  financial 
security. 

The  employees  of  the  Panama  Canal  form  one  of  the  finest  indus- 
trial groups  in  the  world.  The  restoration  of  their  morale  at  the 
present  time  requires  the  reversal  of  certain  recent  pay  actions  of 
the  Secretary  of  the  Army  as  well  as  the  termination  of  negotiations 
for  surrendering  our  soverign  control  over  the  Canal  and  Canal  Zone. 

History  will  show  that  the  Canal  problem  is  not  a local  matter, 
but  part  of  a global  situation.  Upon  the  continued  undiluted  United 
States  sovereign  control  over  the  Canal  Zone  depends  not  only  the 
fate  of  the  Canal  itself,  but  that  of  the  vast  Caribbean  Basin,  which 
is  already  well  on  its  wa}^  toward  becoming  a Red  Lake. 

Upon  the  fate  of  the  Caribbean  may  depend  the  survival  of  the 
United  States  as  a free  and  independent  nation. 

So  instead  of  trying  to  balance  the  Canal  budget  by  penalizing 
hundreds  of  employees,  as  recommended  by  the  Secretary  of  the 
Army,  and  ultimately  injuring  the  Canal  this  Committee  should 
initiate  other  means  for  meeting  the  situation.  Employee  morale 
comes  first. 

I have  said  that  every  crisis  brings  its  word  and  deed.  I shall 
endeavor  to  be  brief  with  my  remaining  Avords  today  so  that  there 
will  be  time  for  those  many  deeds  which  need  to  be  done  on  the 
issues  before  us. 

The  present  financial  picture  which  is  printed  by  the  reports  of 
the  Canal  organization  is  unique  in  the  history  of  that  waterway. 

I cannot  recall,  and  I seriously  doubt  Avhether  there  ever  has  been 
a time  when  the  Canal  Company  has  suffered  financial  losses  for 
three  successive  years,  Avhen  simultaneously  some  Canal  users  see 
the  threat  of  higher  tolls  as  a reason  for  diverting  cargo  elscAvliere, 
and  Avhen  Canal  emplo^/ees  feel  so  threatened  by  wage  and  compensa- 
tion losses  that  they  stage  a sickout. 

Clearly,  there  are  some  problems  Avith  Canal  finances.  But  I prefer 
to  look  at  this  Avhole  financial  problem  in  an  optimistic  light,  and 
say  that  it  is  a matter  that  can  and  must  be  solved. 

It  seems  to  me  that  the  undeniably  strategic  location  of  the  Panama 
Canal  on  the  Isthmus  of  Panama,  and  the  savings  in  time,  effort  and 
money  that  the  Canal  offers  its  users  is  a significant  factor  which 
ought  to  allow  the  Canal  to  attract  sufficient  trade  to  keep  tolls  low, 
and  work  benefits  reasonably  adequate. 

We  in  the  Committee  thought  now  Avas  the  best  time  for  a look  at 
the  situation  and  a decision  as  to  what  should  be  done.  I think  the 
Subcommittee  Chairman  is  performing  an  important  service  in  hold- 
ing these  hearings. 

The  Panama  Canal,  because  it  has  been  a self-sustaining  organiza- 
tion, trying  to  run  an  operation  in  the  midst  of  controversial  politics, 
has  been  functioning  on  a fairly  balanced  and  tight  equation. 
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For  example,  studies  done  for  the  Panama  Canal  Company,  and 
presented  to  the  Subcommittee  in  years  past,  indicate  that  tolls  could 
be  raised  only  25  percent  before  they  would  begin  to  divert  traffic 
from  the  Canal  and  render  a toll  increase  counterproductive. 

On  the  other  hand,  when  times  are  rough  and  transits  are  down  we 
know  that  most  employees  will  find  it  difficult  to  accept  a cut  in  their 
pay  in  this  day  and  age,  even  if  it  is  warranted  by  some  extraordinary 
circumstances.  After  all,  these  Canal  emplo^^ees,  who  have  been  loyal 
and  dedicated  people,  are  subject  to  the  same  inflation  which  has 
plagued  all  of  us  in  recent  years. 

When  tolls  can  be  increased  only  to  a certain  extent,  and  when 
employee  costs  cannot  be  greatly  reduced,  it  is  necessary  to  have  higher 
levels  of  ship  traffic  to  raise  the  revenues  to  make  ends  meet. 

As  I understand  it,  the  expansion  of  world  trade  has  given  us  these 
levels  of  revenues  in  times  past,  but  not  in  the  last  few  years.  Thus, 
the  situation  at  the  present,  time  is  a two-edged  sword,  with  financial 
problems  simultaneously  cutting  away  at  the  Panama  Canal  shipping 
traffic  and  the  Canal’s  employees. 

Because  the  financial  problems  of  the  Panama  Canal  have  been  one 
of  the  stated  reasons  for  a recent  proposal  to  freeze  and  restrict  vari- 
ous wage  benefits  in  the  Canal  Zone,  we  in  the  Merchant  Marine  Com- 
mittee thought  that  the  members  and  staff  of  the  House  Post  Office 
and  Civil  Service  Committee  ought  to  be  present  at  these  hearings, 
and  be  given  the  opportunity  to  ask  relevant  questions  about  the  per- 
sonnel policies  of  the  Canal  Zone  and  the  manner  in  which  these 
policies  interact  with  Canal  finances,  and  with  applicable  Federal  law. 

We  are  pleased  to  have  some  of  the  Post  Office  Committee  staff  with 
us,  and  I hope  we  have  some  of  their  Members  come  in,  if  they  can 
get  away  from  some  of  their  other  committee  work. 

Our  first  witness,  as  the  Chairman  has  mentioned,  will  be  the  Gov- 
ernor. and  I see  Ave  have  with  him  Mr.  Steers,  the  financial  Auce- 
president,  Mr.  Constant,  the  Secretaiy  of  the  Panama  Canal  Com- 
pany, and  Mr.  Frick,  the  Personnel  Director. 

We  have  Assistant  Secretary  Veysey  testifying  this  afternoon,  and 
I think  Ave  need  to  talk  to  him  about  these  proposals,  and  I think  Mr. 
Veysey  is  going  to  have  to  answer  some  questions.  I am  sorry  he  could 
not  be  here  this  morning,  so  that  Avhen  Ave  started  Ave  would  be  able  to 
get  a picture  of  what  the  Secretary  of  Army  is  trying  to  do  to  meet 
the  conditions  of  the  situation  Ave  find  ourselves  in  at  the  present  time. 

With  that,  Mr.  Chairman,  I express  my  hope  that  we  can  get  to  the 
bottom  of  the  problems  in  these  hearings,  and  I believe  we  are  almost 
going  to  have  to  form  our  questioning  and  judgments  according  to 
Avho  is  before  us,  Avhat  they  explain,  hoAv  they  explain  it  to  us,  and 
what  they  add  to  make  as  clear  a picture  as  possible  of  Avhat  w'e  need 
to  accomplish. 

I join  the  Chairman  of  the  Subcommittee  to  Avelcome  you  gentle- 
men, and  T hope  that  you  Avill  be  as  frank  and  clear  in  expressing 
exactly  Avhat  is  facing  you,  and  what  is  facing  all  of  us,  as  the  people 
themselves,  AAdio  belie\^e  in  the  deep  necessity  of  a well-operated 
Pannma  Canal. 
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Finally,  I ask  unanimous  consent,  Mr.  Chairman,  to  have  treaties 
and  major  documents  applicable  to  the  Panama  Canal  inserted  in  the 
record  at  this  point. 

Thank  you. 

[The  documents  mentioned  follow.] 

BIDLACK-MALLARINO  TREATY 

A General  Treaty  of  Peace,  Amity,  Navigation,  and  Commerce  Between  the 
United  States  of  America  and  the  Republic  of  New  Granada  ^ 

[Signed  at  Bogota,  December  12,  1816;  ratified  by  New  Granada,  July  15, 
1847 ; ratification  advised  by  United  States  Senate,  June  3,  1848 ; ratified  by 
the  President,  June  10,  1818;  ratifications  exchanged  at  Washington,  June  10, 
1848;  proclaimed  in  Washington,  June  12,  1848;  promulgated  in  Bogota,  August 
16,  1948.] 

article  XXXV 

The  United  States  of  America  and  the  Republic  of  New  Granada  desiring  to 
make  as  durable  as  possible,  the  relations  which  are  to  be  established  between 
the  two  parties  by  virtue  of  this  treaty,  have  declared  solemnly,  and  do  agree 
to  the  following  points  : 

1st.  For  the  better  understanding  of  the  preceding  articles,  it  is,  and  has 
been  stipulated,  between  the  high  contracting  parties,  that  the  citizens,  vessels 
and  merchandize  of  the  United  States  shall  enjoy  in  the  ports  of  New  Granada, 
including  those  of  the  part  of  the  granadian  territory  generally  denominated 
Isthmus  of  Panama  from  its  southern-most  extremity  until  the  boundary  of 
Costa  Rica,  all  the  exemptions,  privileges  and  im.munities  concerning  commerce 
and  navigation,  which  are  now,  or  may  hereafter  be  enjoyed  by  Granadian 
citizens,  their  vessels  and  merchandise ; and  that  this  equality  of  favours  shall 
be  made  to  extend  to  the  passengers,  correspondence  and  merchandise  of  the 
United  States  in  their  transit  across  the  said  territory,  from  one  sea  to  the 
other.  The  Government  of  New  Granada  guarantees  to  the  Government  of  the 
United  States,  that  the  right  of  way  or  transit  across  the  Isthmus  of  Panama, 
upon  any  modes  of  communication  that  now  exist,  or  that  may  be,  hereafter, 
constructed,  shall  be  open  and  free  to  the  Government  and  citizens  of  the 
United  States,  and  for  the  transportation  of  any  articles  of  produce,  manu- 
factures or  merchandize,  of  lawful  commerce,  belonging  to  the  citizens  of  the 
United  States ; that  no  other  tolls  or  charges  shall  be  levied  or  collected  upon 
the  citizens  of  the  United  States,  or  their  said  merchandise  thus  passing  over 
any  road  or  canal  that  may  be  made  by  the  Government  of  New  Granada,  or 
by  the  authority  of  the  same,  than  is  under  like  circumstances  levied  upon  and 
collected  from  the  granadian  citizens : that  any  lawful  produce,  manufactures 
or  merchandize  belonging  to  citizens  of  the  United  States  thus  passing  from 
one  sea  to  the  other,  in  either  direction,  for  the  purpose  of  exportation  to  any 
other  foreign  country,  shall  not  be  liable  to  any  import  duties  whatever ; or 
having  paid  such  duties,  they  shall  be  entitled  to  drawback,  upon  their  exporta- 
tion : nor  shall  the  citizens  of  the  United  States  be  liable  to  any  duties,  tolls, 
or  charges  of  any  kind  to  wliieh  native  citizens  are  not  subjected  for  thus 
passing  the  said  Isthmus.  And,  in  order  to  secure  to  themselves  the  tranquil 
and  constant  enjoyment  of  these  advantages,  and  as  an  especial  compensation 
for  the  said  advantages  and  for  the  favours  they  have  acquired  by  the  4th,  5th, 
and  6th  articles  of  this  Treaty,  the  United  States  guarantee  positively  and 
efficaciously  to  New  Granada,  by  the  present  stipulation,  the  perfect  neutrality 
of  the  before  mentioned  Isthmus,  with  the  view  that  the  free  transit  from  the 
one  to  the  other  sea,  may  not  be  interrupted  or  embarassed  in  any  future  time 
while  this  Treaty  exists ; and  in  consequence,  the  United  States  also  guarantee, 
in  the  same  manner,  the  rights  of  sovereignty  and  property  which  New 
Granada  has  and  possesses  [over  the  said  territory. 


1 Manuscript,  United  States  Department  of  State,  Archives.  Treaty  Series,  No.  54. 
Also  H.  Miller,  Treaties  and  Other  International  Acts  of  the  United  States  of  America, 
V.  115-4.^>  (English  and  Spanishl  (US)  ; S.  Doc.  No.  17  (58th  Cong.,  1st  Sess.)  (Eng- 
lish) ; Colombia,  Codificacidn  Nacional,  XIII,  262—77  (Spanish)  ; Colombia,  Goleccion 

de  fratados  puhlicos  de  los  Estados  Unidos  de  Colombia 1,  38-57  (Spanish  and 

English) . 
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2d.  The  present  Treaty  shall  remain  in  full  force  and  vigor  for  the  term  of 
twenty  years,  from  the  day  of  the  exchange  of  the  ratifications ; and,  from  the 
same  day,  the  treaty  that  was  concluded  between  the  United  States  and 
Colombia  on  the  13th  of  October  1824,  shall  cease  to  have  effect,  notwith- 
standing what  was  disposed  in  the  1st  point  of  its  31st  article. 

3rd.  Notwithstanding  the  foregoing,  if  neither  party  notifies  to  the  other  its 
intention  of  reforming  any  of,  or  all,  the  articles  of  this  treaty  twelve  months 
before  the  expiration  of  the  twenty  years,  stipulated  above,  the  said  treaty 
shall  continue  binding  on  both  parties,  beyond  the  said  twenty  years,  until 
twelve  months  from  the  time  that  one  of  the  parties  notifies  its  intention  of 
proceeding  to  a reform. 

4th.  If  any  one  or  more  of  the  citizens  of  either  party  shall  infringe  any  of 
the  articles  of  this  treaty,  such  citizens  shall  be  held  personally  responsible 
for  the  same,  and  the  harmony  and  good  correspondence  between  the  nations 
shall  not  be  interrupted  thereby ; each  party  engaging  in  no  way  to  protect 
the  offender,  or  sanction  such  violation. 

5th.  If,  unfortunately,  any  of  the  articles  contained  in  this  treaty  should  be 
violated  or  infringed  in  any  way  whatever,  it  is  expressly  stipulated  that 
neither  of  the  two  contracting  parties  shall  ordain  or  authorize  any  acts  of 
reprisal,  nor  shall  declare  war  against  the  other  on  complaints  of  injuries  or 
damages,  until  the  said  partly  considering  itself  offended  shall  have  laid  before 
the  other  a statement  of  such  injuries  or  damages,  verified  by  competent 
proofs,  demanding  justice  and  satisfaction,  and  the  same  shall  have  been 
denied,  in  violation  of  the  laws  and  of  international  right. 

6th.  Any  special  or  remarkable  advantage  that  one  or  the  other  power  may 
enjoy,  from  the  foregoing  stipulations,  are  and  ought  to  be  always  understood 
in  virtue,  and  as  in  compensation  of  the  obligations  they  have  just  contracted, 
and  which  have  been  specified  in  the  first  number  of  this  article. 


HAY-PAUNCEFOTE  TREATY  ^ 

Treaty  Between  the  United  States  and  Great  Britain  to  Facilitate 
THE  Construction  of  a Ship  Canal 

[Signed  at  Washington,  November  18,  1901 ; ratification  advised  by  the  United 
States  Senate,  December  16,  1901 ; ratified  by  the  President,  December  26,  1901 ; 
ratified  by  Great  Britain,  January  20,  1902 ; ratifications  exchanged  at  Wash- 
ington, February  21,  1902 ; proclaimed  at  Washington,  February  22,  1902.] 

[articles] 

[I.  Convention  of  April  19,  1850. 

II.  Construction  of  canal. 

III.  Rules  of  neutralization. 

IV.  Change  of  sovereignty. 

V.  Ratification.] 

The  United  States  of  America  and  His  Majesty  Edward  the  Seventh, 
of  the  United  Kingdom  of  Great  Britain  and  Ireland,  and  of  the  British 
Dominions  beyond  the  Seas,  King,  and  Emperor  of  India,  being  desirous  to 
facilitate  the  construction  of  a ship  canal  to  connect  the  Atlantic  and  Pacific 
Oceans,  by  whatever  route  may  be  considered  expedient,  and  to  that  end  to 
remove  any  objection  which  may  arise  out  of  the  Convention  of  the  19th 
April,  1850,  commonly  called  the  Clayton-Bulwer  Treaty,  to  the  construction 
of  such  canal  under  the  auspices  of  the  Government  of  the  United  States, 
without  impairing  the  “general  principle”  of  neutralization  established  in 
Article  VIII  of  that  Convention  have  for  that  purpose  appointed  as  their 
Plenipotentiaries : 

The  President  of  the  United  States,  John  Hay,  Secretary  of  State  of  the 
United  States  of  America  ; 

And  His  Majesty  Edward  the  Seventh,  of  the  United  Kingdom  of  Great 
Britain  and  Ireland,  and  of  the  British  Dominions  beyond  the  Seas,  King,  and 
Emperor  of  India,  the  Right  Honourable  Lord  Pauncefote,  G.C.B.,  G.C.M.G., 


1 Manuscript.  United  States  Department  of  State.  Archives,  Treaty  Series  No.  401. 
Also  S.  Doc.  No.  474  (G3d  Conff.,  2d  Soss.),  pp.  292-94;  W.  M.  Malloy,  op.  cit.,  I,  782-84 
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His  Majesty’s  Ambassador  Extraordinary  and  Plenipotentiary  to  the  United 
States ; 

Who,  having  communicated  to  each  other  their  full  powers  which  were  found 
to  be  in  due  and  proper  form,  have  agreed  upon  the  following  Articles; — 

ARTICLE  I 

The  tiigh  Contracting  Parties  agree  that  the  present  Treaty  shall  supersede 
the  afore-mentioned  Convention  of  the  19th  April,  1850. 

ARTICLE  II 

It  is  agreed  that  the  canal  may  be  constructed  under  the  auspices  of  the 
Government  of  the  United  States,  either  directly  at  its  own  cost,  or  by  gift 
or  loan  of  money  to  individuals  or  Corporations,  or  through  subscription  to 
or  purchase  of  stock  or  shares,  and  that,  subject  to  the  provisions  of  the 
present  Treaty,  the  said  Government  shall  have  and  enjoy  all  the  rights  inci- 
dent to  such  construction,  as  well  as  the  exclusive  right  of  providing  for  the 
regulation  and  management  of  the  canal. 

ARTICLE  III 

The  United  States  adopts,  as  the  basis  of  the  neutralization  of  such  ship 
canal,  the  following  Rules,  substantially  as  embodied  in  the  Convention  of 
Constantinople,  signed  the  28th  of  October,  1888,  for  the  free  navigation  of 
the  Suez  Canal,  that  is  to  say  : 

1.  The  canal  shall  be  free  and  open  to  the  vessels  of  commerce  and  of  war 
of  all  nations  observing  these  Rules,  on  terms  of  entire  equality,  so  that  there 
shall  be  no  discrimination  against  any  such  nation,  or  its  citizen  or  subjects 
in  respect  of  the  conditions  or  charges  of  traffic,  or  otherwise.  Such  conditions 
and  charges  of  traffic  shall  be  just  and  equitable. 

2.  The  canal  shall  never  be  blockaded,  nor  shall  any  right  of  war  be  exer- 
cised nor  any  act  of  hostility  be  committed  within  it.  The  United  States, 
however,  shall  be  at  liberty  to  maintain  such  military  police  along  the  canal 
as  may  be  necessary  to  protect  it  against  lawlessness  and  disorder. 

3.  Vessels  of  war  of  a belligernt  shall  not  re  victual  nor  take  any  stores 
in  the  canal  except  so  far  as  may  be  strictly  necessary ; and  the  transit  of 
such  vessels  through  the  canal  shall  be  effected  with  the  least  possible  delay 
in  acordance  with  the  Regulations  in  force,  and  with  only  such  intermission 
as  may  result  from  the  necessities  of  the  service. 

Prizes  shall  be  in  all  respects  subject  to  the  same  Rules  as  vessels  of  war 
of  the  belligerents. 

4.  No  belligerent  shall  embark  or  disembark  troops,  munitions  of  war,  or 
warlike  materials  in  the  canal,  except  in  case  of  accidental  hindrance  of  the 
transit,  and  in  such  case  the  transit  shall  be  resumed  with  all  possible  dispatch. 

5.  The  provisions  of  this  Article  shall  apply  to  waters  adjacent  to  the  canal, 
within  3 marine  miles  of  either  end.  Vessels  of  war  of  a belligerent  shall  not 
remain  in  such  waters  longer  than  twenty-four  hours  at  any  one  time,  except 
in  case  of  distress,  and  in  such  case  shall  depart  as  soon  as  possible ; but  a 
vessel  of  war  of  one  belligerent  shall  not  depart  within  twenty-four  hours 
from  the  departure  of  a vessel  of  war  of  the  other  belligerent. 

6.  The  plant,  establishments,  buildings,  and  all  works  necessary  to  the  con- 
struction, maintenance,  and  operation  of  the  canal  shall  be  deemed  to  be 
part  thereof,  for  the  purposes  of  this  Treaty,  and  in  time  of  war,  as  in  time 
of  peace,  shall  enjoy  complete  immunity  from  attack  or  injury  by  belligerents, 
and  from  acts  calculated  to  impair  their  usefulness  as  part  of  the  canal. 

ARTICE  IV 

It  is  agreed  that  no  change  of  territorial  sovereignty  or  of  the  international 
relations  of  the  country  or  countries  traversed  by  the  before-mentioned  canal 
shall  affect  the  general  principle  of  neutralization  or  the  obligation  of  the  High 
Contracting  Parties  under  the  present  Treaty. 

ARTICLE  V 

The  present  Treaty  shall  be  ratified  by  the  President  of  the  United  States, 
by  and  with  the  advice  and  consent  of  the  Senate  thereof,  and  by  His  Britannic 
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Majesty ; and  the  ratifications  shall  be  exchanged  at  Washington  or  at  London 
at  the  earliest  possible  time  within  six  months  from  the  date  hereof. 

In  faith  whereof  the  respective  Plenipotentiaries  have  signed  this  Treaty 
and  thereunto  affixed  their  seals. 

Done  in  duplicate  at  Washington,  the  18th  day  of  November,  in  the  year  of 
Our  Lord  one  thousand  nine  hundred  and  one. 

John  Hay.  [seal] 

Pauncefote.  [seal] 


HAY-BUNAU-VARILLA  TREATY " 

Convention  Between  the  United  States  of  America  and  the 
Republic  of  Panama 

FOR  THE  construction  OF  A SHIP  CANAL  TO  CONNECT  THE  WATERS  OF  THE 
ATLANTIC  AND  PACIFIC  OCEANS. 

[Signed  at  Washington,  November  18,  1903;  ratified  by  Panama,  December  2, 
1903 ; ratification  advised  by  United  States  Senate,  February  23,  1904 ; ratified 
by  the  President,  February  25,  1904;  ratifications  exchanged  at  Washington, 
February  26,  1904;  proclaimed  at  Washington,  February  26,  1904.] 

\_Articlcs'\ 

[I.  Independence  of  Panama. 

II.  Canal  zone. 

III.  Authority  in  canal  zone. 

IV.  Subsidiary  rights. 

V.  Monopoly  for  construction,  etc. 

VI.  Private  property. 

VII.  Panama ; Colon  ; harbors. 

VIII.  Panama  Canal  Company  and  railroad. 

IX.  Ports  at  entrance  of  canal. 

X.  Taxes,  etc. 

XI.  Official  dispatches. 

XII.  Access  of  employees. 

XIII.  Importation  into  zone. 

XIV.  Compensation. 

XV.  Joint  commissions. 

XVI.  Extradition. 

XVII.  Ports  of  Panama. 

XVIII.  Neutrality  rules. 

XIX.  Free  transport. 

XX.  Cancellation  of  existing  treaties. 

XXI.  Anterior  debts,  concessions,  etc. 

XXII.  Renunciation  of  rights  under  concessionary  contracts. 

XXIII.  Protection  of  canal. 

XXIV.  Change  in  government,  laws,  etc. 

XXV.  Coaling  stations. 

XXVI.  Ratification.] 

ISTHMIAN  CANAL  CONVENTION 

The  United  States  of  America  and  the  Republic  of  Panama  being  desirous 
to  insure  the  construction  of  a ship  canal  across  the  Isthmus  of  Panama  to 
connect  the  Atlantic  and  Pacific  oceans,  and  the  Congress  of  the  United  States 
of  America  having  passed  an  act  approved  June  28,  1902,  in  furtherance  of 
that  object,  by  which  the  President  of  the  United  States  is  authorized  to 
acquire  within  a reasonable  time  the  control  of  the  necessary  territory  of  the 
Republic  of  Colombia,  and  the  sovereignty  of  such  territory  being  actually 
vested  in  the  Republic  of  Panama,  the  high  contracting  parties  have  resolved 
for  that  purpose  to  conclude  a convention  and  have  accordingly  appointed  as 
their  plenipotentiaries, — 

The  President  of  the  United  States  of  America,  John  Hay,  Secretary  of 
State,  and 


1 Manuscript,  United  States  Department  of  State,  Archives,  Treaty  Series,  No.  431. 
Also  N.  Doc.  No.  h^h  (63d  Cong.,  2d  Sess.),  pp.  292-94;  W.  M.  Malloy,  op.  cit.,  I,  782-84 
Malloy,  op.  cit.,  II,  1349-57. 
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The  Government  of  the  Republic  of  Panama,  Philippe  Bunau-Vaeilla, 
Envoy  Extraordinary  and  Miniter  Plenipotentiary  of  the  Republic  of  Panama, 
thereunto  specially  empowered  by  said  government,  who  after  communicating 
with  each  other  their  respective  full  powers,  found  to  be  in  good  and  due 
form,  have  agreed  upon  and  concluded  the  following  articles : 


Article  I 


The  United  States  guarantees  and  will  maintain  the  independence  of  the 
Republic  of  Panama. 


Article  II 


The  Republic  of  Panama  grants  to  the  United  States  in  perpetuity  the  use, 
occupation  and  control  of  a zone  of  land  and  land  under  water  for  the  con- 
struction, maintenance,  operation,  sanitation  and  protection  of  said  Canal  of 
the  width  of  ten  miles  extending  to  the  distance  of  five  miles  on  each  side 
of  the  center  line  of  the  route  of  the  Canal  to  be  constructed;  the  said  zone 
beginning  in  the  Caribbean  Sea  three  marine  miles  from  mean  low  water  mark 
and  extending  to  and  across  the  Isthmus  of  Panama  into  the  Pacific  ocean  to  a 
distance  of  three  marine  miles  from  mean  low  water  mark  with  the  proviso 
that  the  cities  of  Panama  and  Colon  and  the  harbors  adjacent  to  said  cities, 
which  are  included  within  the  boundaries  of  the  zone  above  described,  shall 
not  be  included  within  this  grant.  The  Republic  of  Panama  further  grants 
to  the  United  States  in  perpetuity  the  use,  occupation  and  control  of  any 
other  lands  and  waters  outside  of  the  zone  above  described  which  may  be 
necessary  and  convenient  for  the  construction,  maintenance,  operation,  sanita- 
tion and  protection  of  the  said  enterprise. 

The  Republic  of  Panama  further  grants  in  like  manner  to  the  United  States 
in  perpetuity  all  islands  within  the  limits  of  the  zone  above  described  and  in 
addition  thereto  the  group  of  small  islands  in  the  Bay  of  Panama,  named 
Perico,  Naos,  Culebra  and  Flamenco. 

Article  III 


The  Republic  of  Panama  grants  to  the  United  States  all  the  rights,  power 
and  authority  within  the  zone  mentioned  and  described  in  Article  II  of  this 
agreement  and  within  the  limits  of  all  auxiliary  lands  and  waters  mentioned 
and  described  in  said  Article  II  which  the  United  States  would  possess  and 
exercise  if  it  were  the  sovereign  of  the  territory  within  which  said  lands  and 
waters  are  located  to  the  entire  exclusion  of  the  exercise  by  the  Republic  of 
Panama  of  any  such  sovereign  rights,  power  or  authority. 

Article  IV 

As  rights  subsidiary  to  the  above  grants  the  Republic  of  Panama  grants 
in  perpetuity  to  the  United  States  the  right  to  use  the  rivers,  streams,  lakes 
and  other  bodies  of  water  within  its  limits  for  navigation,  the  supply  of  water 
or  water-power  or  other  purposes,  so  far  as  the  use  of  said  rivers,  streams, 
lake  and  bodies  of  wate  and  the  waters  thereof  may  be  necessary  and  con- 
venient for  the  construction,  maintenance,  operation,  sanitation  and  protection 
of  the  said  Canal. 

Article  V 

The  Republic  of  Panama  grants  to  the  United  States  in  perpetuity  a monop- 
lakes  and  bodies  of  water  and  the  wafers  thereof  may  be  necessary  and  con- 
munication  by  means  of  canal  or  railroad  across  its  territory  between  the 
Caribbean  Sea  and  the  Pacific  Ocean. 

Article  VI 

The  grants  herein  contained  shall  in  no  manner  invalidate  the  titles  or  rights 
of  private  land  holders  or  owners  of  private  property  in  the  said  zone  or  in 
or  to  any  of  the  lands  or  waters  granted  to  the  United  States  by  the  provi- 
sions of  any  Article  of  this  treaty,  nor  shall  they  interfere  with  the  rights 
of  way  over  the  public  roads  passing  through  the  said  zone  or  over  any  of  the 
said  lands  or  waters  unless  said  rights  of  way  or  private  rights  shall  conflict 
with  rights  herein  granted  to  the  United  States  in  which  case  the  rights  of  the 


119 


United  States  shall  be  superior.  All  damages  caused  to  the  owners  of  private 
lands  or  private  property  of  any  kind  by  reason  of  the  grants  contained  in  this 
treaty  or  by  reason  of  the  operations  of  the  United  States,  its  agents  or  em- 
ployees, or  by  reason  of  the  construction,  maintenance,  operation,  sanitation 
and  protection  of  the  said  Canal  or  of  the  works  of  sanitation  and  protection 
herein  provided  for,  shall  be  appraised  and  settled  by  a joint  Commission 
appointed  by  the  Governments  of  the  United  States  and  the  Republic  of 
Panama,  whose  decisions  as  to  such  damages  shall  be  final  and  whose  awards 
as  to  such  damage  shall  be  paid  solely  by  the  United  States.  No  part  of  the 
work  on  said  Canal  or  the  Panama  railroad  or  on  any  auxiliary  works  relating 
thereto  and  authorized  by  the  terms  of  this  treaty  shall  be  prevented,  delayed 
or  impeded  by  or  pending  such  proceedings  to  ascertain  such  damages.  The 
appraisal  of  said  private  lands  and  private  property  and  the  assessment  of 
damages  to  them  shall  be  based  upon  their  value  before  the  date  of  this 
convention. 

Article  VII 

The  Republic  of  Panama  grants  to  the  United  States  within  the  limits  of 
the  cities  of  Panama  and  Colon  and  their  adjacent  harbors  and  within  the 
territory  adjacent  thereto  the  right  to  acquire  by  purchase  or  by  the  exercise 
of  the  right  of  eminent  domain,  any  lands,  buildings,  water  rights  or  other 
properties  necessary  and  convenient  for  the  construction,  maitenance,  operation 
and  protection  of  the  Canal  and  of  any  works  of  sanitation,  such  as  the  col- 
lection and  disposition  of  sewage  and  the  distribution  of  water  in  said  cities 
of  Panama  and  Colon,  which,  in  the  discretion  of  the  United  States  may  be 
tion  and  protection  of  the  said  Canal  and  railroad.  All  such  works  of  sanita- 
tion and  protection  of  the  said  Canal  and  railroad.  All  such  w^orks  of  sanita- 
tion, collection  and  disposition  of  sewage  and  distribution  of  water  in  the  cities 
of  Panama  and  Colon  shall  be  made  at  the  expense  of  the  United  States,  and 
the  Government  of  the  United  States,  its  agents  or  nominees  shall  be  authorized 
to  impose  and  collect  water  rates  and  sewerage  rates  which  shall  be  sufficient 
to  provide  for  the  payment  of  interest  and  the  amortization  of  the  principal 
of  the  cost  of  said  works  within  a period  of  fifty  years  and  upon  the  expiration 
of  said  term  of  fifty  years  the  system  of  sev\^ers  and  water  works  shall  revert 
to  and  become  the  properties  of  the  cities  of  Panama  and  Colon  respectively, 
and  the  use  of  the  water  shall  be  free  to  the  inhabitants  of  Panama  and 
Colon,  except  to  the  extent  that  water  rates  may  be  necessary  for  the  opera- 
tion and  maintenance  of  said  system  of  sewers  and  water. 

The  Republic  of  Panama  agrees  that  the  cities  of  Panama  and  Colon  shall 
comply  in  perpetuity  with  the  sanitary  ordinances  whether  of  a preventive 
or  curative  character  prescribed  by  the  United  States  and  in  case  the  Govern- 
ment of  Panama  is  unable  or  fails  in  its  duty  to  enforce  this  compliance  by 
the  cities  of  Panama  and  Colon  with  the  sanitary  ordinances  of  the  United 
States  the  Republic  of  Panama  grants  to  the  United  States  the  right  and 
authority  to  enforce  the  same. 

The  same  right  and  authority  are  granted  to  the  United  States  for  the 
maintenance  of  public  order  in  the  cities  of  Panama  and  Colon  and  the  terri- 
tories and  harbors  adjacent  thereto  in  case  the  Republic  of  Panama  should 
not  be,  in  the  judgment  of  the  United  States,  able  to  maintain  such  order. 

Article  VIII 

The  Republic  of  Panama  grants  to  the  United  States  all  rights  which  it  now 
has  or  hereafter  may  acquire  to  the  property  of  the  New  Panama  Canal 
Company  and  the  Panama  Railroad  Company  as  a result  of  the  transfer  of 
sovereignty  from  the  Republic  of  Colombia  to  the  Republic  of  Panama  over 
the  Isthmus  of  Panama  and  authorizes  the  New  Panama  Canal  Company  to 
sell  and  transfer  to  the  United  States  its  rights,  privileges,  properties  and 
concessions  as  well  as  the  Panama  Railroad  and  all  the  shares  or  part  of  the 
shares  of  that  company ; but  the  public  lands  situated  outside  of  the  zone 
described  in  Article  II  of  this  treaty  now  included  in  the  concessions  to  both 
said  enterprises  and  not  required  in  the  construction  or  operation  of  the  Canal 
shall  revert  to  the  Republic  of  Panama  except  any  property  now  owned  by  or 
in  the  possession  of  said  companies  within  Panama  or  Colon  or  the  ports  or 
terminals  thereof. 
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Article  IX 

The  United  States  agrees  that  the  ports  at  either  entrance  of  the  Canal 

and  the  waters  thereof,  and  the  Republic  of  Panama  agrees  that  the  towns  of 
Panama  and  Colon  shall  be  free  for  ail  time  so  that  there  shall  not  be  imposed 
or  collected  custom  house  toils,  tonnage,  anchorage,  lighthouse,  wharf,  pilot, 
or  quarantine  dues  or  any  other  charges  or  taxes  of  any  kind  upon  any  vessel 
using  or  passing  through  the  Canal  or  belonging  to  or  employed  by  the  United 
States,  directly  or  indirectly,  in  connection  with  the  construction,  maintenance, 
operation,  sanitation  and  protection  of  the  main  Canal,  or  auxiliary  works,  or 
upon  the  cargo,  officers,  crew,  or  passengers  of  any  such  vessels,  except  such 
tolls  and  charges  as  may  be  imposed  by  the  United  States  for  the  use  of  the 
Canal  and  other  works,  and  except  tolls  and  charges  imposed  by  the  Republic  of 
Panama  upon  merchandise  destined  to  be  introduced  for  the  consumption  of 
the  rest  of  the  Republic  of  Panama,  and  upon  vessels  touching  at  the  ports  of 
Colon  and  Panama  and  which  do  not  cross  the  Canal. 

The  Government  of  the  Republic  of  Panama  shall  have  the  right  to  estab- 
lish in  such  ports  and  in  the  towns  of  Panama  and  Colon  such  houses  and 
guards  as  it  may  deem  necessary  to  collect  duties  on  importations  destined  to 
other  portions  of  Panama  and  to  prevent  contraband  trade.  The  United  States 
shall  have  the  right  to  make  use  of  the  towns  and  harbors  of  Panama  and 
Colon  as  places  of  anchorage,  and  for  making  repairs,  for  loading,  unloading, 
depositing,  or  transshipping  cargoes  either  in  transit  or  destined  for  the  service 
of  the  Canal  and  for  other  works  pertaining  to  the  Canal. 

Article  X 

The  Republic  of  Panama  agrees  that  there  shall  not  be  imposed  any  taxes, 
national,  municipal,  departmental,  or  of  any  other  class,  upon  the  Canal,  the 
railways  and  auxiliary  works,  tugs  and  other  vessels  employed  in  the 
service  of  the  Canal,  store  houses,  work  shops,  offices,  quarters  for  laborers, 
factories  of  all  kinds,  warehouses,  wharves,  machinery  and  other  works, 
property,  and  effects  appertaining  to  the  Canal  or  railroad  and  auxiliary  works, 
or  their  officers  or  employees,  situated  within  the  cities  of  Panama  and  Colon, 
and  that  there  shall  not  be  imposed  contributions  or  charges  of  a personal 
character  of  any  kind  upon  officers,  employees,  laborers,  and  other  individuals 
in  the  service  of  the  Canal  and  railroad  and  auxiliary  works. 

Article  XI 

The  United  States  agrees  that  the  official  dispatches  of  the  Government 
of  the  Republic  of  Panama  shall  be  transmitted  over  any  telegraph  and  tele- 
phone lines  established  for  canal  purposes  and  used  for  public  and  private 
business  at  rates  not  higher  than  those  required  from  officials  in  the  service  of 
the  United  States. 

Article  XII 

The  Government  of  the  Republic  of  Panama  shall  permit  the  immigration 
and  access  to  the  lands  and  workshops  of  the  Canal  and  its  auxiliary  works  of 
all  employees  and  workmen  of  whatever  nationality  under  contract  to  work 
upon  or  seeking  employment  upon  or  in  any  wise  connected  with  the  said  Canal 
and  its  auxiliary  works,  with  their  respective  families,  and  all  such  persons 
shall  be  free  and  exempt  from  the  military  service  of  the  Republic  of  Panama. 

Article  XIII 

The  United  States  may  import  at  any  time  into  the  said  zone  and  auxiliary 
lands,  free  of  custom  duties,  imposts,  taxes,  or  other  charges,  and  without  any 
restrictions,  any  and  all  vessels,  dredges,  engines,  cars,  machinery,  tools,  explo- 
sives, materials,  supplies,  and  other  articles  necessary  and  convenient  in  the 
construction,  maintenance,  operation,  sanitation  and  protection  of  the  Canal 
and  auxiliary  works,  and  all  provisions,  medicines,  clothing,  supplies  and  other 
things  necessary  and  convenient  for  the  officers,  employees,  workmen  and 
laborers  in  the  service  and  employ  of  the  United  States  and  for  their  families. 
If  any  such  articles  are  disposed  of  for  use  outside  of  the  zone  and  auxiliary 
lands  granted  to  the  United  States  and  within  the  territory  of  the  Republic,  they 
shall  be  subject  to  the  same  import  or  other  duties  as  like  articles  imported 
under  the  laws  of  the  Republic  of  Panama. 
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Article  XIV 

As  the  price  or  compensation  for  the  rights,  powers  and  privileges  granted  in 
this  convention  by  the  Republic  of  Panama  to  the  United  States,  the  Govern- 
ment of  the  United  States  agrees  to  pay  to  the  Republic  of  Panama  the  sum  of 
ten  million  ($10,000,000)  in  gold  coin  of  the  United  States  on  the  exchange  of 
the  ratification  of  this  convention  and  also  an  annual  payment  during  the  life 
of  this  convention  of  two  hundred  and  fifty  tliousand  dollars  ($250,000)  in  like 
gold  coin,  beginning  nine  years  after  the  date  aforesaid. 

The  provisions  of  this  Article  shall  be  in  addition  to  all  other  benefits  assured 
to  the  Republic  of  Panama  under  this  convention. 

But  no  delay  or  difference  of  opinion  under  this  Article  or  any  other  provi- 
sions of  this  treaty  shall  affect  or  interrupt  the  full  operation  and  effect  of  this 
convention  in  all  other  respects. 

Article  XV 

The  .ioint  commission  referred  to  in  Article  VI  shall  be  established  as  follow's : 

The  President  of  the  United  States  shall  nominate  two  persons  and  the  Presi- 
dent of  the  Republic  of  Panama  shall  nominate  two  persons  and  they  shall 
proceed  to  a decision ; but  in  case  of  disagreement  of  the  Commission  (by  reason 
of  their  being  equally  divided  in  conclusion)  an  umpire  shall  be  appointed  by 
the  twm  Governments  wdio  shall  render  the  decision.  In  the  event  of  the  death, 
absence,  or  incapacity  of  a Commissioner  or  Umpire,  or  of  his  omitting,  declining 
or  ceasing  to  act,  his  place  shall  be  filled  by  the  appointment  of  another  person 
in  tl).e  manner  above  indicated.  All  decisions  by  a majority  of  the  Commission 
or  by  the  umpire  shall  be  final. 

Article  XVI 

The  two  Governments  shall  make  adequate  provision  by  future  agreement  for 
the  pursuit,  capture,  imprisonment,  detention  and  delivery  within  said  zone  and 
auxiliary  lands  to  the  authorities  of  the  Republic  of  Panama  of  persons  charged 
wdth  the  commitment  of  crimes,  felonies  or  misdemeanors  without  said  zone  and 
for  the  pursuit,  capture,  imprisonment,  detention  and  delivery  without  said  zone 
to  the  authorities  of  the  United  States  of  persons  charged  wdth  the  commitment 
of  crimes,  felonies  and  misdemeanors  within  said  zone  and  auxiliary  lands. 

Article  XVII 

The  Republic  of  Panama  grants  to  the  United  States  the  use  of  all  the  ports 
of  the  Republic  open  to  commerce  as  places  of  refuge  for  any  vessels  employed 
in  the  Canal  enterprise,  and  for  all  vessels  passing  or  bound  to  pass  through  the 
Canal  which  may  be  in  distress  and  be  driven  to  seek  refuge  in  said  ports.  Such 
vessels  shall  be  exempt  from  anchorage  and  tonnage  dues  on  the  part  of  the 
Republic  of  Panama. 

Article  XVIII 

The  Canal,  when  constructed,  and  the  entrance  thereto  shall  be  neutral  in 
perpetuity,  and  shall  be  opened  upon  the  terms  provided  for  by  Section  I of 
Article  three  of,  and  in  conformity  with  all  the  stipulations  of,  the  treaty 
entered  into  by  the  Governments  of  the  United  States  and  Great  Britain  on 
November  18.  1901. 

Article  XIX 

The  Government  of  the  Republic  of  Panama  shall  have  the  right  to  transport 
over  the  Canal  its  vessels  and  its  troops  and  munitions  of  war  in  such  vessels 
at  all  times  -without  paying  charges  of  any  kind.  The  exemption  is  to  be  extended 
to  the  auxiliary  railwmy  for  the  transportation  of  persons  in  the  service  of  the 
Republic  of  Panama,  or  of  the  police  force  charged  wdth  the  preservation  of 
public  order  outside  of  said  zone,  as  well  as  to  their  baggage,  munitions  of  wmr 
and  supplies. 

Article  XX 

If  by  virtue  of  any  existing  treaty  in  relation  to  the  territory  of  the  Isthmus 
of  Panama,  whereof  the  obligations  shall  descend  or  be  assumed  by  the  Republic 
of  Panama,  there  may  be  any  privilege  or  concession  in  favor  of  the  Govern- 
ment or  the  citizens  and  subjects  of  a third  power  relative  to  an  interoceanic 
means  of  communication  which  in  any  of  its  terms  may  be  incompatible  with 
the  terms  of  the  present  convention,  the  Republic  of  Panama  agrees  to  cancel  or 
modify  such  treaty  in  due  form,  for  which  purpose  it  shall  give  to  the  said  third 
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power  the  requisite  notification  within  the  term  of  four  months  from  the  date 
of  the  present  convention,  and  in  case  the  existing  treaty  contains  no  clause 
permitting  its  modifications  or  annulment,  the  Republic  of  Panama  agrees  to 
procure  its  modification  or  annulment  in  such  form  that  there  shall  not  exist 
any  conflict  with  the  stipulations  of  the  present  convention. 

Article  XXI 

The  rights  and  privileges  granted  by  the  Republic  of  Panama  to  the  United 
States  in  the  preceding  Articles  are  understood  to  be  free  of  all  anterior  debts, 
liens,  trusts,  or  liabilities,  or  concessions  or  privileges  to  other  Governments, 
corporations,  syndicates  or  individuals,  and  consequently,  if  there  should  arise 
any  claims  on  account  of  the  present  concessions  and  privileges  or  otherwise, 
the  claimants  shall  resort  to  the  Government  of  the  Republic  of  Panama  and 
not  to  the  United  States  for  any  indemnity  or  compromise  which  may  be 
required. 

Article  XXII 

The  Republic  of  Panama  renounces  and  grants  to  the  United  States  the  par- 
ticipation to  which  it  might  be  entitled  in  the  future  earnings  of  the  Canal 
under  Article  XV  of  the  concessionary  contract  with  Lucien  N.  B.  Wyse  now 
owned  by  the  New  Panama  Canal  Company  and  any  and  all  other  rights  or 
claims  of  a pecuniary  nature  arising  under  or  relating  to  said  concession,  or 
arising  under  or  relating  to  the  concessions  to  the  Panama  Railroad  Company 
or  any  extension  or  modification  thereof  and  it  likewise  renounces,  confirms  and 
grants  to  the  United  States,  now  and  hereafter,  all  the  rights  and  property 
reserved  in  the  said  concessions  which  otherwise  would  belong  to  Panama  at  or 
before  the  expiration  of  the  terms  of  ninety-nine  years  of  the  concessions 
granted  to  or  held  by  the  above  mentioned  party  and  companies,  and  all  right, 
title  and  interest  which  it  now  has  or  may  hereafter  have,  in  and  to  the  lands, 
canal,  property  and  rights  held  by  the  said  companies  under  said  concessions  or 
otherwise,  and  acquired  or  to  be  acquired  by  the  United  States  from  or  through 
The  New  Panama  Canal  Company,  including  any  property  and  rights  which 
might  or  may  in  the  future  either  by  lapse  of  time,  forfeiture  or  otherwise, 
revert  to  the  Republic  of  Panama  under  any  contracts  or  concessions,  with  said 
Wyse,  the  Universal  Panama  Canal  Company,  the  Panama  Railroad  Company 
and  the  New  Panama  Canal  Company. 

The  aforesaid  rights  and  property  shall  be  and  are  free  and  released  from  any 
present  or  reversionary  interest  in  or  claims  of  Panama  and  the  title  of  the 
United  States  thereto  upon  consummation  of  the  contemplated  purchase  by  the 
United  States  from  the  New  Panama  Canal  Company,  shall  be  absolute,  so  far 
as  concerns  the  Republic  of  Panama,  excepting  always  the  rights  of  the  Republic 
specifically  secured  under  this  treaty. 

Article  XXIII 

If  it  should  become  necessary  at  any  time  to  employ  armed  forces  for  the 
safety  or  protection  of  the  Canal,,  or  of  the  ships  that  make  use  of  the  same,  or 
the  railways  and  auxiliary  works,  the  United  States  shall  have  the  right,  at  all 
times  and  in  its  discretion,  to  use  its  police  and  its  land  and  naval  forces  or  to 
establish  fortifications  for  these  purposes. 

Article  XXIV 

No  change  either  in  the  Government  or  in  the  laws  and  treaties  of  the 
Republic  of  Panama  shall,  without  the  consent  of  the  United  States,  affect  any 
right  of  the  United  States  under  the  present  convention,  or  under  any  treaty 
stipulation  between  the  two  countries  that  now  exists  or  may  hereafter  exist 
touching  the  subject  matter  of  this  convention. 

If  the  Republic  of  Panama  shall  herafter  enter  as  a constituent  into  any  other 
Government  or  into  any  union  or  confederation  of  states,  so  as  to  merge  her 
sovereignty  or  independence  in  such  Government,  union  or  confederation,  the 
rights  of  the  United  States  under  this  convention  shall  not  be  in  any  respect 
lessened  or  impaired. 

Artiele  XXV 

For  the  better  performance  of  the  engagements  of  this  convention  and  to  the 
end  of  the  efficient  protection  of  the  Canal  and  the  preservation  of  its  neutrality, 
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the  Government  of  the  Republic  of  Panama  will  sell  or  lease  to  the  United 
States  lands  adequate  and  necessary  for  naval  or  coaling  stations  on  the  Pacific 
coast  and  on  the  western  Caribbean  coast  of  the  Republic  at  certain  points  to 
be  agreed  upon  with  the  President  of  the  United  States. 

Article  XXVI 

This  convention  when  signed  by  the  Plenipotentiaries  of  the  Contracting 
Parties  shall  be  ratified  by  the  respective  Governments  and  the  ratifications 
shall  be  exchanged  at  Washington  at  the  earliest  date  possible. 

In  faith  whereof  the  respective  Plenipotentiaries  have  signed  the  present 
convention  in  duplicate  and  have  hereunto  affixed  their  respective  seals. 

Done  at  the  city  of  Washington  the  18th  day  of  November  in  the  year  of  our 
Lord  nineteen  hundred  and  three. 

P.  Bunau  Varilla.  [seal] 

John  Hay.  [seal] 


THOMSON-URRUTIA  TREATY 
Treaty  Between  The  United  States  and  Colombia 
SETTLEMENT  OF  DIFFERENCES 

Signed  at  Bogota,  April  6,  1914;  ratification  advised  by  the  Senate  with 
amendments,  April  20,  1921;  ratified  by  the  President,  January  11,  1922; 
ratified  by  Colombia,  March  1,  1922 ; ratifications  exchanged  at  Bogota, 
March  1, 1922  ; proclaimed,  March  30, 1922. 

By  the  President  of  the  United  States  of  America 
A proclamation 

Whereas  a Treaty  between  the  United  States  of  America  and  the  Republic 
of  Colombia,  for  the  settlement  of  their  dierences  arising  out  of  the  events 
which  took  place  on  the  Isthmus  of  Panama  in  November,  1903,  was  con- 
cluded by  their  respective  Plenipotentiaries  at  Bogota  on  the  sixth  day  of 
April  in  the  year  one  thousand  nine  hundred  and  fourteen,  which  Treaty,  in 
the  English  and  Spanish  languges,  and  as  amended  by  the  Senate  of  the 
United  States,  is  word  for  word  as  follows : 

Treaty  between  the  United  States  of  America  and  the  Republic  of  Colombia 
for  the  settlement  of  their  differences  arising  out  of  the  events  which  took 
place  on  the  Isthmus  of  Panama  in  November  1903. 

The  United  States  of  America  and  the  Republic  of  Colombia  being  desirous 
to  remove  all  the  misunderstandings  growing  out  of  the  political  events  in 
Panama  in  November  1903 ; to  restore  the  cordial  friendship  that  formerly 
characterized  the  relations  between  the  two  countries,  and  also  to  define  and 
regulate  their  rights  and  interests  in  respect  of  the  interoceanic  canal  which 
the  Government  of  the  United  States  has  constructed  across  the  Isthmus  of 
Panama,  have  resolved  for  this  purpose  to  conclude  a Treaty  and  have  accord- 
ingly appointed  as  their  Plenipotentiaries ; 

His  Excellency  the  President  of  the  United  States  of  America,  Thaddeus 
Austin  Thomson,  Envoy  Extraordinary  and  Minister  Plenipotentiaries  of  the 
United  States  of  America  to  the  Government  of  the  Republic  of  Colombia ; and 

His  Excellency  the  President  of  the  Republic  of  Colombia,  Francisco  Jose 
Urrutia ; Minister  Suarez,  First  Designate  to  exercise  the  Executive  Power ; 
Nicolas  Esguerra,  Ex-Minister  of  State;  Jose  Maria  Gonzalez  Valencia,  Senator; 
Rafael  Uribe  Uribe,  Senator;  and  Antonio  Jose  Uribe,  President  of  the  House 
of  Representatives ; 

Who,  are  communicating  to  each  other  their  respective  full  powers,  which 
were  found  to  be  in  due  and  proper  form,  have  agreed  upon  the  following: 

Article  I 

The  Republic  of  Colombia  shall  enjoy  the  following  rights  in  respect  to  the 
interoceanic  Canal  and  the  Panama  Railway,  the  title  to  which  is  now  vested 
entirely  and  absolutely  in  the  United  States  of  America,  without  any  incum- 
brances or  indemnities  whatever. 
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1.  — The  Republic  of  Colombia  shall  be  at  liberty  at  all  times  to  transport 
through  the  interoceanic  Canal  its  troops,  materials  of  war  and  ships  of  war, 
without  paying  any  charges  to  the  United  States. 

2.  — The  products  of  the  soil  and  industry  of  Colombia  passing  through  the 
Canal,  as  well  as  the  Colombian  mails,  shall  be  exempt  from  any  charge  or 
duty  other  than  those  to  which  the  products  and  mails  of  the  United  States 
may  be  subject.  The  products  of  the  soil  and  industry  of  Colombia,  such  as 
cattle,  salt  and  provisions,  shall  be  admitted  to  entry  in  the  Canal  Zone,  and 
likewise  in  the  islands  and  mainland  occupied  or  which  may  be  occupied  by 
the  United  States  as  auxiliary  and  accessory  thereto,  without  paying  other 
duties  or  charges  than  those  payable  by  similar  products  of  the  United  States. 

3.  — Colombian  citizens  crossing  the  Canal  Zone,  upon  production  of  proper 
proof  of  their  nationality,  be  exempt  from  every  toll,  tax  or  duty  to  which 
citizens  of  the  United  States  are  not  subject. 

4.  — Whenever  traffic  by  the  Canal  is  interrupted  or  whenever  it  shall  be 
necessary  for  any  other  reason  to  use  the  railway,  the  troops,  materials  of  war, 
products  and  mails  of  the  Republic  of  Colombia,  as  above  mentioned,  shall, 
be  transported  on  the  Railway  between  Ancon  and  Cristobal  or  on  any  other 
Railway  substituted  therefor,  paying  only  the  same  charges  and  duties  as  are 
imposed  upon  the  troops,  materials  of  war,  products  and  mails  of  the  United 
States.  The  officers,  agents  and  employees  of  the  Government  of  Colombia  shall, 
upon  production  of  proper  proof  of  their  official  character  or  their  employment, 
also  be  entitled  to  passage  on  the  said  Railway  on  the  same  terms  as  officers, 
agents  and  employees  of  the  Government  of  the  United  States. 

5.  — Coal,  petroleum  and  sea  salt,  being  the  products  of  Colombia,  for  Colom- 
bian consumption  passing  from  the  Atlantic  coast  of  Colombia  to  any  Colombian 
port  on  the  Pacific  coast,  and  vice-versa,  shall,  whenever  traffic  by  the  canal  is 
interrupted,  be  transported  over  the  aforesaid  Railway  free  of  any  charge 
except  the  actual  cost  of  handling  and  transportation,  which  shall  not  in  any 
case  exceed  one  half  of  the  ordinary  freight  charges  levied  upon  similar  prod- 
ucts of  the  United  States  passing  over  the  Railway  and  in  transit  from  one 
port  to  another  of  the  United  States. 

Article  II 

The  Government  of  the  United  States  of  America  agrees  to  pay  at  the  City 
of  Washington  to  the  Republic  of  Colombia  the  sum  of  twenty-five  million 
dollars,  gold.  United  States  money,  as  follows : The  sum  of  five  million  dollars 
shall  be  paid  within  six  months  after  the  exchange  of  ratifications  of  the 
present  treaty,  and  reckoning  from  the  date  of  that  payment,  the  remaining 
twenty  million  dollars  shall  be  paid  in  four  annual  installments  of  five 
million  dollars  each. 

Article  III 

The  Republic  of  Colombia  recognizes  Panama  as  an  independent  nation  and 
taking  as  a basis  the  Colombian  Law  of  June  9,  1855,  agrees  that  the  boundary 
shall  be  the  following : From  Cape  Tiburon  to  the  headwaters  of  the  Rio  de  la 
Miel  and  following  the  mountain  chain  by  the  ridge  of  Gandi  to  the  Sierra  de 
Chugargun  and  that  of  Mali  going  down  by  the  ridges  of  Nigue  to  the  heights 
of  Aspave  and  from  thence  to  a point  on  the  Pacific  half  way  between  Cocalito 
and  La  Ardita. 

In  consideration  of  this  recognition,  the  Government  of  the  United  States 
will,  immediately  after  the  exchange  of  the  ratifications  of  the  present  Treaty, 
take  the  necessary  steps  in  order  to  obtain  from  the  Government  of  Panama 
the  despatch  of  a duly  accredited  agent  to  negotiate  and  conclude  with  the 
Government  of  Colombia  a Treaty  of  Peace  and  Friendship,  with  a view  to 
bring  about  both  the  establishment  of  regular  diplomatic  relations  between 
Colombia  and  Panama  and  the  adjustment  of  all  questions  of  pecuniary  liabil- 
ity as  between  the  two  countries,  in  accordance  with  recognized  principles  of 
law  and  precedents. 

A^'ticle  IV 

The  present  Treaty  shall  be  approved  and  ratified  by  the  High  Contracting 
Parties  in  conformity  with  their  respective  laws,  and  the  ratifications  thereof 
shall  be  exchanged  in  the  city  Bogota,  as  soon  as  may  be  possible. 
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In  faith  whereof,  the  said  Plenipotentiaries  have  signed  the  present  Treaty 
in  duplicate  and  have  hereunto  affixed  their  respective  seals. 

Done  at  the  city  of  Bogota,  the  sixth  day  of  April  in  the  year  of  our  Lord 
nineteen  hundred  and  fourteen. 


And  whereas  the  advice  and  consent  of  the  Senate  of  the  United  States  to 
the  ratification  of  the  said  Treaty  was  given  also  with  the  “understanding,  to 
be  made  a part  of  such  treaty  and  ratification,  that  the  provisions  of  section  1 
of  Article  I of  the  treaty  granting  to  the  Republic  of  Colombia  free  passage 
through  the  Panama  Canal  for  its  troops,  materials  of  war  and  ships  of  war, 
shall  not  apply  in  case  of  war  between  the  Republica  of  Colombia  and  any 
other  country”; 

And  whereas  the  said  Treaty  as  amended  by  the  Senate  and  the  above 
recited  understanding  of  the  Senate  made  a part  of  such  Treaty  have  been 
duly  ratified  on  both  parts,  and  the  ratifications  of  the  two  Governments  were 
exchanged  at  Bogota  on  the  first  day  of  March,  one  thousand  nine  hundred 
and  twenty-two ; 

Now,  therefore,  be  it  known  that  I,  Warren  G.  Harding,  President  of  the 
United  States  of  America,  have  caused  the  said  Treaty,  as  amended,  and  the 
said  understanding  made  a part  thereof,  to  be  made  public,  to  the  end  that 
the  same  and  every  article  and  clause  thereof  may  be  observed  and  fulfilled 
with  good  faith  by  the  United  States  and  the  citizens  thereof. 

In  Testimony  whereof,  I have  hereunto  set  my  hand  and  caused  the  seal 
of  the  United  States  to  be  affixed. 

Done  at  the  city  of  Washington,  this  thirtieth  day  of  March,  in  the  year  of 
our  Lord  one  thousand  nine  hundred  and  twenty-two,  and  of  the  independence 
of  the  United  States  of  America  the  one  hundred  and  forty-sixth. 

[seal]  Warkejst  G.  Harding. 

By  the  President : 

Charles  E.  Hughes 
Secretary  of  State. 


The  undersigned  Plenipotentiaries  having  met  for  the  purpose  of  exchanging 
the  ratifications  of  the  Treaty  signed  at  Bogota,  on  April  6,  1914,  between 
the  United  States  of  America  and  Colombia,  providing  for  the  settlement  of 
differences  arising  out  of  the  events  which  took  place  on  the  Isthmus  of 
Panama  in  November,  1903,  and  the  ratifications  of  the  Treaty  aforesaid  having 
been  carefully  compared  and  found  exactly  conformable  to  each  other,  the 
exchange  took  place  this  day  in  the  usual  form. 

With  reference  to  this  exchange  the  following  statement  is  incorporated  in 
the  present  Protocol  in  accordance  with  instructions  received  : 

1.  In  conformity  with  the  final  Resolution  of  the  Senate  of  the  United 
States  in  giving  its  consent  to  the  ratification  of  the  Treaty  in  question,  the 
stipulation  contained  in  the  first  clause  of  Article  one  by  which  there  is  ceded 
to  the  Republic  of  Colombia  free  passage  of  its  troops,  materials  of  war  and 
ships  of  war  through  the  Panama  Canal,  shall  not  be  applicable  in  case  of  a 
state  of  war  between  the  Republic  of  Colombia  and  any  other  country. 

2.  The  said  final  Resolution  of  the  Senate  of  the  United  States  signifies,  as 
the  Secretary  of  State  in  effect  stated  in  the  note  which  he  addressed  to  the 
Secretary  of  State  in  effect  stated  in  the  note  which  he  addressed  to  the  Colom- 
bian Legation  in  Washington  on  the  3rd  day  of  October,  1921,  that  the  Republic 
of  Colombia  and  some  other  country,  and  consequently,  the  Republic  of 
Colombia  will  not  have  the  right  of  passage,  free  of  tolls,  for  its  troops, 
materials  of  war  and  ships  of  war,  in  case  of  war  between  Colombia  and 
some  other  country,  and  consequently,  the  Republic  of  Colombia  will  be  placed, 
when  at  war  with  another  country,  on  the  same  footing  as  any  other  nation 


[seal] 

[seal] 

[seal] 

[seal] 

[seal] 

[seal] 


Rafael  Uribe  Uribe. 

Jose  M.  Gonzalez  Valencia. 
Thaddeus  Austin  Thomson. 
Francisco  Jose  Urrutia. 
Marco  Fidel  Suarez. 

Nicolas  Esguerra. 

Antonio  Jose  Uribe. 
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under  similar  conditions,  as  provided  in  the  Hay-Pauncefote  Treaty  concluded 
in  1901 ; and  that,  therefore,  the  Republic  of  Colombia  will  not  by  operation 
of  the  declaration  of  the  Senate  of  the  United  States  above  mentioned,  be 
placed  under  any  disadvantage  as  compared  with  the  other  belligerent  or  bellig- 
ergents,  in  the  Panama  Canal,  in  case  of  war  between  Colombia  and  some  other 
nation  or  nations.  With  this  understanding  the  said  Resolution  has  been 
accepted  by  the  Colombian  Congress  in  accordance  with  the  dispositions  con- 
tained in  Article  two  of  Law  fifty-six  of  1921,  “by  which  is  modified  Law 
number  fourteen  of  1914”  approving  the  Treaty. 

IN  WITNESS  WHEREOF,  they  have  signed  the  present  Protocol  of  Ex- 
change and  have  aflSxed  their  seals  thereto. 

DONE  at  Bogota,  this  first  day  of  March,  one  thousand  nine  hundred  and 
twenty-two. 

[seal]  Hoffman  Philip. 

[seal]  Antonio  Jose  Uribe. 


HULL-ALFARO  TREATY 

Treaty  Between  the  United  States  of  America  and  the  Republic  of  Panama  ‘ 

[Signed  at  Washington,  March  2,  1936;  ratified  by  Panama  2 July  17,  1939; 
ratification  advised  by  United  States  Senate,  July  25,  1939 ; ratified  by  the  Presi- 
dent, July  26,  1939;  ratification  exchanged  at  Washington,  July  27,  1939;  pro- 
claimed by  President  Roosevelt,  July  27, 1939.] 

[articles] 

[I.  Basis  of  friendship  and  cooperation. 

II.  Additional  lands  and  waters. 

III.  Commerce  in  the  Canal  Zone. 

IV.  Tax  exemptions. 

V.  Jurisdiction  over  port  facilities,  immigration  and  customs. 

VI.  Article  VII  of  1903  treaty  revised. 

VII.  Annuity  payments  adjusted, 
yill.  Colon  Corridor. 

IX.  Madden  Dam  Corridor. 

X.  Emergency  defense  measures. 

XI.  Reservation  under  previous  treaties. 

XII.  Ratification.] 

The  United  States  of  America  and  the  Republic  of  Panama,  animated  by  the 
desire  to  strengthen  further  the  bonds  of  friendship  and  cooperation  between 
the  two  countries  and  to  regulate  on  a stable  and  mutually  satisfactory  basis 
certain  questions  which  have  arisen  as  a result  of  the  construction  of  the  inter- 
oceanic  canal  across  the  Isthmus  of  Panama,  have  decided  to  conclude  a treaty, 
and  have  designated  for  this  purpose  as  their  Plenipotentiaries : 

The  President  of  the  United  States  of  America : 

Mr.  Cordell  Hull,  Secretary  of  State  of  the  United  States  of  America,  and 
Mr.  Sumner  Welles,  Assistant  Secretary  of  State  of  the  United  States  of 
America ; and 

The  President  of  the  Republic  of  Panama  : 

The  Honorable  Doctor  Ricardo  J.  Alfaro,  Envoy  Extraordinary  and  Minister 
Plenipotentiary  of  Panama  to  the  United  States  of  America,  and  the  Honorable 
Doctor  Narciso  Garay,  Envoy  Extraordinary  and  Minister  Plenipotentiary  of 
Panama  on  special  mission ; 

ARTICLE  I 

Article  I of  the  Convention  of  November  18,  1903,  is  hereby  superseded. 
There  shall  be  a perfect,  firm  and  inviolable  peace  and  sincere  friendship 
between  the  United  States  of  America  and  the  Republic  of  Panama  and  between 
their  citizens. 

1 Manuscript,  United  States  Department  of  State,  Archives,  Treaty  Series,  No  945. 

Also  S.  Ex.  Rep.  No.  5 {7&th  Cong.,  1st  Sess.).  , , ..-u  t , 

2 On  December  24,  1936,  the  President  of  Panama  signed  the  Decree  Law  approving 
the  General  Treaty  of  March  2,  1936,  and  authorizing  him  to  sign  its  ratification  in 
behalf  of  Panama,  This  he  did  on  July  17,  1939. 
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In  view  of  the  official  and  formal  opening  of  the  Panama  Canal  on  July  12,- 
1920,  the  United  States  of  America  and  the  Republic  of  Panama  declare  that 
the  provisions  of  the  Convention  of  November  18,  1903,  contemplate  the  use. 
occupation  and  control  by  the  United  States  of  America  of  the  Canal  Zone  and 
of  the  additional  lands  and  waters  under  the  jurisdiction  of  the  United  States 
of  America  for  the  purpose  of  the  efficient  maintenance,  operation,  sanitation 
and  protection  of  the  Canal  and  its  auxiliary  works. 

The  United  States  of  America  will  continue  the  maintenance  of  the  Panama 
Canal  for  the  encouragement  and  use  of  interoceanic  commerce,  and  the  two 
Governments  declare  their  willingness  to  cooperate,  as  far  as  it  is  feasible  for 
them  to  do  so,  for  the  purpose  of  insuring  the  full  and  perpetual  enjoyment  of 
the  benefits  of  all  kinds  which  the  Canal  should  afford  the  two  nations  that 
made  possible  its  construction  as  well  as  nations  interested  in  world  trade. 

ARTICLE  II 

The  United  States  of  America  declares  that  the  Republic  of  Panama  has 
loyally  and  satisfactorily  complied  with  the  obligations  which  it  entered  into 
under  Article  II  of  the  Convention  of  November  18,  1903,  by  which  it  granted 
in  perpetuity  to  the  United  States  the  use,  occupation  and  control  of  the  zone 
of  land  and  land  under  water  as  described  in  the  said  Article,  of  the  islands 
within  the  limits  of  said  zone,  of  the  group  of  small  islands  in  the  Bay  of 
Panama,  named  Perico,  Naos,  Culebra  and  Flamenco,  and  of  any  other  lands 
and  waters  outside  of  said  zone  necessary  and  convenient  for  the  construction, 
maintenance,  operation,  sanitation  and  protection  of  the  Panama  Canal  or  of 
any  auxiliary  canals  or  other  works,  and  in  recognition  thereof  the  United 
States  of  America  hereby  renounces  the  grant  made  to  it  in  perpetuity  by  the 
Republic  of  Panama  of  the  use,  occupation  and  control  of  lands  and  waters,  in 
addition  to  those  now  under  the  jurisdiction  of  the  United  States  of  America 
outside  of  the  zone  as  described  in  Article  II  of  the  aforesaid  Convention, 
which  may  be  necessary  and  convenient  for  the  construction,  maintenance, 
operation,  sanitation  and  protection  of  the  Panama  Canal  or  of  any  auxiliary 
caals  or  other  works  necessary  and  convenient  for  the  construction,  mainte- 
nance, operation,  sanitation  and  protection  of  the  said  enterprise. 

While  both  Governments  agree  that  the  requirement  of  further  lands  and 
waters  for  the  enlargement  of  the  existing  facilities  of  the  Canal  appears  to  be 
improbable,  they  nevertheless  recognize,  subject  to  the  provisions  of  Articles  I 
and  X of  this  Treaty,  their  joint  obligation  to  insure  the  effective  and  con- 
tinuous operation  of  the  Canal  and  the  preservation  of  its  neutrality,  and  con- 
sequently, if,  in  the  event  of  some  now  unforeseen  contingency,  the  utilization  of 
land  or  waters  additional  to  those  already  employed  should  be  in  fact  necessary 
for  the  maintenance,  sanitation  or  efficient  operation  of  the  Canal,  or  for  its 
effective  protection,  the  Governments  of  the  United  States  of  America  and  the 
Republic  of  Panama  will  agree  upon  such  measures  as  it  may  be  necessary  to 
take  in  order  to  insure  the  maintenance,  sanitation,  efficient  operation  and  effec- 
tive protection  of  the  Canal,  in  which  the  two  countries  are  jointly  and  vitally 
interested. 

ARTICLE  III 

In  order  to  enable  the  Republic  of  Panama  to  take  advantage  of  the  com- 
mercial opportunities  inherent  in  its  geographical  situation,  the  United  States 
of  America  agrees  as  follows : 

1)  The  sale  to  individuals  of  goods  imported  into  the  Canal  Zone  or  pur- 
chased, produced  or  manufactured  therein  by  the  Government  of  the  United 
States  of  America  shall  be  limited  by  it  to  the  persons  included  in  classes  (a) 
and  (h)  of  Section  2 of  this  Article;  and  with  regard  to  the  persons  included 
in  classes  (c),  (d)  and  (e)  of  the  said  Section  and  members  of  their  families, 
the  sales  above  mentioned  shall  be  made  only  when  such  persons  actually  reside 
in  the  Canal  Zone. 

2)  No  person  who  is  not  comprised  within  the  following  classes  shall  be 
entitled  to  reside  within  the  Canal  Zone: 

(a)  Officers,  employes,  workmen  or  laborers  in  the  service  or  employ  of  the 
United  States  of  America,  the  Panama  Canal  or  the  Panama  Railroad  Com- 
pany, and  members  of  their  families  actually  residing  with  them  ; 

(h)  Members  of  the  armed  forces  of  the  United  States  of  America  and  mem- 
bers of  their  families  actually  residing  with  them ; 
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(c)  Contractors  operating  in  tlie  Canal  Zone  and  their  employees,  workmen 
and  laborers  during  the  performance  of  contracts ; 

{cl)  Officers,  employes,  or  workmen  of  companies  entitled  under  Section  5 of 
this  Article  to  conduct  operations  in  the  Canal  Zone ; 

(e)  Persons  engaged  in  religious,  welfare,  charitable,  educational,  recreational 
and  scientific  work  exclusively  in  the  Canal  Zone ; 

(/)  Domestic  servants  of  all  the  beforementioned  persons  and  members  of  the 
families  of  the  persons  in  classes  (c),  (d)  and  (e)  actually  residing  with  them. 

3)  No  dwellings  belonging  to  the  Government  of  the  United  States  of  America 
or  to  the  Panama  Railroad  Company  and  situated  within  the  Canal  Zone  shall 
be  rented,  leased  or  sublet  except  to  persons  within  classes  (a)  to  (e),  inclu- 
sive of  Section  2 hereinabove. 

4)  The  Government  of  the  United  States  of  America  will  continue  to  coop- 
erate in  all  proper  ways  with  the  Government  of  the  Republic  of  Panama  to 
prevent  violations  of  the  immigration  and  customs  laws  of  the  Republic  of 
Panama,  including  the  smuggling  into  territory  under  the  jurisdiction  of  the 
Republic  of  goods  imported  into  the  Canal  Zone  or  purchased,  produced  or  manu- 
factured therein  by  the  Government  of  the  United  States  of  America. 

5)  With  the  exception  of  concerns  having  a direct  relation  to  the  operation, 
maintenance,  sanitation  or  portection  of  the  Canal,  such  as  those  engaged  in 
the  operation  of  cables,  shipping,  or  dealing  in  oil  or  fuel,  the  Government  of 
the  United  States  of  America  will  not  permit  the  establishment  in  the  Canal 
Zone  of  private  business  enterprises  other  than  those  existing  therein  at  the 
time  of  the  signature  of  this  Treaty. 

6)  In  view  of  the  proximity  of  the  port  of  Balboa  to  the  city  of  Panama  and 
the  port  of  Cristobal  to  the  city  of  Colon,  the  United  States  of  America  will 
continue  to  permit,  under  suitable  regulations  and  upon  the  payment  of  proper 
charges,  vessels  entering  at  or  clearing  from  the  ports  of  the  Canal  Zone  to  use 
and  enjoy  the  dockage  and  other  facilities  of  the  said  ports  for  the  purpose  of 
loading  and  unloading  cargoes  and  receiving  or  disembarking  passengers  to  or 
from  the  territory  under  the  jurisdiction  of  the  Republic  of  Panama. 

The  Republic  of  Panama  will  permit  vessels  entering  at  or  clearing  from  the 
ports  of  Panama  or  Colon,  in  case  of  emergency  and  also  under  suitable  regu- 
lations and  upon  payment  of  proper  charges,  to  use  and  enjoy  the  dockage  and 
other  facilities  of  said  ports  for  the  purpose  of  receiving  or  disembarking 
passengers  to  or  from  the  territory  of  the  Republic  of  Panama  under  the  juris- 
diction of  the  United  States  of  America,  and  of  loading  and  unloading  cargoes 
either  in  transit  or  destined  for  the  service  of  the  Canal  or  of  works  pertaining 
to  the  Canal. 

7)  The  Government  of  the  United  States  of  America  will  extend  to  private 
merchants  residing  in  the  Republic  of  Panama  full  opportunity  for  making 
sales  to  vessels  arriving  at  terminal  ports  of  the  Canal  or  transiting  the  Canal, 
subject  always  to  appropriate  administrative  regulations  of  the  Canal  Zone. 

AETICLE  IV 

The  Government  of  the  Republic  of  Panama  shall  not  impose  import  duties 
or  taxes  of  any  kind  on  goods  destined  for  or  consigned  to  the  agencies  of  the 
Government  of  the  United  States  of  America  in  the  Republic  of  Panama  when 
the  goods  are  intended  for  the  official  use  of  such  agencies,  or  upon  goods 
destined  for  or  consigned  to  persons  included  in  classes  (a)  and  (6)  in  Sec- 
tion of  Article  III  of  this  Treaty,  who  reside  or  sojourn  in  territory  under  the 
jurisdiction  of  the  Republic  of  Panama  during  the  performance  of  their  service 
with  the  United  States  of  America,  the  Panama  Canal  or  the  Panama  Railroad 
Company,  when  the  goods  are  intended  for  their  own  use  and  benefit. 

The  United  States  of  America  shall  not  impose  import  duties  or  taxes  of  any 
kind  on  goods,  wares  and  merchandise  passing  from  territory  under  the  juris- 
diction of  the  Republic  of  Panama  into  the  Canal  Zone. 

No  charges  of  any  kind  shall  be  imposed  by  the  authorities  of  the  United 
States  of  America  upon  persons  residing  in  territory  under  the  jurisdiction  of 
the  Republic  of  Panama  passing  from  the  said  territory  into  the  Canal  Zone, 
and  no  charges  of  any  kind  shall  be  imposed  by  the  authorities  of  the  Republic 
of  Panama  upon  persons  in  the  service  of  the  United  States  of  America  or 
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residing  in  the  Canal  Zone  passing  from  the  Canal  Zone  into  territory  under 
the  jurisdiction  of  the  Republic  of  Panama,  all  other  persons  passing  from  the 
Canal  Zone  into  territory  under  the  jurisdiction  of  the  Republic  of  Panama 
being  subject  to  the  full  effects  of  the  immigration  laws  of  the  Republic. 

In  view  of  the  fact  that  the  Canal  Zone  divides  the  territory  under  the 
jurisdiction  of  the  Republic  of  Panama,  the  United  States  of  America  agrees 
that,  subject  to  such  police  regulations  as  circumstances  may  require,  Pana- 
manian citizens  who  may  occasionally  be  deported  from  the  Canal  Zone  shall 
be  assured  transit  through  the  said  Zone,  in  order  to  pass  from  one  part  to 
another  of  the  territory  under  the  jurisdiction  of  the  Republic  of  Panama. 

ARTICLE  V 

Article  IX  of  the  Convention  of  November  18,  1903,  is  hereby  superseded. 

The  Republic  of  Panama  has  the  right  to  impose  upon  merchandise  destined 
to  be  introduced  for  use  or  consumption  in  territory  under  the  jurisdiction  of 
the  Republic  of  Panama,  and  upon  vessels  touching  at  Panamanian  ports  and 
upon  the  officers,  crew  or  passengers  of  such  vessels,  the  taxes  or  charges  pro- 
vided by  the  laws  of  the  Republic  of  Panama ; it  being  understood  that  the 
Republic  of  Panama  will  continue  directly  and  exclusively  to  exercise  its  juris- 
diction over  the  ports  of  Panama  and  Colon  and  to  operate  exclusively  with 
Panamanian  personnel  such  facilities  as  are  or  may  be  established  therein  by 
the  Republic  or  by  its  authority.  Plowever,  the  Republic  of  Panama  shall  not 
impose  or  collect  any  charges  or  taxes  upon  any  vessel  using  or  passing 
through  the  Canal  which  does  not  touch  at  a port  under  Panamanian  jurisdic- 
tion or  upon  the  officers,  crew  or  passengers  of  such  vessels,  unless  they  enter 
the  Republic ; it  being  also  understood  that  taxes  and  charges  imposed  by  the 
Republic  of  Panama  upon  vessels  using  or  passing  through  the  Canal  which 
touch  at  ports  under  Panamanian  jurisdiction,  or  upon  their  cargo,  officers, 
crew  or  passengers,  shall  not  be  higher  than  those  imposed  upon  vessels  which 
touch  only  at  ports  under  Panamanian  jurisdiction  and  do  not  transit  the 
Canal,  or  upon  their  cargo,  officers,  crew  or  passengers. 

The  Republic  of  Panama  also  has  the  right  to  determine  what  persons  or 
classes  of  persons  arriving  at  ports  of  the  Canal  Zone  shall  be  admitted  to  the 
Republic  of  Panama  and  to  determine  likewise  what  persons  or  classes  of  per- 
sons arriving  at  such  ports  shall  be  excluded  from  admission  to  the  Republic 
of  Panama. 

The  United  States  of  America  will  furnish  to  the  Republic  of  Panama  free 
of  charge  the  necessary  sites  for  the  establishment  of  customhouses  in  the 
ports  of  the  Canal  Zone  for  the  collection  of  duties  on  importations  destined  to 
the  Republic  and  for  the  examination  of  merchandise,  baggage  and  passengers 
consigned  to  or  bound  for  the  Republic  of  Panama,  and  for  the  prevention  of 
contraband  trade,  it  being  understood  that  the  collection  of  duties  and  the 
examination  of  merchandise  and  passengers  by  the  agents  of  the  Government 
of  the  Republic  of  Panama,  in  accordance  with  this  provision,  shall  take  place 
only  in  the  customhouses  to  be  established  by  the  Government  of  the  Republic 
of  Panama  as  herein  provided,  and  that  the  Republic  of  Panama  will  exercise 
exclusive  jurisdiction  within  the  sites  on  which  the  customhouses  are  located 
so  far  as  concerns  the  enforcement  of  immigration  or  customs  laws  of  the 
Republic  of  Panama,  and  over  all  property  therein  contained  and  the  personnel 
therein  employed. 

To  further  the  effective  enforcement  of  the  rights  hereinbefore  recognized, 
the  Government  of  the  United  States  of  America  agrees  that,  for  the  purpose  of 
obtaining  information  useful  in  determining  whether  persons  arriving  at  ports 
of  Panama  should  be  admitted  or  excluded  from  admission  in  the  Republic, 
the  immigration  officers  of  the  Republic  of  Panama  shall  have  the  right  of 
free  access  to  vessels  upon  their  arrival  at  the  Balboa  or  Cristobal  piers  or 
vrharves  with  passengers  destined  for  the  Republic ; and  that  the  appropriate 
autliorities  of  the  Panama  Canal  will  adopt  such  administrative  regulations 
regarding  persons  entering  ports  of  the  Canal  Zone  and  destined  to  points 
vrithin  the  jurisdiction  of  the  Republic  of  Panama  as  will  facilitate  the  exer- 
cise by  the  authorities  of  Panama  of  their  jurisdiction  in  the  manner  provided 
in  Paragraph  4 of  this  Article  for  the  purposes  stated  in  Paragraph  3 thereof. 
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ARTICLE  VI 

The  first  sentence  of  Article  VII  of  the  Convention  of  November  18,  1903,  is 
hereby  amended  so  as  to  omit  the  following  phrase : “or  by  the  exercise  of  the 
right  of  eminent  domain.” 

The  third  paragraph  of  Article  VII  of  the  Convention  of  November  18,  1903, 
is  hereby  abrogated. 

ARTICLE  VII 

Beginning  with  the  annuity  payable  in  1934  the  payments  under  Article  XIV 
of  the  Convention  of  November  18,  1903,  between  the  United  States  of  America 
and  Republic  of  Panama,  shall  be  four  hundred  and  thirty  thousand  Balboas 
(B/430, 000.00)  as  defined  by  the  agreement  embodied  in  an  exchange  of  notes 
of  this  date.  The  United  States  of  America  may  discharge  its  obligation  with 
respect  to  any  such  payment,  upon  payment  in  any  coin  or  currency,  provided 
the  amount  so  paid  is  the  equivalent  of  four  hundred  and  thirty  thousand 
Balboas  (B/430,000.00)  as  so  defined. 

ARTICLE  VIII 

In  order  that  the  city  of  Colon  may  enjoy  direct  means  of  land  communi- 
cation under  Panamanian  jurisdiction  with  other  territory  under  jurisdiction 
of  the  Republic  of  Panama,  the  United  States  of  America  hereby  transfers  to 
the  Republic  of  Panama  jurisdiction  over  a corridor,  the  exact  limits  of  which 
shall  be  agreed  upon  and  demarcated  by  the  two  Governments  pursuant  to  the 
following  description : 

(а)  The  end  at  Colon  connects  with  the  southern  end  of  the  east  half  of  the 
Paseo  del  Centenario  at  Sixteenth  Street,  Colon ; thence  the  corridor  proceeds 
in  a general  southerly  direction,  parallel  to  and  east  of  Bolivar  Highway  to 
the  vicinity  of  the  northern  eadge  of  Silver  City ; thence  eastward  near  the 
shore  line  of  Folks  River,  around  the  northeast  corner  of  Silver  City ; thence 
in  a general  southeasterly  direction  and  generally  parallel  to  the  Randolph 
Road  to  a crossing  of  said  Randolph  Road,  about  1200  feet  east  of  the  East 
Diversion ; thence  in  a general  northeasterly  direction  to  the  eastern  boundary 
line  of  the  Canal  zone  near  the  southeastern  corner  of  the  Fort  Randolph 
Reservation,  southwest  of  Cativa.  The  approximate  route  of  the  corridor  is 
shown  on  the  map  which  accompanies  this  Treaty,  signed  by  the  Plenipoten- 
tiaries of  the  two  countries  and  marked  “Exhibit  A.” 

(б)  The  width  of  the  corridor  shall  be  as  follows:  25  feet  in  width  from 
the  Colon  end  to  a point  east  of  the  southern  line  of  Silver  City ; thence  100 
feet  in  width  to  Randolph  Road,  except  that,  at  any  elevated  crossing  which 
may  be  built  over  Randolph  Road  and  the  railroad,  the  corridor  will  be  no 
wider  is  necessary  to  include  the  viaduct  and  will  not  include  any  part  of 
Randolph  Road  proper,  or  of  the  railroad  right  of  way,  and  except  that,  in  case 
of  a grade  crossing  over  Randolph  Road  and  the  railroad,  the  corridor  will  be 
interrupted  by  that  highway  and  railroad ; thence  200  feet  in  width  to  the 
boundary  line  of  the  Canal  Zone. 

The  Government  of  the  United  States  of  America  will  extinguish  any  private 
titles  existing  or  which  may  exist  in  and  to  the  land  included  in  the  above- 
described  corridor. 

The  stream  and  drainage  crossings  of  any  highway  built  in  the  corridor 
shall  not  restrict  the  water  passage  to  less  than  the  capacity  of  the  existing 
streams  and  drainage. 

No  other  construction  will  take  place  within  the  corridor  than  that  relating 
to  the  construction  of  a highway  and  to  the  installation  of  electric  power, 
telephone  and  telegraph  lines ; and  the  only  activities  which  will  be  conducted 
within  the  said  corridor  will  be  those  pertaining  to  the  construction,  mainte- 
nance and  common  uses  of  a highway  and  of  power  and  communication  lines. 

The  United  States  of  America  shall  enjoy  at  all  times  the  right  of  unimpeded 
transist  across  the  said  corridor  at  any  point,  and  of  travel  along  the  corridor, 
subject  to  such  traffic  regulations  as  may  be  established  by  the  Government  of 
the  Republic  of  Panama;  and  the  Government  of  the  United  States  of  America 
shall  have  the  right  to  such  use  of  the  corridor  as  would  be  involved  in  the 
construction  of  connecting  or  intersecting  highways  or  railroads,  overhead  and 
underground  power,  telephone,  telegraph  and  pipe  lines,  and  additional  drain- 
age channels,  on  condition  that  these  structures  and  their  use  shall  not  inter- 
fere with  the  purpose  of  the  corridor  as  provided  hereinabove. 
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ARTICLE  IX 

In  order  that  direct  means  of  land  communication,  together  with  accommo- 
dation for  the  high  tension  power  transmission  lines,  may  be  provided  under 
jurisdiction  of  the  United  States  of  America  from  the  Madden  Dam  to  the 
Canal  Zone,  the  Republic  of  Panama  hereby  transfers  to  the  United  States  of 
America  jurisdiction  over  a corridor,  the  limits  of  which  shall  be  demarcated 
by  the  two  Governments  pursuant  to  the  following  descriptions : [Descriptions 
follow.] 

The  Government  of  the  Republic  of  Panama  will  extinguish  any  private  titles 
existing  or  which  may  exist  in  and  to  the  land  included  in  the  above-described 
corridor. 

The  stream  and  drainage  crossings  of  any  highway  built  in  the  corridor  shall 
not  restrict  the  water  passage  to  less  than  the  capacity  of  the  existing  streams 
and  drainage. 

No  other  construction  will  take  place  within  the  corridor  than  that  relating 
to  the  construction  of  a highway  and  to  the  installation  of  electric  power, 
telephone  and  telegraph  lines ; and  the  only  activities  which  will  be  conducted 
within  the  said  corridor  will  be  those  pertaining  to  the  construction,  mainte- 
nance and  common  uses  of  a highway,  and  of  power  and  communication  lines, 
and  auxiliary  works  thereof. 

The  Republic  of  Panama  shall  enjoy  at  all  times  the  right  of  unimpeded 
transit  across  the  said  corridor  at  any  point,  and  of  travel  along  the  corridor, 
subject  to  such  traffic  regulations  as  may  be  established  by  the  authorities  of 
the  Panama  Canal ; and  the  Government  of  the  Republic  of  Panama  shall  have 
the  right  to  such  use  of  the  corridor  as  would  be  involved  in  the  construction 
of  connecting  or  intersecting  highways  or  railroads,  overhead  and  underground 
power,  telephone,  telegraph  and  pipe  lines,  and  additional  drainage  channels, 
on  condition  that  these  structures  and  their  use  shall  not  interfere  with  the 
purpose  of  the  corridor  as  provided  hereinabove. 

ARTICLE  X 

In  case  of  an  international  conflagration  or  the  existence  of  any  threat  of 
aggression  which  would  endanger  the  security  of  the  Republic  of  Panama  or  the 
neutrality  or  security  of  the  Panama  Canal,  the  Government  of  the  United 
States  of  America  and  the  Republic  of  Panama  will  take  such  measures  of 
prevention  and  defense  as  they  may  consider  necessary  for  the  protection  of 
their  common  interests.  Any  measures,  in  safeguarding  such  interests,  which  it 
shall  appear  essential  to  one  Government  to  take,  and  which  may  affect  the 
territory  under  the  jurisdiction  of  the  other  Government,  will  be  the  subject 
of  consultation  between  the  two  Governments. 

ARTICLE  XI 

The  provisions  of  this  Treaty  shall  not  affect  the  rights  and  obligations  of 
either  of  the  two  High  Contracting  Parties  under  the  treaties  now  in  force 
between  the  two  countries,  nor  be  considered  as  a limitation,  definition,  restric- 
tion or  restrictive  interpretation  of  such  rights  and  obligations,  but  without 
prejudice  to  the  full  force  and  effect  of  any  provisions  of  this  Treaty  which 
constitute  addition  thereto,  modification  or  abrogation  of,  or  substitution  for 
the  provisions  of  previous  treaties. 

ARTICLE  xn 

The  present  Treaty  shall  be  ratified  in  accordance  with  the  constitutional 
methods  of  the  High  Contracting  Parties  and  shall  take  effect  immediately  on 
the  exchange  of  ratifications  which  shall  take  place  at  Washington. 

Ix  WITNESS  WHEREOF,  the  Plenipotentiaries  have  signed  this  Treaty  in  dupli- 
cate, in  the  English  and  Spanish  languages,  both  texts  being  authentic,  and 
have  hereunto  affixed  their  seals. 

Done  at  the  city  of  Washington  the  second  day  of  March,  1936. 


Cordell  Hull.  [seal] 

Sumner  Welles.  [seal] 

R.  J.  Alfaro.  [seal] 

Narciso  Garay.  [seal] 
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Major  Excerpts  from  Panama  Treaty  of  Mutual  Understanding 
AND  Cooperation 

TIAS  3297,  Jan.  25,  1955. 

Treaty,  with  memorandum  of  understandings  reached ; 

Signed  at  Panama  January  25,  1955  ; 

Ratification  advised  by  the  Senate  of  the  United  States  of  America  July  29,  1955  j 
Ratified  by  the  President  of  the  United  States  of  America  August  17, 1955 ; 
Ratified  by  Panama  August  15,  1955  ; 

Ratifications  exchanged  at  Washington  August  23,  1955 ; 

Proclaimed  by  the  President  of  the  United  States  of  America  August  26, 1955 ; 
Entered  into  force  August  23, 1955. 

By  the  President  of  the  United  States  of  America 
A proclamation 

Whereas  a Treaty  of  Mutual  Understanding  and  Cooperation  between  the 
United  States  of  America  and  the  Republic  of  Panama,  together  with  a related 
Memorandum  of  Understandings  Reached,  was  signed  at  Panama  on  Janu- 
ary 25,  1955 ; 

Whereas  the  texts  of  the  said  Treaty  and  related  Memorandum  of  Under- 
standings Reached,  in  the  English  and  Spanish  languages,  are  word  for  word 
as  follows : 

Treaty  of  Mutual  Understanding  and  Cooperation  Between  the 
United  States  of  America  and  the  Republic  of  Panama 

The  President  of  the  United  States  of  America  and  the  President  of  the 
Republic  of  Panama,  desirous  of  concluding  a treaty  further  to  demonstrate  the 
mutual  understanding  and  cooperation  of  the  two  countries  and  to  strengthen 
the  bonds  of  understanding  and  friendship  between  their  respective  peoples, 
have  appointed  for  that  purpose  as  their  respective  Plenipotentiaries : 

The  President  of  the  United  States  of  America:  Selden  Chapin,  Ambassador 
Extraordinary  and  Plenipotentiary  of  the  United  States  of  America  to  the 
Republic  of  Panama, 

The  President  of  the  Republic  of  Panama:  Octavio  Fabrega,  Minister  of 
Foreign  Relations  of  the  Republic  of  Panama, 

who,  having  communicated  to  one  another  their  respective  full  powers,  found 
in  good  and  due  form,  and  recognizing  that  neither  the  provisions  of  the  Con- 
vention signed  November  18,  1903,  nor  the  General  Treaty  signed  March  2,  1936, 
nor  the  present  Treaty,  may  be  modified  except  by  mutual  consent,  agree  upon 
the  following  Articles : 

ARTICLE  I 

Beginning  with  the  first  annuity  payable  after  the  exchange  of  ratifications 
of  the  present  Treaty,  the  payments  under  Article  XIV  of  the  Convention  for 
the  Construction  of  a Ship  Canal  between  the  United  States  of  America  and 
the  Republic  of  Panama,  signed  November  18,  1903,  as  amended  by  Article  VII 
of  the  General  Treaty  of  Friendship  and  Cooperation,  signed  March  2,  1936, 
shall  be  One  Million  Nine  Hundred  Thirty  Thousand  and  no/100  Balboas 
(B/1,930,000)  as  defined  by  the  agreement  embodied  in  the  exchange  of  notes 
of  March  2,  1936,  between  the  Secretary  of  State  of  the  United  States  of 
America  and  the  Members  of  the  Panamanian  Treaty  Commission.  The  United 
States  of  America  may  discharge  its  obligation  with  respect  to  any  such  pay- 
ment in  any  coin  or  currency,  provided  the  amount  so  paid  is  the  equivalent 
of  One  Million  Nine  Hundred  Thirty  Thousand  and  no/100  Balboas  (B/1,930,000) 
as  so  defined. 

On  the  date  of  the  first  payment  under  the  present  Treaty,  the  provisions 
of  this  Article  shall  supersede  the  provisions  of  Article  VII  of  the  General 
Treaty  signed  March  2,  1936. 

Notwithstanding  the  provisions  of  this  Article,  the  High  Contracting  Parties 
recognize  the  absence  of  any  obligation  on  the  part  of  either  Party  to  alter  the 
amount  of  the  annuity. 

ARTICLE  II 

(1)  Notwithstanding  the  provisions  of  Article  X of  the  Convention  signed 
November  18,  1903,  between  the  United  States  of  America  and  the  Republic  of 
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Panama,  the  United  States  of  America  agrees  that  the  Republic  of  Panama 
may,  subject  to  the  provisions  of  paragraphs  (2)  and  (3)  of  this  Article,  impose 
taxes  upon  the  income  (including  income  from  sources  within  the  Canal  Zone) 
of  all  persons  who  are  employed  in  the  service  of  the  Canal,  the  railroad,  or 
auxiliary  works,  whether  resident  within  or  outside  the  Canal  Zone,  except: 

(a)  members  of  the  Armed  Forces  of  the  United  States  of  America, 

(b)  citizens  of  the  United  States  of  America,  including  those  who  have  dual 
nationality,  and 

(c)  other  individuals  who  are  not  citizens  of  the  Republic  of  Panama  and 
who  reside  within  the  Canal  Zone. 

(2)  It  is  understood  that  any  tax  levied  pursuant  to  paragraph  (1)  of  this 
Article  shall  be  imposed  on  a non-discriminatory  basis  and  shall  in  no  case 
be  imposed  at  a rate  higher  or  more  burdensome  than  that  applicable  to  income 
of  citizens  of  the  Republic  of  Panama  generally. 

(3)  The  Republic  of  Panama  agrees  not  to  impose  taxes  on  pensions,  annui- 
ties, relief  payments,  or  other  similar  payments,  or  payments  by  way  of 
compensation  for  injuries  or  death  occurring  in  connection  with,  or  incident  to, 
service  on  the  Canal,  the  railroad,  or  auxiliary  works  paid  to  or  for  the 
benefit  of  members  of  the  Armed  Forces  or  citizens  of  the  United  States  of 
America  or  the  lawful  beneficiaries  of  such  members  or  citizens  who  reside  in 
territory  under  the  jurisdiction  of  the  Republic  of  Panama. 

The  provisions  of  this  Article  shall  be  operative  for  the  taxable  years  begin- 
ning on  or  after  the  first  day  of  January  following  the  year  in  which  the  present 
Treaty  enters  into  force. 

AETICLE  III 

Subject  to  the  provisions  of  the  succeeding  paragraphs  of  this  Article,  the 
United  States  of  America  agrees  that  the  monopoly  granted  in  perpetuity  by 
the  Republic  of  Panama  to  the  United  States  for  the  construction,  maintenance 
and  operation  of  any  system  of  communication  by  means  of  canal  or  railroad 
across  its  territory  between  the  Caribbean  Sea  and  the  Pacific  Ocean,  by 
Article  V of  the  Convention  signed  November  18,  1903,  shall  be  abrogated  as 
of  the  effective  date  of  this  Treaty  in  so  far  as  it  pertains  to  the  construction, 
maintenance  and  operation  of  any  system  of  trans-isthmian  communication  by 
railroad  within  the  territory  under  the  jurisdiction  of  the  Republic  of  Panama. 

Subject  to  the  provisions  of  the  succeeding  paragraphs  of  this  Article,  the 
United  States  further  agrees  that  the  exclusive  right  to  establish  roads  across 
the  Isthmus  of  Panama  acquired  by  the  United  States  as  a result  of  a con- 
cessionary contract  granted  to  the  Panama  Railroad  Company  shall  be  abro- 
gated as  of  the  date  of  the  entry  into  force  of  this  Treaty,  in  so  far  as  the 
right  pertains  to  the  establishment  of  roads  within  the  territory  under  the 
jurisdiction  of  the  Republic  of  Panama. 

In  view  of  the  vital  interest  of  both  countries  in  the  effective  protection  of 
the  Canal,  the  High  Contracting  Parties  further  agree  that  such  abrogation  is 
subject  to  the  understanding  that  no  system  of  inter-oceanic  communication 
within  the  territory  under  the  jurisdiction  of  the  Republic  of  Panama  by 
means  of  railroad  or  highway  may  be  financed,  constructed,  maintained,  or 
operated  directly  or  indirectly  by  a third  country  or  nationals  thereof,  unless 
in  the  opinion  of  both  High  Contracting  Parties  such  financing,  construction, 
maintenance,  or  operation  would  not  affect  the  security  of  the  Canal. 

The  High  Contracting  Parties  also  agree  that  such  abrogation  as  is  con- 
templated by  this  Article  shall  in  no  wise  affect  the  maintenance  and  operation 
of  the  present  Panama  Railroad  in  the  Canal  Zone  and  in  territory  subject  to 
the  jurisdiction  of  the  Republic  of  Panama. 

ARTICLE  IV 

The  second  paragraph  of  Article  VII  of  the  Convention  signed  November  18, 
1903,  having  to  do  with  the  issuance  of,  compliance  with,  and  enforcement  of, 
sanitary  ordinances  in  the  Cities  of  Panama  and  Colon,  shall  be  abrograted  in 
its  entirety  as  of  the  date  of  entry  into  force  of  this  Treaty. 

ARTICLE  V 

The  United  States  of  America  agrees  that,  subject  to  the  enactment  of 
legislation  by  the  Congress,  there  shall  be  conveyed  to  the  Republic  of 
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"Panama  free  of  cost  all  the  right,  title  and  interest  held  by  the  United  States 
of  America  or  its  agencies  in  and  to  certain  lands  and  improvements  in  territory 
under  the  jurisdiction  of  the  Republic  of  Panama  when  and  as  determined  by 
the  United  States  to  be  no  longer  needed  for  the  operation,  maintenance,  sani- 
tation or  protection  of  the  Panama  Canal  or  of  its  auxiliary  works,  or  for 
other  authorized  purposes  of  the  United  States  in  the  Republic  of  Panama. 
The  lands  and  improvements  referred  to  in  the  preceding  sentence  and  the 
determinations  by  the  United  States  of  America  respecting  the  same,  subject 
to  the  enactment  of  legislation  by  the  Congress,  are  designated  and  set  forth 
in  Item  2 of  the  Memorandum  of  Understandings  Reached  which  bears  the 
same  date  as  this  Treaty.  The  United  States  of  America  also  agrees  that, 
subject  to  the  enactment  of  legislation  by  the  Congress,  there  shall  be  conveyed 
to  the  Republic  of  Panama  free  of  cost  all  its  right,  title  and  interest  to  the 
land  and  improvements  in  the  area  known  as  PAITILLA  POINT  and  that 
effective  with  such  conveyance  the  United  States  of  America  shall  relinquish 
all  the  rights,  power  and  authority  granted  to  it  in  such  area  under  the  Con- 
vention signed  November  18,  1903.  The  Republic  of  Panama  agrees  to  save  the 
Government  of  the  United  States  harmless  from  any  and  all  claims  which  may 
arise  incident  to  the  conveyance  of  the  area  known  as  PAITILLA  POINT  to  the 
Republic  of  Panama. 

ARTICLE  VL 

Article  V of  the  Boundary  Convention,  signed  September  2,  1914,  between 
the  United  States  of  America  and  the  Republic  of  Panama,  shall  be  replaced 
by  the  following  provisions:  * * * [Deleted  portions  concern  exact  boundary 
lines.] 

Article  VIII  of  the  General  Treaty  signed  March  2,  1936,  as  amended  by 
Article  III  of  the  Convention  between  the  United  States  of  America  and  the 
Republic  of  Panama  regarding  the  Colon  Corridor  and  certain  other  corridors 
through  the  Canal  Zone,  signed  May  24,  1950,  is  hereby  modified  by  removing 
from  the  Colon,  or  westerly,  end  of  the  Colon  Corridor  the  portion  thereof  lying 
north  of  North  latitude  9°  21'  and  incorporating  such  portion  within  the 
boundary  of  the  City  of  Colon  as  described  above. 

This  Article  shall  become  effective  upon  completion  of  the  withdrawal  by 
the  United  States  of  America  from  the  sections  of  the  city  of  Colon  known  as 
New  Cristobal,  Colon  Beach  and  the  de  Lesseps  Area,  with  the  exception  of 
the  lots  retained  for  consulate  purposes,  except  that  it  shall  in  no  case  become 
effective  prior  to  the  exchange  of  the  instruments  of  ratification  of  this  Treaty 
and  the  exchange  of  instruments  of  ratification  of  the  Convention  signed 
May  24, 1950,  referred  to  in  the  preceding  paragraph. 

ARTICLE  VII 

The  second  paragraph  of  Article  VII  of  the  Boundary  Convention  signed 
September  2,  1914,  between  the  United  States  of  America  and  the  Republic 
of  Panama,  shall  be  abrogated  in  its  entirety  as  of  the  date  of  entry  into 
force  of  the  present  Treaty. 

The  landing  pier  situated  in  the  small  cove  on  the  southerly  side  of 
Manzanillo  Island,  constructed  pursuant  to  provisions  contained  in  the  second 
paragraph  of  Article  VII  of  the  Boundary  Convention  of  1914  between  the 
two  countries,  shall  become  the  property  of  the  Government  of  the  Republic  of 
Panama  as  of  the  date  of  entry  into  force  of  the  present  Treaty. 

ARTICLE  VIII 

(a)  The  Republic  of  Panama  will  reserve  exclusively  for  the  purpose  of 
maneuvers  and  military  training  the  area  described  in  the  maps  (Nos.  SGN-7-54 
and  SGN-8-54,  each  dated  November  17,  1954)  and  accompanying  descriptions 
prepared  by  the  Comision  Catastral  of  the  Republic  of  Panama,  attached  as 
the  Annex  hereto,  and  will  permit  the  United  States  of  America,  without  cost 
and  free  of  all  encumbrances,  exclusively  to  utilize  said  area  for  the  indicated 
purpose  for  a period  of  fifteen  (15)  years,  subject  to  extension  thereafter  as 
agreed  by  the  two  Governments.  This  authorization  includes  the  free  access 
to,  egress  from,  and  movements  within  and  over,  said  area.  This  utilization  will 
not  affect  the  sovereignty  of  the  Republic  of  Panama,  or  the  operation  of  the 
Constitution  and  the  laws  of  the  Republic  over  the  mentioned  area. 
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(b)  The  United  States  Armed  Forces,  the  members  thereof  and  their  fami- 
lies actually  residing  with  them,  and  United  States  nationals  who,  in  an  official 
capacity,  are  serving  with  or  accompanying  the  Armed  Forces  of  the  United 
States  and  members  of  their  families  actually  residing  with  them  will  be 
exempted  within  the  said  area  from  all  taxation  by  the  Republic  of  Panama  or 
any  of  its  political  subdivisions. 

(c)  Prior  to  the  expiration  of  the  period  envisaged  in  this  Article  and  within 
a reasonable  time  thereafter  the  United  States  shall  have  the  right  to  remove 
from  this  training  and  maneuver  area,  or  otherwise  to  dispose  of,  without  limi- 
tation or  restriction  all  structures,  installations,  facilities,  equipment  and  sup- 
plies brought  into,  or  constructed  or  erected  within  this  training  and  maneuver 
area  by  or  on  behalf  of  the  United  States.  The  Republic  of  Panama  will  not 
be  required  to  reimburse  the  United  States  for  any  structures,  installations^ 
facilities,  equipment  and  supplies  not  removed  or  otherwise  disposed  of  as 
provided  herein. 

(d)  The  United  States  shall  be  under  no  obligation  to  restore  this  training 
and  maneuver  area  or  the  facilities  and  installations  thereon  to  their  original 
condition  upon  the  termination  of  this  Article,  except  for  the  landing  strip 
which  will  be  returned  in  at  least  as  good  condition  as  that  obtaining  at  the 
time  of  coming  into  effect  of  this  Article. 

(e)  The  provisions  of  this  Article  shall  in  no  manner  terminate  or  modify 
the  provisions  concerning  the  holding  of  military  maneuvers  in  the  Republic 
of  Panama  established  by  the  Notes  ancillary  to  the  General  Treaty  signed 
March  2,  1936  other  than  as  provided  herein  for  this  training  and  maneuver 
area. 

ARTICLE  IX 

The  Republic  of  Panama  hereby  waives  the  right  under  Article  XIX  of  the 
Convention  signed  November  18,  1903,  to  transportation  by  railway  within  the 
Zone,  without  paying  charges  of  any  kind,  of  persons  in  the  service  of  the 
Republic  of  Panama,  or  of  the  police  force  charged  with  the  preservation  of 
public  order  outside  of  the  Canal  Zone,  as  well  as  of  their  baggage,  munitions 
of  war  and  supplies. 

ARTICLE  X 

The  high  Contracting  Parties  agree  that,  in  the  event  of  the  discontinuance 
of  the  Panama  Railroad,  and  of  the  construction  or  completion  by  the  United 
States  of  a strategic  highway  across  the  Isthmus  lying  wholly  within  the  Canal 
Zone  intended  primarily  for  serving  the  operation,  maintenance,  civil  govern- 
ment, sanitation  andprote  ction  of  the  Panama  Canal  and  Canal  Zone,  and  not- 
withstanding anything  to  the  contrary  in  Article  VI  of  the  Convention  signed 
November  18,  1903,  the  United  States  of  America  may  in  its  discretion  either 
prohibit  or  restrict  the  use,  by  busses  or  trucks  not  at  the  time  engaged  exclu- 
sively in  the  servicing  of,  or  the  transportation  of  supplies  to,  installations^ 
facilities  or  residents  of  the  Canal  Zone,  of  that  portion  of  such  highway  which 
lies  between  Mount  Hope,  Canal  Zone  and  the  intersection  of  such  highway 
with  the  Canal  Zone  section  of  the  Trans-Isthmian  Highway  referred  to  in  the 
Trans-Isthmian  Highway  Convention  between  the  United  States  of  America 
and  the  Republic  of  Panama,  signed  March  2,  1936. 

ARTICLE  XI 

The  Republic  of  Panama  agrees,  notwithstanding  the  provisions  of  Article  III 
of  the  General  Treaty  signed  March  2,  1936,  that  the  United  States  of  America 
may  extend  the  privilege  of  purchasing  at  post  exchanges  small  items  of  per- 
sonal convenience  and  items  necessary  for  professional  use,  to  military  per- 
sonnel of  friendly  third  countries  present  in  the  Zone  under  auspices  of  the 
United  States. 

ARTICLE  XII 

The  United  States  of  America  agrees  that,  effective  December  31,  1956, 
there  will  be  excluded  from  the  privilege  of  making  purchases  in  the  commis- 
saries and  other  sales  stores  in  the  Canal  Zone  as  well  as  the  privilege  of 
making  importations  into  the  Canal  Zone  all  those  persons  who  are  not  citizens 
of  the  United  States  of  America,  except  members  of  the  Armed  Forces  of  the 
United  States,  and  who  do  not  actually  reside  in  the  Canal  Zone  but  who  are 
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included  in  the  categories  of  persons  authorized  to  reside  in  said  Zone;  it 
being  understood  nevertheless  that  all  personnel  of  the  agencies  of  the  United 
States  of  America  will  be  permitted  under  adequate  controls  to  purchase  small 
articles  such  as  meals,  sweets,  chewing  gum,  tobacco  and  similar  articles  near 
the  sites  of  their  jobs. 

The  United  States  of  America  further  agrees  that,  effective  December  31, 
1956,  and  notwithstanding  the  provisions  of  the  first  paragraph  of  Article  IV 
of  the  General  Treaty  signed  March  2,  1936,  the  Government  of  the  Republic 
of  Panama  may  impose  import  duties  and  other  charges  upon  goods  destined  or 
consigned  to  persons,  other  than  citizens  of  the  United  States  of  America, 
included  in  class  (a)  in  Section  2 of  Article  III  of  said  Treaty,  who  reside  or 
sojourn  in  territory  under  the  jurisdiction  of  the  Republic  of  Panama  during 
the  performance  of  their  service  with  the  United  States  of  America  or  its 
agencies,  even  though  such  goods  are  intended  for  their  own  use  and  benefit. 

ARTICLE  XIII 

The  present  Treaty  shall  be  subject  to  ratification  and  the  instruments  of 
ratification  shall  be  exchanged  at  Washington.  It  shall  enter  into  force  on  the 
date  of  the  exchange  of  the  instruments  of  ratification. 

IN  WITNESS  WHEREOF,  the  Plenipotentiaries  have  signed  this  Treaty  in 
duplicate,  in  the  English  and  Spanish  languages,  both  texts  being  authentic, 
and  have  hereunto  afiixed  their  seals. 

DONE  at  the  City  of  Panama  the  25th  day  of  January  1955. 

FOR  THE  UNITED  STATES  OF  AMERICA  : 

[seal]  Selden  Chapin. 

FOR  THE  REPUBLIC  OF  PANAMA : 

[seal]  Octavio  Fabrega. 

Memorandum  of  Understanding  Reached 

In  connection  with  the  1953-1954  negotiations  between  representatives  of 
the  United  States  of  America  and  the  Republic  of  Panama,  which  have  resulted 
in  the  signature  of  a Treaty  between  the  two  countries,  the  following  under- 
standings have  been  reached : 

On  the  part  of  the  United  States  of  America : 

1.  Legislation  will  be  sought  which  will  authorize  each  agency  of  the  United 
States  Government  in  the  Canal  Zone  to  conform  its  existing  wage  practices 
in  the  Zone  to  the  following  principles : 

(a)  The  basic  wage  for  any  given  grade  level  will  be  the  same  for  any 
employee  eligible  for  appointment  to  the  position  without  regard  to  whether 
he  is  a citizen  of  the  United  States  or  of  the  Republic  of  Panama. 

(b)  In  the  case  of  an  employee  who  is  a citizen  of  the  United  States,  there 
may  be  added  to  the  base  pay  an  increment  representing  an  overseas  differen- 
tial plus  an  allowance  for  those  elements,  such  as  taxes,  which  operate  to 
reduce  the  disposable  income  of  such  an  employee  as  compared  with  an 
employee  who  is  a resident  of  the  area. 

(c)  The  employee  who  is  a citizen  of  the  United  States  will  also  be  eligible 
for  greater  annual  leave  benefits  and  travel  allowances  because  of  the  necessity 
for  periodic  vacations  in  the  United  States  for  recuperation  purposes  and  to 
maintain  contact  with  the  employee’s  home  environment. 

Legislation  will  be  sought  to  make  the  Civil  Service  Retirement  Act  uni- 
formly applicable  to  citizens  of  the  United  States  and  of  the  Republic  of 
Panama  employed  by  the  Government  of  the  United  States  in  the  Canal  Zone. 

The  United  States  will  afford  equality  of  opportunity  to  citizens  of  Panama 
for  employment  in  all  United  States  Government  positions  in  the  Canal  Zone 
for  which  they  are  qualified  and  in  which  the  employment  of  United  States 
citizens  is  not  required,  in  the  judgment  of  the  United  States,  for  security 
reasons. 

The  agencies  of  the  United  States  Government  will  evaluate,  classify  and 
title  all  positions  in  the  Canal  Zone  without  regard  to  the  nationality  of  the 
incumbent  or  proposed  incumbent. 

Citizens  of  Panama  will  be  afforded  opportunity  to  participate  in  such  train- 
ing programs  as  may  be  conducted  for  employees  by  United  States  agencies  in 
the  Canal  Zone. 
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2.  With  reference  to  that  part  of  Article  V of  the  Treaty  signed  today  which 
deals  with  the  conveyance  to  the  Republic  of  Panama  free  of  cost  of  all  the 
right,  title  and  interest  held  by  the  United  States  of  America  or  its  agencies 
in  and  to  certain  lands  and  improvements  situated  in  territory  under  the  juris- 
diction of  the  Republic  of  Panama,  steps  will  be  taken  as  provided  in  this  Item. 

(a)  Legislation  will  be  sought  to  authorize  and  direct  the  transfer  to  the 
Republic  of  Panama  of  all  the  right,  title  and  interest  held  by  the  United 
States  or  its  agencies  in  or  to  the  following  real  property  : 

1.  The  J.  N.  Vialette  and  Huerta  de  San  Doval  tracts  in  the  city  of  Panama 
and  the  Aspinwall  tract  on  the  Island  of  Taboga. 

2.  Las  Isletas  and  Santa  Catalina  Military  Reservations  on  the  Island  of 
Tobaga.  This  transfer  will  include  the  cable  rights-of-way  which  have  a width 
of  20  feet  (6.10  meters)  and  extend  between  the  Ancon  Cove  Military  Reserva- 
tion, and  the  Santa  Catalina  Military  Reservation,  and  between  the  El  Vigia 
Military  Reservation  and  the  Las  Isletas  Military  Reservation. 

3.  The  lot  in  Colon  now  reserved  for  consulate  purposes. 

4.  Certain  lands  on  the  westerly  shores  of  the  city  of  Colon  described  roughly 
as  extending  from  the  southerly  boundary  of  the  de  Lesseps  area  (4th  Street 
extended)  to  the  Colon-Canal  Zone  boundary  and  bounded  on  the  east  by  the 
east  wall  of  the  old  freight  house  and,  below  that  structure,  by  a line  25  feet 
(7.622  meters)  west  of  the  center  line  of  the  most  westerly  railroad  track.  This 
transfer  will  include  the  certain  improvements  consisting  of  the  old  freight 
house  and  Colon  Pier  Number  3. 

(b)  Legislation  will  be  sought  to  authorize  and  direct  the  Panama  Canal 
Company  to  remove  its  railway  terminal  operations  from  the  city  of  Panama 
and  to  transfer  to  the  Republic  of  Panama  free  of  cost  all  of  the  right,  title 
and  interest  of  the  Panama  Canal  Company  in  and  to  the  lands  known  as  the 
Panama  Railroad  Yard,  including  the  improvements  thereon  and  specifically 
including  the  railway  passenger  station.  This  action  will  also  relieve  the  Gov- 
ernment of  the  Republic  of  Panama  of  its  obligation  under  Point  10  of  the 
General  Relations  Agreement  between  the  United  States  of  America  and  the 
Republic  of  Panama  signed  May  18,  1942  to  make  available  without  cost  to  the 
Government  of  the  United  States  of  America  a suitable  new  site  for  such 
terminal  facilities. 

(c)  With  respect  to  those  areas  in  the  city  of  Colon  known  as  de  Lesseps, 
Colon  Beach  and  New  Cristobal  (with  the  exception  of  two  lots  in  the  de 
Lesseps  area  which  the  United  States  intends  to  use  for  consulate  purposes), 
legislation  will  be  sought  to  authorize  and  direct  the  gradual  withdrawal  from 
these  areas  and  the  conveyance  or  transfer  to  the  Republic  of  Panama  free  of 
cost  of  all  the  right,  title  and  interest  of  the  United  States  and  of  its  agency, 
the  Panama  Canal  Company,  in  and  to  the  lands  and  improvements  thereon. 
Under  this  process  of  gradual  withdrawal  the  United  States  Government, 
and/or  its  agencies,  will  not  be  obligated  to  install  any  new  structure  in 
such  areas  and,  as  severable  parts  of  the  areas  cease  to  be  needed,  the  lands 
and  improvements  would  be  conveyed  or  transferred.  Th  severability  of  parts 
of  the  areas  depends  upon  a number  of  practical  considerations  including 
those  having  to  do  with  the  present  obligations  of  the  United  States,  with 
respect  to  the  subject  areas,  concerning  water  and  sewerage  facilities,  street 
cleaning  and  paving,  water  supply,  et  cetera,  as  stipulated  in  the  Instrument 
of  Transfer  of  Water  and  Sewerage  Systems,  executed  between  the  Governor  of 
the  Panama  Canal  and  the  Foreign  Minister  of  Panama  on  December  28,  1945. 

(d)  With  respect  to  the  railroad  passenger  station  and  site  in  the  city  of 
Colon,  legislation  will  be  sought  to  authorize  and  direct  the  withdrawal  from 
such  site  and  structure  at  such  time  as  the  withdrawal  from  the  areas  known 
as  de  Lesseps,  Colon  Beach  and  New  Cristobal,  contemplated  by  the  next  pre- 
ceding subparagraph,  shall  have  been  fully  completed,  and  the  conveyance  to 
tlie  Republic  of  Panama  free  of  cost  of  all  the  right,  title  and  interest  of  the 
United  States  and  of  its  agency,  the  Panama  Canal  Company,  in  and  to  such 
site  and  structure.  However,  the  railroad  tracks  and  trackage  area  in  Colon, 
being  required  for  switching  purposes  serving  the  Cristobal  piers,  will  be 
retained  for  such  purposes. 

(e)  All  transfers  or  conveyances  of  lands  and  improvements  contemplated 
by  this  Item,  subject  to  legislative  authorization  and  direction,  will  necessarily 
be  made  subject  to  any  leases  which  may  be  outstanding  in  the  respective 
areas,  and  will  also  contain  provisions  fully  protecting  the  Government  of  the 
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United  States  of  America  against  any  claims  by  lessees  for  damages  or  losses 
which  may  arise  as  a result  of  such  transfers  or  conveyances. 

(f)  The  transfers  or  conveyances  contemplated  by  this  Item,  subject  to 
legislative  authorization,  are  in  addition  to  the  conveyance  of  Paitilla  Point 
as  specificially  covered  by  Article  V of  the  Treaty  signed  today,  and  to  the 
transfer  of  real  property  effected  by  Article  VI  of  said  Treaty. 

3.  Articles,  materials,  and  supplies  that  are  mined,  produced  or  manufactured 
in  the  Republic  of  Panama,  when  purchased  for  use  in  the  Canal  Zone,  will  bo 
exempted  from  the  provisions  of  the  Buy  American  Act. 

4.  Referring  to  the  exchange  of  notes  dated  March  2,  1936,  accessory  to  the 
General  Treaty  between  the  United  States  of  America  and  the  Republic  of 
Panama  signed  on  that  date,  relative  to  the  sale  to  ships  of  goods  imported 
into  the  Canal  Zone  by  the  Government  of  the  United  States  of  America,  the 
United  States  of  America  agrees,  effective  December  31,  1956,  and  in  benefit 
of  Panamanian  commerce,  to  withdraw  wholly  from,  and  thereafter  to  refrain 
from,  any  such  sales  to  ships,  provided  that  nothing  in  this  Item  shall  apply : 

(a)  to  sales  to  ships  operated  by  or  for  the  account  of  the  Government  of  the 
United  States  of  America, 

(b)  to  the  sale  of  fuel  or  lubricants,  or 

(c)  to  any  sale  or  furnishing  of  ships  stores  which  is  incidental  to  the  per- 
formance of  ship  repair  operations  by  any  agency  of  the  Government  of  the 
United  States  of  America. 

5.  Legislative  authorization  and  the  necessary  appropriations  will  be  sought 
for  the  construction  of  a bridge  at  Balboa  referred  to  in  Point  4 of  the  General 
Relations  Agreement  of  1942. 

6.  The  United  States  of  America  agrees,  effective  December  31,  1956,  to 
withdraw  from  persons  employed  by  agencies  of  the  Government  of  the  United 
States  of  America  in  the  Canal  Zone  who  are  not  citizens  of  the  United  States 
of  America  and  who  do  not  actually  reside  in  said  Zone  the  privilege  of  avail- 
ing themselves  of  services  which  are  offered  within  said  Zone  except  those 
which  are  essential  to  health  or  necessary  to  permit  them  to  perform  their 
duties. 

7.  It  is  and  will  continue  to  be  the  policy  of  the  Panama  Canal  agencies  and 
of  the  Armed  Forces  in  the  Canal  Zone  in  making  purchases  of  supplies, 
materials  and  equipment,  so  far  as  permitted  under  United  States  legislation, 
to  afford  to  the  economy  of  the  Republic  of  Panama  full  opportunity  to  compete 
for  such  business. 

8.  In  general  connection  with  the  matter  of  the  importation  of  items  of 
merchandise  for  resale  in  the  sales  stores  in  the  Canal  Zone,  it  will  be  the 
practice  of  the  agencies  concerned  to  acquire  items  either  from  United  States 
sources  or  Panamanian  sources  unless,  in  certain  instances,  it  is  not  feasible 
to  do  so. 

9.  With  respect  to  the  manufacture  and  processing  of  goods  for  sale  to  or 
consumption  by  individuals,  now  carried  on  by  the  Panama  Canal  Company, 
it  will  be  the  policy  of  the  United  States  of  America  to  terminate  such  activities 
whenever  and  for  so  long  as  such  goods,  or  particular  classes  thereof,  are  deter- 
mined by  the  United  States  of  America  to  be  available  in  the  Republic  of 
Panama  on  a continuing  basis,  in  satisfactory  qualities  and  quantities,  and  at 
reasonable  prices.  The  United  States  of  America  will  give  prompt  considera- 
tion to  a request  in  writing  on  the  part  of  the  Government  of  Panama  concern- 
ing the  termination  of  the  manufacture  or  processing  of  any  goods  covered  in 
this  Item  as  to  which  the  Government  of  Panama  may  consider  the  criteria 
specified  in  this  Item  to  have  been  met. 

10.  Prompt  consideration  will  be  given  to  withdrawing  from  the  handling 
of  commercial  cargo  for  transshipment  on  Canal  Zone  piers  so  soon  as  Pan- 
amanian port  facilities  are  in  satisfactory  operation  in  Colon. 

11.  The  United  States  agrees  that  the  term  “auxiliary  works”  as  used  in  the 
Treaty  includes  the  Armed  Forces  of  the  United  States  of  America. 

On  the  part  of  the  Republic  of  Panama : 

1.  The  Republic  of  Panama  will  lease  to  the  United  States  of  America,  free 
of  all  cost  save  for  the  recited  consideration  of  one  Balboa,  for  a period  of  99 
years,  two  parcels  of  land  contiguous  to  the  present  United  States  Embassy 
residence  site,  as  designated  on  the  sketch  (No.  SGN-9-54,  dated  November  19, 
1954)  and  accompanying  descriptions  prepared  by  the  Comision  Catastral  of 
the  Republic  of  Panama,  attached  hereto. 
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2.  The  Kepublic  of  Panama  assures  the  United  States  of  America  that  me 
property,  shown  and  described  on  the  attached  map  (No.  SGN-6-54,  dated 
October  1954)  and  accompanying  description  prepared  by  the  Comisin  Catastral 
of  the  Republic  of  Panama,  in  front  of  the  United  States  Embassy  office  build- 
ing site  and  between  the  Bay  of  Panama  and  Avenida  Balboa  as  it  may  be 
extended  between  37th  and  39  Streets,  will  be  preserved  permanently  as  a 
park  and  not  developed  for  commercial  or  residential  purposes. 

3.  So  long  as  the  United  States  of  America  maintains  in  effect  those  pro- 
visions of  Executive  Order  No.  6997  of  March  25,  1935  governing  the  importation 
of  alcoholic  beverages  into  the  Canal  Zone,  the  Republic  of  Panama  will  grant 
a reduction  of  75  percent  in  the  import  duty  on  alcoholic  beverages  which  are 
sold  in  Panama  for  importation  into  the  Canal  Zone  pursuant  to  such  Executive 
Order. 

4.  In  connection  with  the  authorization  granted  to  the  United  States  of 
America  in  Article  VIII  of  the  Treaty,  the  United  States  shall  have  free  access 
to  the  beach  areas  contiguous  to  the  maneuver  area  described  in  said  Article 
VIII  for  purposes  connected  with  training  and  maneuvers,  subject  to  the  public 
use  of  said  beach  as  provided  under  the  Constitution  of  Panama. 

The  provisions  of  this  Memorandum  of  Understandings  Reached  shall  enter 
into  force  upon  the  exchange  of  instruments  of  ratification  of  the  Treaty  signed 
this  day  by  the  United  States  of  America  and  the  Republic  of  Panama. 


THE  SPOONER  ACT^ 

(Approved  June  28,  1902.) 

An  Act  to  provide  for  the  construction  of  a canal  connecting 
the  waters  of  the  Atlantic  and  Pacific  oceans. 

Be  it  enacted  t>y  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assemhled,  That  the  President  of  the  United 
States  is  hereby  authorized  to  acquire,  for  and  on  behalf  of  the  United  States, 
at  a cost  not  exceeding  forty  millions  of  dollars,  the  rights,  privileges,  fran- 
chises, concessions,  grants  of  land,  right  of  way,  unfinished  work,  plants,  and 
other  property,  real,  personal,  and  mixed,  of  every  name  and  nature,  owned  by 
the  New  Panama  Canal  Company,  of  France,  on  the  Isthmus  of  Panama,  and 
all  its  maps,  plans,  drawings,  records  on  the  Isthmus  of  Panama  and  in  Paris, 
including  all  the  capital  stock,  not  less,  however,  than  sixty-eight  thousand 
eight  hundred  and  sixty-three  shares  of  the  Panama  Railroad  Company,  owned 
by  or  held  for  the  use  of  said  canal  company,  provided  a satisfactory  title  to 
all  of  said  property  can  be  obtained. 

Sec.  2.  That  the  President  is  hereby  authorized  to  acquire  from  the  Republic 
of  Colombia,  for  and  on  behalf  of  the  United  States,  upon  such  terms  as  he 
may  deem  reasonable,  perpetual  control  of  a strip  of  land,  the  territory  of  the 
Republic  of  Colombia,  not  less  than  six  miles  in  width,  extending  from  the 
Caribbean  Sea  to  the  Pacific  Ocean,  and  the  right  to  use  and  dispose  of  the 
waters  thereon,  and  to  excavate,  construct,  and  to  perpetually  maintain,  oper- 
ate, and  protect  thereon  a canal,  of  such  depth  and  capacity  as  will  afford 
convenient  passage  of  ships  of  the  greatest  tonnage  and  draft  now  in  use,  from 
the  Caribbean  Sea  to  the  Pacific  Ocean,  which  control  shall  include  the  right 
to  perpetually  maintain  and  operate  the  Panama  Railroad,  if  the  ownership 
thereof,  or  a controlling  interest  therein,  shall  have  been  acquired  by  the 
United  States,  and  also  jurisdiction  over  said  strip  and  the  ports  at  the  ends 
thereof  to  make  such  police  and  sanitary  rules  and  regulations  as  shall  be 
necessary  to  preserve  order  and  preserve  the  public  health  thereon,  and  to 
establish  such  judicial  tribunals  as  may  be  agreed  upon  thereon  as  may  be 
necessary  to  enforce  such  rules  and  regulations. 

The  President  may  acquire  such  additional  territory  and  rights  from 
Colombia  as  in  his  judgment  will  facilitate  the  general  purpose  hereof. 

Sec.  3.  That  when  the  President  shall  have  arranged  to  secure  a satisfactory 
title  to  the  property  of  the  New  Panama  Canal  Company,  as  provided  in  sec- 


^ Statutes  at  Large  (57th  Cong.,  1st  Sess.),  Vol.  32,  Part  1,  pp.  481-84:  Public — 
No.  18.3.  Also,  Isthmian  Canal  Commission,  Annual  Report,  1911,  pp.  549-52;  I.  E.  Ben- 
nett, History  of  the  Panama  Canal,  Its  Construction  and  Builders,  pp.  507-9. 
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tion  one  hereof,  and  shall  have  obtained  by  treaty  control  of  the  necessary 
territory  from  the  Republic  of  Colombia,  as  provided  in  section  two  hereof,  he 
is  authorized  to  pay  for  the  property  of  the  New  Panama  Canal  Company  forty 
millions  of  dollars  and  to  the  Republic  of  Colombia  such  sum  as  shall  have 
been  agreed  upon,  and  a sum  sufficient  for  both  said  purposes  is  hereby  appro- 
priated, out  of  any  money  in  the  Treasury  not  otherwise  appropriated,  to  be 
paid  on  warrant  or  warrants  drawn  by  the  President. 

The  President  shall  then  through  the  Isthmian  Canal  Commission  hereinafter 
authorized  cause  to  be  excavated,  constructed,  and  completed,  utilizing  to  that 
end  as  far  as  practicable  the  wmrk  heretofore  done  by  the  New  Panama  Canal 
Company,  of  France,  and  its  predecessor  company,  a ship  canal  from  the 
Caribbean  Sea  to  the  Pacific  Ocean,  Such  canal  shall  be  of  sufficient  capacity 
and  depth  as  shall  afford  convenient  passage  for  vessels  of  the  largest  tonnage 
and  greatest  draft  now  in  use,  and  such  as  may  be  reasonably  anticipated,  and 
shall  be  supplied  with  all  necessary  locks  and  other  appliances  to  meet  the 
necessities  of  vessels  passing  through  the  same  from  ocean  to  ocean ; and  he 
shall  also  cause  to  be  constructed  such  safe  and  commodious  harbors  at  the 
termini  of  said  canal,  and  make  such  provisions  for  defense  as  may  be  neces- 
sary for  the  safety  and  protection  of  said  canal  and  harbors.  That  the  Presi- 
dent is  authorized  for  the  purposes  aforesaid  to  employ  such  persons  as  he 
may  deem  necessary,  and  to  fix  their  compensation. 

Sec,  4.  That  should  the  President  be  unable  to  obtain  for  the  United  States  a 
satisfactory  title  to  the  property  of  the  New  Panama  Canal  Company  and  the 
control  of  the  necessary  territory  of  the  Republic  of  Colombia  and  the  rights 
mentioned  in  sections  one  and  two  of  this  Act,  within  a reasonable  time  and 
upon  reasonable  terms,  then  the  President,  having  first  obtained  for  the  United 
States  perpetual  control  by  treaty  of  the  necessary  territory  from  Costa  Rica 
and  Nicaragua  upon  terms  which  he  may  consider  reasonable,  for  the  construc- 
tion, perpetual  maintenance,  operation,  and  protection  of  a canal  connecting  the 
Caribbean  Sea  with  the  Pacific  Ocean  by  what  is  commonly  known  as  the 
Nicaragua  route,  shall  through  the  said  Isthmian  Canal  Commission  cause  to 
be  excavated  and  constructed  a ship  canal  and  waterway  from  a point  on  the 
shore  of  the  Caribbean  Sea  near  Grey  town,  by  way  of  Lake  Nicaragua,  to  a 
point  near  Brito  on  the  Pacific  Ocean.  Said  canal  shall  be  of  sufficient  capacity 
and  depth  to  afford  convenient  passage  for  vessels  of  the  largest  tonnage  and 
greatest  draft  now  in  use,  and  such  as  may  be  reasonably  anticipated,  and  shall 
be  supplied  with  all  necessary  locks  and  other  appliances  to  meet  the  neces- 
sities of  vessels  passing  through  the  same  from  ocean  to  ocean;  and  he  shall 
also  construct  such  safe  and  commodious  harbor  at  the  termini  of  said  canal 
as  shall  be  necessary  for  the  safe  and  convenient  use  thereof,  and  shall  make 
such  provisions  for  defense  as  may  be  necessary  for  the  afety  and  protection 
of  said  harbors  and  canal ; and  such  sum  or  sums  of  money  as  may  be  agreed 
upon  by  such  treaty  as  compensation  to  be  paid  to  Nicaragua  and  Costa  Rica 
for  the  concessions  and  rights  hereunder  provided  to  be  acquired  by  the  United 
States,  are  hereby  appropriated,  out  of  any  money  in  the  Treasury  not  other- 
wise appropriated,  to  be  paid  on  warrant  or  warrant  drawn  by  the  President. 

The  President  shall  cause  the  said  Isthmian  Canal  Commission  to  make 
such  surverys  as  may  be  necessary  for  said  canal  and  harbors  to  be  made, 
and  in  making  such  surveys  and  in  the  construction  of  said  canal  may  employ 
such  persons  as  he  may  deem  necessary,  and  may  fix  their  compensation. 

In  the  excavation  and  construction  of  said  Canal  the  San  Juan  River  and 
Lake  Nicaragua,  or  such  parts  of  each  as  may  be  made  available,  shall  be  used. 

Sec.  5.  That  the  sum  of  ten  million  dollars  is  hereby  appropriated,  out  of 
any  money  in  the  Treasury  not  otherwise  appropriated,  toward  the  project 
herein  contemplated  by  either  route  so  selected. 

And  the  President  is  hereby  authorized  to  cause  to  be  entered  into  such 
contract  or  contracts  as  may  be  deemed  necessary  for  the  proper  execavation, 
construction,  completion,  and  defense  of  said  canal,  harbors,  and  defenses,  by 
the  route  finally  determined  upon  under  the  provisions  of  this  Act.  Appro- 
priations therefor  shall  from  time  to  time  be  hereafter  made,  not  to  exceed 
in  the  aggregate  the  additional  sum  of  one  hundred  and  thirty-five  millions 
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of  dollars  should  the  Panama  route  be  adopted,  or  one  hnudred  and  eighty 
millions  of  dollars  should  the  Nicaragua  be  adopted. 

Sec.  6.  That  in  any  agreement  with  the  Republic  of  Colombia,  or  with  the 
States  of  Nicaragua  and  Costa  Rica,  the  President  is  authorized  to  guarantee 
to  said  Republic  or  to  said  States  the  use  of  said  canal  and  harbors,  upon  such 
terms  as  may  be  agreed  upon,  for  all  vessels  owned  by  said  States  or  by  citizens 
thereof. 

Sec.  7.  That  to  enable  the  President  to  construct  the  canal  and  works  appur- 
tenant thereto  as  provided  in  this  Act,  there  is  hereby  created  the  Isthmian 
Canal  Commission,  the  same  to  be  composed  of  seven  members,  who  shall  be 
nominated  and  appointed  by  the  President,  by  and  with  the  advice  and  consent 
of  the  Senate,  and  who  shall  serve  until  the  completion  of  said  canal  unless 
sooner  removed  by  the  President,  and  one  of  whom  shall  be  named  as  the  chair- 
man of  said  Commission.  Of  the  seven  members  of  said  Commission  at  least 
four  of  them  shall  be  persons  learned  and  skilled  in  the  science  of  engineering, 
and  of  the  four  at  least  one  shall  be  an  officer  of  the  United  States  Army,  and 
at  least  one  other  shall  be  an  ofiBcer  of  the  United  States  Navy,  the  said  officers 
respectively  being  either  upon  the  active  or  the  retired  list  of  the  Army  or  of 
the  Navy.  Said  commissioners  shall  each  receive  such  compensation  as  the 
President  shall  prescribe  until  the  same  shall  have  been  otherwise  fixed  by  the 
’Congress.  In  addition  to  the  members  of  said  Isthmian  Canal  Commission,  the 
President  is  hereby  authorized  through  said  Commission  to  employ  in  said 
service  any  of  the  engineers  of  the  United  States  Army  at  his  discretion,  and 
likewise  to  employ  any  engineers  in  civil  life,  at  his  discretion,  and  any  other 
persons  necessary  for  the  proper  and  expeditious  prosecution  of  said  work.  The 
compensation  of  all  such  engineers  and  other  persons  employed  under  this  Act 
shall  be  fixed  by  said  Commission,  subject  to  the  approval  of  the  President.  The 
official  salary  of  any  officer  appointed  or  employed  under  this  Act  shall  be 
■deducted  from  the  amount  of  salary  or  compensation  provided  by  or  which 
shall  be  fixed  under  the  terms  of  this  Act.  Said  Commission  shall  in  all  matters 
be  subject  to  the  direction  and  control  of  the  President,  and  shall  make  to  the 
President  annually  and  at  such  other  periods  as  may  be  required,  either  by  law 
or  by  the  order  of  the  President,  full  and  complete  reports  of  all  their  actings 
and  doings  and  of  all  moneys  received  and  expended  in  the  construction  of  said 
work  and  in  the  performance  of  their  duties  in  connection  therewith,  which  said 
reports  shall  be  by  the  President  transmitted  to  Congress.  And  the  said  Com- 
mission shall  furthermore  give  to  Congress,  or  either  House  of  Congress,  such 
Information  as  may  at  any  time  be  required  either  by  Act  of  Congress  or  by 
the  order  of  either  House  of  Congress.  The  President  shall  cause  to  be  provided 
and  assigned  for  the  use  of  the  Commission  such  offices  as  may,  with  the  suit- 
able equipment  of  the  same,  be  necessary  and  proper,  in  his  discretion,  for  the 
proper  discharge  of  the  duties  thereof. 

Sec.  8.  That  the  Secretary  of  the  Treasury  is  hereby  authorized  to  borrow 
on  the  credit  of  the  United  States  from  time  to  time,  as  the  proceeds  may  be 
required  to  defray  expenditures  authorized  by  this  Act  (such  proceeds  when 
received  to  be  used  only  for  the  purpose  of  meeting  such  expenditures),  the 
sum  of  one  hnudred  and  thirty  million  dollars,  or  so  much  thereof  as  may  be 
necessary,  and  to  prepare  and  issue  therefor  coupon  or  registered  bonds  of  the 
United  States  in  such  form  as  he  may  prescribe,  and  in  denominations  of  twenty 
^dollars  or  some  multiple  of  that  sum,  redeemable  in  gold  coin  at  the  pleasure  of 
the  United  States  after  ten  years  from  the  date  of  their  issue,  and  payable 
thirty  years  from  such  date,  and  bearing  interest  payable  quarterly  in  gold 
coin  at  the  rate  of  two  per  centum  per  annum ; and  the  bonds  herein  authorized 
shall  be  exempt  from  all  taxes  or  duties  of  the  United  States,  as  well  as  from 
taxation  in  any  form  by  or  under  State,  municipal,  or  local  authority : Provided, 
That  said  bonds  may  be  disposed  of  by  the  Secretary  of  the  Treasury  at  not 
less  than  par,  under  such  regulations  as  he  may  prescribe,  giving  to  all  citizens 
of  the  United  States  an  equal  opportunity  to  subscribe  therefor,  but  no  com- 
missions shall  be  allowed  or  paid  thereon ; and  a sum  not  exceeding  one-tenth 
of  one  per  centum  of  the  amount  of  the  bonds  herein  authorized  is  hereby 
appropriated,  out  of  any  money  in  the  Treasury  not  otherwise  appropriated,  to 
pay  the  expense  of  preparing,  advertising,  and  issuing  the  same. 

Approved,  June  28,  1902. 
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The  Mooee  Memobandtjm  i 

[Written  early  in  August  1903,  it  bears  tbe  date  August  2,  1903;  mailed  to 
Mr.  Loomis,  August  14;  forwarded  by  Mr.  Loomis  to  President  Roosevelt,  Au- 
gust 15 ; read  by  tbe  President  and  forwarded  to  Secretary  Hay  with  letter  of 
August  19,  1903.] 

Considerations  on  the  present  situation  with  respect  to  the  canal  treaty  with 
Colombia. 

1.  When,  some  years  ago,  negotiations  were  begun  with  the  local  sovereigns^ 
to  enable  the  United  States  to  construct  an  interoceanic  canal,  the  Nicaragua 
route  was  the  only  one  in  contemplation.  The  negotiations  were  therefore  car- 
ried on  with  Nicaragua  and  Costa  Rica,  and,  in  defect  of  sufficient  stipulations 
on  the  subject  with  the  former  power  and  of  any  whatever  with  the  latter,  the 
treaty-drafts  not  unnaturally  assumed  an  elaborate  form.  When  at  length  the 
Panama  route  was  examined  and  found  to  be  preferable,  and  Colombia  became 
the  local  sovereign  in  the  negotiations,  the  previous  drafts  not  unnaturally  con- 
tinued to  be  made  use  of.  Moreover,  the  act  of  June  28,  1902,  was  framed  with 
reference  to  a treaty  on  such  lines. 

2.  There  has  resulted  an  elaborate  treaty  with  Colombia,  to  the  ratification 
of  which  the  Congress  of  that  country  objects.  Should  the  Columbia  Congress 
reject  the  treaty,  it  is  important  to  consider  what  would  be  the  state  of  the 
canal  question  in  that  event. 

3.  That  the  United  States  owuld  then  abandon  the  Panama  route  and  close 
with  Nicaragua  and  Costa  Rica  is  a supposition  that  may  serve  the  present 
purposes  of  diplomacy  but  certainly  not  those  of  permanent  policy.  If  the 
Panama  route  is,  as  we  are  advised,  the  best  and  most  practicable  route,  both 
for  construction  and  for  operation,  it  is  the  one  that  we  should  have. 

4.  The  United  States,  in  undertaking  to  build  the  canal,  does  a work  not 
only  for  itself  but  for  the  world.  The  experience  of  a hundred  years  has  demon- 
strated that  private  enterprise  without  the  responsible  guarantee  of  a great 
government  cannot  assure  a canal ; this  has  been  most  signally  demonstrated 
at  Panama.  The  United  States  now  holds  out  to  the  world  for  the  first  time  a 
certain  prospect  of  a canal.  May  Colombia  be  permitted  to  stand  in  the  way? 

5.  Let  us  answer  this  question,  first,  on  general  grounds.  The  spirit  of  the 
answer  may  be  found  in  the  following  words  of  an  American  statesman : 

“The  progress  of  events  has  rendered  the  interoceanic  routes  across  the  nar- 
row portions  of  Central  America  vastly  important  to  the  commercial  world,  and 
especially  to  the  United  States,  whose  possessions,  extending  along  the  Atlantic 
and  Pacific  coast,  demand  the  speediest  and  easiest  modes  of  communication. 
While  the  just  rights  of  sovereignty  of  the  States  occupying  this  region  should 
always  be  respected,  we  shall  expect  that  these  rights  will  be  exercised  in  a 
spirit  befitting  the  occasion  and  the  wants  and  circumstances  that  has  arisen. 
Sovereignty  has  its  duties  as  well  as  its  rights,  and  none  of  these  local  govern- 
ments, even  if  administered  with  more  regard  to  the  just  demands  of  other 
nations  than  they  have  been,  would  be  permitted  in  a spirit  of  Eastern  isolation 
to  close  these  gates  of  intercourse  on  the  great  highways  of  the  world,  and 
justify  the  act  by  the  pretension  that  these  avenues  of  trade  and  travel  belong 
to  them,  and  that  they  choose  to  shut  them,  or,  what  is  almost  equivalent,  to 
encumber  hem  with  such  unjust  regulations  as  would  prevent  their  general 
use.”  (Mr.  Cass,  Sec.  of  State,  to  Mr.  Lamar,  minister  to  Cent.  Am.,  July  25,. 
1858.  Cor.  in  relation  to  the  Proposed  Interoceanic  Canal  [1885],  281.) 

6.  We  will  now  answer  the  question  on  particular  grounds,  affecting  the  na- 
tional rights  of  the  United  States  in  the  matter. 

In  1846  the  United  States  entered  into  a treaty  with  New  Granada  (Colom- 
bia). 

By  Art.  XXXV  of  that  treaty.  New  Granada  guarantees  “that  the  right  of 
way  or  transit  across  the  Isthmus  of  Panama  upon  any  modes  of  communica- 
tion that  now  exist,  or  that  may  be  hereafter  constructed,  shall  be  free  and 
open  to  the  Government  and  citizens  of  the  United  States.” 


1 Roosevelt  Papers,  Letter  Books,  XI,  390-91,  contains  the  copy  Of  Roosevelt’s  letter 
to  Hay  of  August  19,  1903,  forwarding  the  Memorandum.  A photostat  (12  pages)  of  the 
Memorandum  was  made  in  Library  of  Congress  on  ,Tuly  9,  1928,  in  replying  to  Moore’s 
letter  of  June  30,  1928,  inquiring  about  his  “Memorandum  of  August  14,  1903.”  This 
photostat,  from  which  the  present  text  was  taken  verbatim,  is  filed  with  the  Roosevelt 
Papers.  Also  H.  D.  Reid,  International  Servitudes  in  Law  and  Practice,  pp.  241-46 
(with  slight  variations). 
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The  United  States,  on  the  other  hand,  as  “an  especial  compensation”  for 
these  advantages,  guarantees,  “positively  and  efficaciously,  to  New  Granda,  by 
the  present  stipulation,  the  perfect  neutrality  of  the  before-mentioned  Isthmus, 
with  the  view  that  the  free  transit  from  one  to  the  other  sea  may  not  be  in- 
terrupted or  embarrased  in  any  future  time  while  this  treaty  exists;  and  in 
consequence,  the  United  States  guarantees,  in  the  same  manner,  the  rights  of 
sovereignty  and  property  which  New  Granda  has  and  possesses  over  the  said 
territory.” 

7.  That  these  engagements  created  on  the  part  of  the  United  States  an  offen- 
sive and  defensive  alliance  with  Colombia  and  constituted  a sort  of  supportant 
partnership  in  sovereignty  with  that  country,  and  that  the  object  in  assuming 
this  burden  was  to  secure  primarily  a canal,  are  facts  shown  by  President 
Polk’s  message  transmitting  the  treaty  to  the  Senate.  In  this  message,  Presi- 
dent Polk  said: 

“The  importance  of  the  concession  to  the  commercial  and  political  interests 
of  the  United  States  cannot  be  overrated.  The  route  of  the  Isthmus  of  Panama 
is  the  shortest  between  the  two  oceans ; and,  from  the  information  herewith 
communicated,  it  would  seem  to  be  the  most  practicable  for  a railroad  or  canal. 

“The  vast  advantages  to  our  commerce  which  would  result  from  such  a com- 
munication, not  only  with  the  west  coast  of  America,  but  with  Asia  and  the 
islands  of  the  Pacific,  are  too  obvious  to  require  any  detail.  Such  a passage 
would  save  us  from  a long  and  dangeorous  navigation  of  more  than  nine  thou- 
sand miles  around  the  Horn,  and  render  our  communication  with  our  own  pos- 
sessions on  the  northwest  coast  of  America  comparatively  easy  and  speedy  .... 

“The  treaty  does  not  propose  to  guaranty  a territory  to  a foreign  nation  in 
which  the  United  States  will  have  no  common  interest  with  that  nation.  On  the 
contrary,  we  are  more  deeply  and  directly  interested  in  the  subject  of  the  guar- 
antee than  New  Granada  herself,  or  any  other  country,” 

These  reasons,  which  continue  to  be  valid  to-day,  are  not  rendered  less  im- 
portant by  our  recent  acquisition  of  tiawaii  and  the  Philippines, 

8.  Since  the  day  the  treaty  was  ratified,  the  United  States  has  faithfully 
performed  its  guarantee. 

As  early  as  1853,  Mr.  Everett  intimated  to  the  Peruvian  minister  that  the 
United  States  would  maintain  the  neutrality  of  the  Isthmus  in  the  event  of 
war  between  that  country  and  Colombia.  (Mr.  Everett,  Sec.  of  State,  to  Mr. 
Osma,  Peruvian  min,,  Feb.  22,  1853,  MS,  Inst.  Peru  I.  79.) 

In  1864  the  Colombian  Government  expressed  its  expectation  that,  in  event 
of  war  between  Peru  and  Spain,  the  United  States  would  carry  into  effect  the 
guarantee  of  neutrality.  (Mr.  Seward,  Secretary  of  State,  to  the  Attorney 
General,  Aug.  16,  1864,  65  MS.  Dom.  Let.  523.) 

Mr.  Fish  stated  in  1871  that  the  Department  of  State  had  “reason  to  believe” 
that  an  attack  upon  Colombian  sovereignty  on  the  Isthmus  had  “upon  several 
occasions  been  ....  averted  by  warning  from  this  government.”  (For.  Rel. 
1871,  247,  246.) 

In  1886,  when  Colombia  was  threatened  by  Italy  with  hostilities  in  the  Cer- 
ruti Case,  Mr,  Bayard  expressed  “the  serious  concern  the  United  States  could 
not  but  feel  were  a European  power  to  resort  to  force  against  a sister  Republic 
of  this  hemisphere  as  to  the  sovereign  and  uninterrupted  use  of  a part  of  whose 
territory  we  are  guara^itors,  under  the  solemn  faith  of  a treaty.”  (Mr.  Bayard, 
Sec.  of  State,  to  Mr.  McLane,  min.  to  France,  telegram,  Jan.  29,  1886,  MS.  Inst. 
France,  XXI.  278.) 

Not  only  then,  but  at  a later  time,  it  is  altogether  probable  that  the  inter- 
position of  the  United  States,  under  the  treaty  of  1846,  saved  Colombia  from 
hostile  measures  in  the  case  of  Cerruti. 

9.  While  the  United  States  has  thus  saved  Colombia  from  foreign  attacks  on 
the  Isthmus,  it  has  on  numerous  occasions  protected  the  route  from  domestic 
disturbance.  It  is  unnecessary  here  to  specify  the  instances,  since  some  of 
them  are  very  recent. 

It  is  furthermore  to  be  observed  that  the  United  States,  in  so  protecting  the 
route,  has  usually  acted  with  the  express  approval  of  the  Colombian  Govern- 
ment, whose  invocations  of  the  treaty  of  1846  have  often  preceded  our  inter- 
position. In  reality,  Colombia  has  again  and  again  claimed  that  it  was  our 
duty  to  protect  the  route  against  domestic  interruption  or  attack,  thus  con- 
struing the  treaty  more  broadly  than  we  have  done  and  less  favorably  to  her 
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own  sovereignty.  Our  claim  has  been  that  we  had  under  the  treaty  a right  to 
intervene  for  the  purpose  of  keeping  open  the  transit,  while  Colombia  has 
asserted  that  we  were  hound  to  intervene  also  for  the  purpose  of  supporting 
the  authority  of  her  titular  governments.  Her  claim  has  in  reality  approached 
the  point  of  making  us  responsible  sovereign  on  the  Isthmus. 

The  position  of  the  United  States  was  exactly  expressed  by  Mr.  Seward  as 
follows : 

“The  United  States  have  taken,  and  will  take,  no  interest  in  any  question  of 
internal  revolution  in  the  State  of  Panama,  or  any  other  State  of  the  United 
States  of  Colombia,  but  will  maintain  perfect  neutrality  in  regard  to  such 
domestic  controversies.  The  United  States  will  nevertheless  hold  themselves 
ready  to  protect  the  transit  trade  across  the  Isthmus  against  invasion  by  either 
the  domestic  or  foreign  disturbers  of  the  peace  of  the  State  of  Panama.” 

10.  Art.  XXXV  of  the  treaty  of  1846  guarantees,  as  has  been  seen,  a free  and 
open  transit  not  only  for  the  citizens  but  also  for  the  “Government”  of  the 
United  States.  This  means  for  the  use  of  the  Government  itself,  for  persons  in 
its  military  and  civil  service  and  for  its  property.  As  early  as  July  1852  the 
United  States  sent  several  hundred  troops  across  the  Isthmus,  without  asking 
leave  of  the  Colombian  Government.  The  same  privilege  has  since  been  exer- 
cised, as  occasion  required ; and  it  has  been  extended  to  the  transit  of  fugitives 
from  justice  in  custody  of  American  officials.  By  a protocol  signed  at  Bogota, 
February  22,  1879,  and  afterwards  approved  by  the  Colombia  Senate,  it  was 
expressly  acknowledged  that  this  right  of  transit  for  troops  and  extradited 
fugitives  belonged  to  the  United  States — “ a right,”  it  was  declared,  “which  is 
established  in  compensation  for  the  guaranty  of  the  soverignty  and  property 
of  the  Isthmus,  to  which  the  same  Government  is  bound”  (Moore  on  Extradi- 
tion, I.  714-718.) 

11.  In  view  of  the  fact  that  the  United  States  has  for  more  than  fifty  years 
secured  to  Colombia  her  sovereignty  over  the  Isthmus,  for  the  mutually  avowed 
purpose  of  maintaining  a free  and  open  transit,  the  United  States  is  in  a posi- 
tion to  demand  that  it  shall  be  allowed  to  construct  the  great  means  of  transit 
which  the  treaty  chiefly  designed  to  assure.  In  reality,  the  Panama  canal,  so 
far  as  huilt,  has  actually  been  constructed  under  the  proteetion  of  this  very 
guarantee.  The  persons  that  undertook  it  failed  to  finish  it.  The  United  States 
would  be  justified  in  asserting  and  maintaining  a right  to  finish  it. 

Let  us  suppose  that  insurgents  should  tear  up  a section  of  the  Panama  rail- 
way ; or  even  that  the  Colombian  Government  itself  should  do  so.  Can  it  be 
said  that  the  United  States  might  rightfully  have  prevented  the  road  from 
being  destroyed,  but  is  forbidden  to  rebuilt  it?  Certainly  not. 

True  it  is,  that  the  Panama  canal  has  not  been  finished,  and  therefore  has 
never  reached  the  condition  of  one  of  the  “modes  of  communication,”  of  which 
the  United  States  was  to  have  the  free  and  open  use.  But  is  may  be  observed 
that  the  treaty  expressly  refers  to  modes  of  communication  “that  now  exist, 
or  that  may  be  hereafter  constructed.”  It  looked  to  the  future  as  well  as  the 
present,  and  above  all  to  the  construction  of  a canal. 

The  Government  and  citizens  of  the  United  States  indeed  have  never  yet 
enjoyed  the  full  benefit,  nor  even  the  chief  benefit,  that  the  treaty  was  intended 
and  expected  to  secure.  That  benefit  would  be  realized  only  when  the  ships  of 
the  United  States  and  of  its  citizens  should  be  able  to  pass  from  ocean  to  ocean 
by  way  of  the  Isthmus. 

Colombia,  on  the  other  hand,  has  from  the  beginning  enjoyed  the  full  benefit 
that  was  to  accrue  to  her,  namely,  the  guarantee  of  her  sovereignty.  She  is 
therefore  not  in  a position  to  obstruct  the  building  of  the  canal. 

If  it  be  suggested  that  the  treaty  did  not  refer  to  the  possible  construction 
of  the  canal  by  the  United  States,  the  answer  may  readily  be  made  that  the 
Government  of  the  United  States  would  not  in  1846  have  proposed  such  a thing, 
not  because  the  proposal  would  have  been  considered  derogatory  to  Colombia’s 
sovereignty,  but  because  it  is  not  probable  that  a dozen  men  could  then  have 
been  found  in  Congress  who  would  have  sanctioned  the  opinion  that  the  Gov- 
ernment of  the  United  States  could  constitutionally  build  a canal  in  foreign 
territory  or  incorporate  a company  to  do  so.  In  fact  Mr.  Clayton  in  defending 
in  the  Senate,  in  1853,  the  joint  guarantee  by  the  Clayton-Bulwer  treaty  of  the 
investment  of  private  capital,  challenged  any  one  of  his  opponents  to  say  that 
the  United  States  could,  within  its  constitutional  powers,  itself  build  the  canal, 
and  none  of  them  responded. 
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In  the  evolution  of  opinion,  our  views  on  constitutional  questions  have  under- 
gone a change. 

12.  Colombia’s  consent  to  the  transfer  of  the  rights  of  property  (as  dis- 
tinguished from  distinctively  concessionary  rights)  of  the  Panama  Canal  Com- 
pany, and  an  unqualified  license  to  construct  and  operate,  or  perhaps  merely 
to  operate,  a canal,  are  all  that  the  United  States  needs ; and  these  the  United 
States  has  a right  to  require.  Elaborate  stipulations  as  to  the  future  are  at 
least  superfluous.  The  United  States  in  constructing  the  canal  would  own  it; 
and,  after  constructing  it,  would  have  the  right  to  operate  it.  The  ownership- 
and  control  would  be  in  their  nature  perpetual. 

It  may  be  said  that  the  treaty  of  1846  is  not  in  terms  perpetual.  But  the 
rights  of  property,  when  once  acquired,  and  the  license  to  dig,  when  once 
secured,  would  not  be  dependent  on  the  treaty. 

Some  years  must  elapse  before  the  canal  can  be  completed ; and  it  is  not  to 
be  supposed  that  the  United  States  would  be  unable  meanwhile  to  arrange  all 
expedient  details.  Once  on  the  grounds  and  duly  installed,  this  government 
would  find  no  difficulty  in  meeting  questions  as  they  arose.  It  has  done  so 
under  the  treaty  of  1846.  Colombia’s  guarantee  of  a free  and  open  transit  has 
not  secured  it  to  us.  We  have  usually  found,  when  the  emergency  arose,  that 
we  were  dependent  upon  our  own  resources  for  the  enjoyment  of  the  privilege 
which  the  treaty  was  designed  to  secure  to  us. 

The  position  of  the  United  States  is  altogether  different  from  that  of  private 
capitalists,  who,  unless  expressly  exempted,  are  altogether  subject  to  the  local 
jurisdiction,  and  who,  before  invoking  their  governments’  protection,  may  be 
required  to  tread  the  paths  of  ordinary  litigation  and  establish  their  rights 
before  the  tribunals  of  the  governments  against  which  they  assert  them.  Under 
such  conditions,  the  private  capitalist  must  have  everything  beforehand  nomi- 
nated in  the  bond.  The  United  States  is  not  subject  to  such  disabilities,  and 
can  take  care  of  the  future. 

J.  B.  M. 


The  Text  of  the  Panama  Declaration  of  Independence  Signed 
November  4,  1903  ^ 

The  transcendental  act  that  by  a spontaneuos  movement  the  inhabitants 
of  the  Isthmus  of  Panama  have  just  executed  is  the  inevitable  consequence  of 
a situation  which  has  become  graver  daily. 

Long  is  the  recital  that  the  grievance  of  the  inhabitants  of  the  Isthmus 
have  suffered  from  their  Colombian  brothers ; but  those  grievances  would  have 
been  withstood  with  resignation  for  the  sake  of  harmony  and  national  union 
had  its  separation  been  possible  and  if  we  could  have  entertained  well- 
founded  hopes  of  improvement  and  of  effective  progress  under  the  system  to 
which  we  were  submitted  by  that  Republic.  We  have  to  solemnly  declare 
that  we  have  the  sincere  and  profond  conviction  that  all  the  hopes  were 
futile  and  useless,  all  the  sacrifices  on  our  part. 

The  Isthmus  of  Panama  has  been  governed  by  the  Republic  of  Colombia 
with  the  narrow-mindedness  that  in  past  times  was  applied  to  their  colonies 
by  the  European  nations — the  Isthmian  people  and  territory  were  a source 
of  fiscal  resources  and  nothing  more.  The  contracts  and  negotiations  regard- 
ing the  railroad  and  the  Panama  Canal  and  the  national  taxes  collected  in 
the  Isthmus  have  netted  to  Colombia  tremendous  sums  which  we  will  not 
detail,  not  wishing  to  appear  in  this  exposition  which  will  go  down  to  pos- 
terity as  being  moved  by  a mercenary  spirit,  which  has  never  been  nor  is  our 
purpose ; and  of  these  large  sums  the  Isthmus  has  not  received  the  benefit  of 
a bridge  for  any  of  its  numerous  rivers,  nor  the  construction  of  a single  road 
between  its  towns,  nor  of  any  public  building  nor  of  a single  college,  and 
has  neither  seen  any  interest  displayed  in  advancing  her  industries,  nor  has 
a most  infinite  part  of  those  sums  been  applied  toward  her  prosperity. 

A very  recent  example  of  what  we  have  related  above  is  what  has  occurred 
with  the  negotiations  of  the  Panama  Canal,  which,  when  taken  under  con- 
sideration by  Congress,  was  rejected  in  a summary  manner.  There  were  a few 


1 “Four  Centuries  of  the  Panama  Canal”  Vol.  II,  Willis  Fletcher  Johnson  (Henry  Holt 
and  Company,  New  York,  1907) 
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public  men  who  expressed  their  adverse  opinion,  on  the  ground  that  the 
Isthmus  of  Panama  alone  was  to  be  favored  by  the  opening  of  the  canal  by 
virtue  of  a treaty  with  the  United  States,  and  that  the  rest  of  Colombia  would 
not  receive  any  direct  benefits  of  any  sort  by  that  work,  as  if  that  way  of 
reasoning,  even  though  it  be  correct,  would  justify  the  irreparable  and 
perpetual  damage  which  would  be  caused  to  the  Isthmus  by  the  rejection 
of  the  treaty  in  the  manner  in  which  it  was  done,  which  was  equivalent  to 
the  closing  of  the  doors  to  future  negotiations. 

The  people  of  the  Isthmus,  in  view  of  such  notorious  causes,  have  decided 
to  recover  their  sovereignty  and  begin  to  form  a part  of  the  society  of  the 
free  and  independent  nations,  in  order  to  work  out  its  own  destiny,  to  insure 
its  future  in  a stable  manner,  and  to  discharge  the  duties  which  it  is  called 
on  to  do  by  the  situation  of  its  territory  and  its  immense  richness. 

To  that  we,  the  initiators  of  the  movement  effected,  aspire  and  have  ob- 
tained a unanimous  approval. 

We  aspire  to  the  formulation  of  a true  republic,  where  tolerance  will  pre- 
vail, where  the  law  shall  be  the  invariable  guide  of  those  governing  and 
those  governed,  where  effective  peace  be  established,  which  consists  in  the 
frequent  and  harmonious  play  of  all  interests  and  all  activities,  and  where, 
finally,  civilisation  and  progress  will  find  perpetual  stability. 

At  the  commencement  of  the  life  of  an  independent  nation  we  fully  appre- 
ciate the  responsibilities  that  state  means,  but  we  have  profound  faith  in 
the  good  sense  and  patriotism  of  the  Isthmian  people,  and  we  posses  suffi- 
cient energy  to  open  our  way  by  means  of  labour  to  a happy  future  without 
any  worry  or  danger. 

At  separating  from  our  brothers  of  Colombia  we  do  it  without  hatred  and 
without  any  joy.  Just  as  a son  withdraws  from  his  paternal  roof,  the  Isth- 
mian people  in  adopting  the  lot  it  has  chosen  have  done  it  with  grief,  but  in 
compliance  with  the  supreme  and  inevitable  duty  it  owes  to  itself — that  of 
its  own  preservation  and  of  working  for  its  own  welfare. 

We  therefore  begin  to  form  a part  among  the  free  nations  of  the  world, 
considering  Colombia  as  a sister  nation,  with  which  we  shall  be  whenever 
circumstances  may  require  it,  and  for  whose  prosperity  we  have  the  most 
fervent  and  sincere  wishes. 

Jose  Agustin  Arango. 

Federico  Boyd. 

Tomas  Arias. 

November  4,  1903. 

Mr.  Metcalfe.  Thank  you,  Madam  Chairman,  not  only  for  your 
fine  presentation,  but  also  for  your  obvious  great  concern.  Thank  you 
also  for  helping  us  to  set  the  tone  of  these  hearings,  in  a proper 
perspective.  F or  that  we  are  very  grateful. 

I would  like  to  begin  these  important  proceedings  by  welcoming 
the  distinguished  Governor  of  the  Canal  Zone,  Mai.  Gen.  Harold  R. 
Parfitt,  a man  who,  I expect,  has  had  some  big  challenges  in  his  first 
year  as  Governor,  and  who  has  done  remarkably  well  in  those 
challenges. 

But  first  I would  like  to  give  recognition  to  other  Members  who 
a,re  present  here. 

If  Mr.  Snyder,  as  the  minority’s  senior  member,  would  like  to 
make  a statement,  I would  recognize  the  distinguished  gentleman 
from  Kentucky. 

Mr.  Snyder.  Thank  you,  Mr.  Chairman,  and  I do  have  a prepared 
statement  in  regard  to  the  hearings,  but  after  listening  to  the  very 
cogent  and  telling  statement  of  Mrs.  Sullivan,  I think  that  the  direc- 
tion that  I might  have  had  my  comments  pointed  toward  have  been 
adequately  covered  in  that  area. 

I want  to  commend  you,  Mrs.  Sullivan,  for  the  statement  which 
you  did  make,  and  for  the  very  telling  indictment  of  the  State  He- 
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piirtment  which  appeared  in  your  statement.  It  took  great  courage 
to  do  that,  and  I commend  you  for  it,  and  I would  like  to  associate 
myself  with  your  remarks. 

With  that,  Mr.  Chairman,  I thank  you. 

Mr.  Metcalfe.  Thank  you,  Mr.  Snyder. 

Now,  we  recognize  the  distinguished  Governor,  the  Honorable 
Harold  K.  Parfitt,  for  his  statement. 

STATEMENT  OF  HON.  HAEOLD  E.  PAEFITT,  GOVEENOE  OF  THE 

CANAL  ZONE,  AND  PEESIDENT  OF  THE  PANAMA  CANAL  COM- 
PANY, ACCOMPANIED  BY  PHILIP  L.  STEEES,  JE.,  FINANCIAL  VICE 

PEESIDENT  OF  THE  PANAMA  CANAL  COMPANY,  THOMAS  M. 

CONSTANT,  SECEETAEY,  AND  GOEDON  M.  FEICK,  PEESONNEL 

DIEECTOE 

Governor  Parfitt.  Mr.  Chairman,  Madam  Chairman  and  mem- 
bers of  the  subcommittee,  I am  Harold  E.  Parfitt,  Governor  of  the 
Canal  Zone  and  President  of  the  Panama  Canal  Company.  Accom- 
panying me  are  Mr.  Philip  L.  Steers,  Jr.,  Financial  Vice  President 
of  the  Panama  Canal  Company ; Mr.  Thomas  M.  Constant,  the  Com- 
pany’s Secretary ; and  Mr.  Gordon  M.  Frick,  the  Company’s  Person- 
nel Director. 

Early  in  February  of  this  year  I received  a letter  from  the  chair- 
man of  this  subcommittee  and  the  chairman  of  the  full  committee 
expressing  concern  about  the  financial  position  of  the  Company. 
That  letter  requested  a response  by  the  Panama  Canal  organization 
to  a comprehensive  list  of  questions  addressed  to : 

(1)  An  analysis  of  the  impact  and  equity  of  changes  to  the  rules 
of  measurement  of  vessels  proposed  by  the  Company’s  Board  of 
Directors ; 

(2)  An  analysis  of  the  financial  position  and  financial  problems 
of  the  Canal  organization ; and 

(3)  Alternative  financial  initiatives. 

The  answers  furnished  to  the  committee  attempted  to  provide  the 
maximum  detail  on  those  topics. 

In  these  hearings  I would  like  to  address  these  matters  from  a 
broader  perspective,  along  the  lines  suggested  in  your  letter  of 
March  30,  1976.  That  is:  First  to  outline  briefly  the  Company’s 
financial  structure,  including  its  statutory  financial  plan,  the  various 
levels  of  responsibility  for  its  administration,  and  its  accounting 
policies;  second  to  outline  today’s  financial  posture;  and  third  to 
outline  how  the  Company  perceives  the  present  situation  and  what 
we  believe  can  be  done  about  it.  In  order  to  avoid  a lengthy  state- 
ment, I will,  where  possible,  make  reference  to  detail  contained  in 
the  answers  previously  submitted  to  the  subcommitte. 

Before  I continue  further,  let  me  say  a word  for  the  record  con- 
cerning the  proposals  to  change  the  measurement  rules  of  vessels. 
On  March  23,  1976,  the  President  approved  all  the  proposed  changes 
except  the  one  which  was  addressed  to  the  assessment  of  tolls  on 
space  occupied  by  deck  cargo.  The  changes  became  effective  at 
0001  hours  on  March  23.  With  the  deletion  of  the  proposed  rule  on 
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deck  cargo,  the  impact  of  the  rules  changes  is  reduced  from  that  esti- 
mated in  our  previous  answers  to  you. 

[The  amendments  to  rules  for  the  measurement  of  vessels  which 
transit  the  Panama  Canal  were  contained  in  the  Federal  Kegister  on 
March  31, 1976,  and  are  as  follows :] 

[From  the  Federal  Register,  March  31,  1976] 

Title  S5 — Panamai  Canal 
Chaptee  I — Canal  Zone  Regulation 
Part  135 — Rules  Foe  Measurement  op  Vessels 

Revision 

On  November  21,  1975,  tbe  Panama  Canal  Company  published  in  the  Fed- 
deral  Register  (400  FR  54242)  a notice  of  adoption  of  changes  in  the  rules 
for  measurement  of  vessels  for  the  Panama  Canal  prescribed  by  35  CFR  Part 
135,  effective  on  approval  by  the  President  of  the  United  States. 

The  basis  for  the  action  changing  the  rules  of  measurement  is  authority 
vested  in  the  Panama  Canal  Company  and  in  the  President  by  sections  411 
and  412  of  Title  2 of  the  Canal  Zone  Code  (76A  Stat.  27). 

On  March  23,  1976,  the  President  approved  the  changes  in  the  rules,  except 
the  proposed  new  section  135.113  providing  for  the  addition  to  net  cargo, 
as  set  forth  below. 

Thomas  M.  Constant, 

Secretary. 

§ 135.82  [Amended'] 

In  § 135.82  the  references  to  § 135.86  are  amended  to  read  § 135.85. 

§ 135.83  [A.mended] 

2.  In  the  last  line  of  § 135.83  the  reference  to  § 135.86  is  amended  to  read 
§ 135.85. 

3.  Section  135.85  is  revised  to  read  as  follows : 

§ 135.85  Certain  spaces  'between  inner  and  outer  plating  of  double  bottom 
Space  or  spaces  between  the  inner  and  outer  plating  of  the  double  bottom 
of  a vessel  shall  be  exempted  from  measurement,  except  when  used,  designated 
or  intended  for  carrying  cargo  or  fuel ; but  the  tonnage  of  such  spaces  within 
the  double  bottom  as  are  or  may  be  used  for  carrying  cargo  or  fuel  shall  be 
determined  and  included  in  the  gross  tonnage.  The  tonnage  of  double  bottom 
tanks  available  for  cargo  or  fuel  may  be  obtained  by  multiplyihg  the  liquid- 
capacity  weight  by  the  proper  conversion  factor  to  get  tons  of  100  cubic  feet. 

§ 135.86  [Revoked] 

4.  Section  135.86  is  revoked. 

§ 135.142  [Amended] 

5.  In  § 135.142  the  reference  to  §§  135.171-135.182  is  amended  to  read 

§§  135.171-135.183. 

§ 135.175  [Amended] 

6.  In  § 135.175  the  last  sentence  is  amended  by  adding  the  words  “or  fuel’ 
between  the  words  “cargo”  and  “the  tonnage.”. 

7.  Following  § 135.182  a new  § 135.183  is  added,  reading  as  follows : 

§ 135.183  Hatchways. 

The  cubical  contents  of  hatchways  shall  be  obtained  by  multiplying  the 
length  and  breadth  together  and  the  product  by  the  mean  depth  taken  from 
the  top  of  beam  to  the  underside  of  the  hatch  cover. 

§ 135.211  [Amended] 

8.  In  § 135.211  the  reference  in  the  fourth  line  to  § 135.182  is  amended  to 
read  § 135.183. 
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§ 135.271  [Amended'\ 

9.  In  § 135.271  the  reference  in  the  second  line  to  § 135.286  is  amended 
to  read  § 135.285. 

§ 135.273  lAmendedl 

10.  In  § 135.273  the  reference  in  the  last  line  to  § 135.286  is  amended  to 
read  § 135.285. 

11.  In  § 135.274,  paragraph  (c)  is  amended  to  read  as  follows: 

§ 135.27 Spaces  for  stoicage  of  stores  or  eargo,  not  dedueted 

^ ^ 

(c)  On  supply  ships,  stores,  supplies  of  all  kinds,  distilling  machinery  and 
distilled  water,  machines,  tools  and  material  for  repair  work,  mines  and 
mining  materials,  torpedoes,  arms,  and  ammunition. 

12.  Section  135.281  is  revised  to  read  as  follows : 

§ 135.281  Spaees  nsed  for  'boatswain’s  stores,  deducted 

Spaces  used  exclusively  for  boatswain’s  stores,  including  paint  and  lamp 
rooms,  shall  be  deducted.  The  deduction  of  spaces  under  this  section  shall 
be  reasonable  in  extent. 

13.  Section  135.282  is  revised  to  read  as  follows : 

§ 135.281  Spaees  used  for  boatswain’s  stores,  deducted 

Spaces  used  exclusively  for  engineer’s  shops  shall  be  deducted.  The  de- 
deduction of  spaces  under  this  section  shall  be  reasonable  in  extent. 

14.  In  § 135.285  the  heading  of  the  section  and  paragraph  (a)  are  revised 
to  read  as  follows : 

§ 135.285  Water  ballast  spaces,  deducted 

(a)  Water  ballast  spaces,  other  than  spaces  in  the  vessel’s  double  bottom, 
shall  be  deducted  if  they  are  adapted  and  used  only  for  water  ballast,  have 
for  entrance  only  ordinary  circular  or  oval  manholes  whose  greatest  dia- 
meter does  not  exceed  30  inches,  and  are  not  available  for  the  carriage  of 
cargo,  stores,  or  fuel.  Spaces  that  would  otherwise  qualify  as  water  ballast 
except  that  they  are  also  used  for  fuel  for  the  vessel’s  ov/n  use  shall  be 
regarded  as  part  of  the  vessel’s  fuel  space  as  defined  in  § 135.390. 

^ 4:  ^ ^ 

§ 135.286  [Revohed'\ 

15.  Section  135.286  is  revoked. 

16.  Section  135.287  is  revised  to  read  as  follows : 

§ 135.287  Marking  and  use  of  dedueted  spaees 

Each  of  the  spaces  enumerated  in  §§  135.275-135.285,  unless  otherwise 
specifically  stated,  shall  be  subject  to  such  conditions  and  requirements  as  to 
marking  or  designation  and  use  or  purpose  as  are  contained  in  the  naviga- 
tion or  registry  laws  of  the  several  countries,  but  no  space  shall  be  deducted 
unless  the  use  to  which  it  is  to  be  exclusively  devoted  has  been  appropriately 
designated  by  ofiScial  marking.  In  no  case,  however,  shall  an  arbitrary  maxi- 
mum limit  be  fixed  to  the  aggregate  deduction  made  under  §§  135.271-135.285. 

§ 135.322  [Amended'] 

17.  In  § 135.322  the  reference  to  § 135.286  in  the  heading  and  in  the  second 
line  of  the  section  is  amended  to  read  § 135.285. 

§ 135.324  [Amended] 

18.  In  § 135.324  the  reference  to  §§  135.381-135.383  is  amended  to  read 
§§  135.252-135.354,135.382. 

19.  Section  135.327  is  revised  to  read  as  follows : 

§ 135.327  Propelling  power  deductions,  how  made 

The  deductions  made  for  propelling  power  provided  for  in  §§  135.323-135.325 
shall  be  made  by  adding  to  the  space  occupied  by  the  engine  room  as  defined 
in  §§  135.352-135.354  and  135.382,  the  spaces  available  for  fuel  as  defined  in 

§§  135.390  and  135.391. 

20.  The  undersigned  center  heading  preceding  § 135.351  is  amended  to  read 
as  follows : 
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SPACE  OCCUPIED  BY  ENGINE  ROOM 

§ 135.351  [Revoked'] 

21.  Section  135.351  is  revoked. 

22.  In  § 135.352  the  last  four  sentences  are  revised  to  read  as  follows : 

§ 135.352  What  understood  hy  space  occupied  t>y  engine  rooms 

* * * When  a portion  of  the  space  within  the  bonndary  of  the  engine  or  boiler 
room  is  occupied  by  a tank  or  tanks  for  the  storage  of  fresh  water,  lubricat- 
ing oil,  or  fuel,  including  settling  tanks,  the  space  considered  to  be  within  the 
engine  room  shall  be  reduced  by  the  space  taken  up  by  such  tanks.  Installa- 
tions not  strictly  required  for  the  working  of  the  engines  or  boilers  are  not 
to  be  included  in  the  engine  room  measurement  no  matter  where  situated 
but  given  separate  deductions  when  they  qualify  under  §§  135.271-135.285 
and  are  listed  under  the  appropriate  item  on  page  2 of  the  Panama  Canal 
Certificate. 

23.  In  § 135.353  the  last  sentence  is  revised  to  read  as  follows : 

§ 135.353  Manner  of  ascertaining  cuhical  content  of  spaces  occupied  hy  engine 
room 

* * * Add  such  contents,  as  well  as  those  of  the  space  occupied  by  the  shaft 
trunk  and  by  any  donkey  engine  and  boiler  located  within  the  boundary  of  the 
engine  room  or  of  the  light  and  air  casing  above  the  engine  room  and  used 
in  connection  with  the  main  machinery  for  propelling  the  ship,  to  the  cubical 
contents  of  the  space  below  the  crown  of  the  engine  room ; divide  the  sum 
by  100  or  by  2.83,  according  as  the  measurements  are  taken  in  feet  or  meters, 
and,'  the  result  shall  be  deemed  to  be  the  space  occupied  by  the  engine 
room  for  purposes  fo  calculating  the  deduction  for  propelling  power. 

24.  Section  135.354  is  revised  to  read  as  follows : 

§ 135.354  Manner  of  ascertaining  cu'bical  content  of  spaces  occupied  'by  engine 
room;  where  engines  and  boilers  are  in  separate  compartments. 

If  in  any  ship  in  which  the  space  for  propelling  power  is  to  be  measured  the 
engines  and  boilers  are  in  separate  compartments,  the  contents  of  each  com- 
partment shall  be  measured  separately  in  like  manner,  according  to  the  above 
method;  and  the  sum  of  the  tonnage  of  the  spaces  included  in  the  several 
compartment  shall  be  deemed  to  be  the  space  occupied  by  the  engine  room 
for  purposes  of  calculating  the  deduction  for  propelling  power. 

§ 135.381  [Revoked] 

25.  Section  135.381  and  the  undesignated  center  heading  preceding  that  sec- 
tion reading  “Propelling  Power  Deduction  for  Vessels  With  Fixed  Bunkers, 
or  Plaving  Fuel-Oil  Compartments  That  Cannot  Be  Used  to  Stow  Cargo  or 
Stores”  are  revoked. 

§ 135.383  [Revoked] 

26.  Section  135.383  is  revoked. 

27.  Two  new  sections  numbered  §§  135.390  and  135.391,  preceded  by  an  u.n- 
designated  center  heading  “Spaces  Available  for  Carriage  of  Fuel”  are  added, 
reading  as  follows : 

SPACES  AVAILABLE  FOR  CARRIAGE  OF  FUEL 

§ 135.390  Spaces  available  for  the  carriage  of  fuel. 

The  spaces  available  for  the  carriage  of  fuel  will  include  the  actual  volume 
of  tanks  or  fixed  compartments  for  the  storage  of  lubricating  oil  or  fuel,  in- 
cluding settling  tanks,  which  cannot  be  used  to  stow  cargo  or  stores  and  which 
have  been  certified  by  official  marking  to  be  spaces  for  the  vessel’s  own  fuel. 
Dual  purpose  fuel  tanks  whose  only  other  use  is  for  the  carriage  of  water 
ballast  will  be  included  in  the  fuel  deduction  provided  they  have  been  in- 
cluded in  the  gross  tonnage  and  qualify  in  all  other  respects  for  a deduction. 

§ 135.391  Manner  of  ascertaining  cubical  contents  of  spaces  available  for  the 
carriage  of  fuel. 

The  cubical  contents  of  the  above-named  spaces  available  for  the  carriage 
of  fuel  shall  be  ascertained  in  accordance  with  the  following  provisions:  For 
each  fuel  tank  or  compartment,  measure  the  mean  length.  Ascertain  the  area 
of  three  transverse  sections  of  the  ship  (as  set  forth  in  §§  135.141  or  135.142- 
135.241  for  the  calculation  of  the  gross  tonnage)  to  the  deck  which  covers  the 
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tank  or  compartment.  One  of  these  three  sections  must  pass  through  the  mid- 
dle of  the  aforesaid  length,  and  the  two  others  through  the  two  extremeties. 
Add  to  the  sum  of  the  two  extreme  sections  four  times  the  middle  one,  and 
multiply  the  sum  thus  obtained  by  the  third  of  the  distance  between  the  two 
sections.  This  product,  divided  by  100  if  the  measurements  are  taken  in 
English  feet,  or  by  2.83  if  they  are  taken  in  meters,  gives  the  tonnage  of  the 
space  measured.  When  they  cannot  be  readily  measured,  the  tonnage  of 
tanks  may  also  be  obtained  by  using  liquid  capacity  times  the  conversion 
factor  with  one-sixth  off  for  frames  in  case  of  peak  tanks  and  one-twelfth  off 
in  case  of  wings  or  deep  tanks. 

§ 135.J§12  [Amended^ 

28.  In  § 135.412  the  words  and  figures  in  the  second,  third,  and  fourth  lines 
“other  than  fuel  spaces  deducted  under  §§  135.351-135.354”  are  revoked. 

29.  Section  135.511  is  revised  to  read  as  follows  : 

§ 135.511  Administration  of  rules 

The  rules  of  measurement  provided  in  this  part  shall  be  administered  by  the 
President  of  the  Panama  Canal  Company. 

FINAl^CIAL  FRAMEWORK 

Governor  Paefitt.  A detailed  plan  for  financial  management  of  the 
Panama  Canal  Company  is  set  forth  in  a series  of  congressional  enact- 
ments ; the  Government  Corporation  Control  Act,  the  Panama  Canal 
Charter,  the  anti-deficiency  statutes,  and  the  1950  Panama  Canal  re- 
organization, which  was  developed  by  the  joint  efforts  of  this  sub- 
committee, the  Company,  the  Executive  Office  of  the  President,  and  the 
General  Accounting  Office  and  is  embodied  in  the  act  of  September  26, 
1950. 

The  underlying  principle  of  the  statutory  plan  is  that  the  Com- 
pany will  operate  on  a self-sustaining  basis,  exclusive  of  new  capital 
investment.  Tolls  for  use  of  the  canal  are  required  to  be  set  at  rates 
sufficient  to  recover  the  costs  of  operation  of  the  canal,  including 
interest,  depreciation,  and  an  appropriate  share  of  the  net  cost  of 
the  Canal  Zone  Government.  The  statute  does  not  establish  any  arbi- 
trary time  frame  (such  as  the  fiscal  year)  within  which  revenue  and 
costs  must  balance. 

ELEMENTS  OF  EXPENSE 

The  major  element  of  expense  is  made  up  of  direct  operating  costs, 
principally  personnel  costs  and  supplies  and  materials.  A second  ele- 
ment of  expense  is  depreciation,  which  generates  funds  for  capital 
improvements  and  replacement.  A third  element  of  expense  is  made 
up  of  payments  the  Company  is  required  to  make  to  the  U.S.  Treas- 
ury. Details  of  trends  in  costs  and  revenues  can  be  found  in  para- 
graph II-A,  subparagraphs  1 through  9,  of  our  written  submission. 

The  preponderant  portion  of  the  Company’s  costs  are  fixed.  This 
has  limited  the  Company’s  ability  to  respond  to  the  downturn  in 
traffic  workload.  For  a discussion  of  the  relationship  of  fixed  and 
variable  Canal  costs,  I refer  the  subcommittee  to  paragraph  II-B(l) 
of  our  written  submission. 

FINANCIAL  MANAGEMENT 

The  statute  provides  that  the  Panama  Canal  Company  will  be 
managed  by  a Board  of  Directors.  The  Board  exercises  its  responsi- 
bility for  financial  management  through  its  Budget  and  Finance 
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Committee.  That  committee  meets  some  10  times  a year;  it  keeps 
abreast  of  and  keeps  the  Board  informed  as  to  the  Company’s  oper- 
ating budget,  capital  programs,  accounting  policies,  and  tolls  matters,. 

The  various  levels  of  financial  management  can  best  be  seen  by 
looking  at  the  cycle  for  our  operating  budget.  The  cycle  begins  with 
the  Board  laying  out  assumptions  for  the  year’s  operations.  The- 
assumptions  are  used  by  the  operating  units  to  plan  a budget.  The 
budget  is  reviewed  successively  by  Company  management,  the 
Budget  and  Finance  Committee,  the  full  Board  of  Directors,  the 
Office  of  Management  and  Budget,  and  the  Congress.  The  General 
Accounting  Office  performs  a followup  audit. 

The  budget  for  capital  programs  goes  through  a similar  process, 
except  that  in  addition  to  approval  of  the  budget,  the  Board  of 
Directors  makes  a second  review  prior  to  the  actual  obligation  of 
any  capital  funds. 

The  Board  is  also  responsible  for  establishing  accounting  policy. 
Public  notice  of  accounting  policies  is  given  by  publication  in  the 
F ederal  Register. 

As  a rate  regulated  public  utility,  the  Company  applies  generally 
accepted  accounting  principles  to  determine  the  manner  in  which 
costs  are  recognized.  The  proper  inclusion  of  all  costs  in  the  tolls: 
base  assures  that  the  interests  of  the  U.S.  Government  and  U.S.  tax- 
payer will  be  protected. 

In  its  latest  audit  of  the  Panama  Canal  Company,  the  General 
Accounting  Office  concurred  with  several  changes  in  accounting 
policy  that  were  made  to  assure  better  recognition  of  costs  in  the 
ratemaking  process. 

The  Secretary  of  the  Army  has  asked  the  Board  of  Directors  to* 
include  the  Canal  Zone  Government  in  its  budget  review. 

CANAL  ZONE  CIVILIAN  PERSONNEL  POLICY  COORDINATING  BOARD 

The  statute  also  provides  that  the  President  will  coordinate  wage 
and  employment  practices  of  the  various  U.S.  Government  agencies: 
in  the  Canal  Zone,  To  coordinate  such  personnel  policies,  there  has 
been  established  under  regulations  of  the  Secretary  of  the  Army  the 
Canal  Zone  Civilian  Personnel  Policy  Coordination  Board. 

Originally  comprising  two  members — the  Governor  and  the  com- 
mander in  chief  of  the  military  forces  in  the  Canal  Zone — the  Coor- 
dinating Board  was  expanded  in  early  1975  by  the  Secretary  of  the 
Army  to  include  a chairman  appointed  by  him.  Determinations  and 
directives  of  the  Canal  Zone  Civilian  Personnel  Policy  Coordinating 
Board  apply  to  some  18,500  civilian  employees  of  the  U.S.  Govern- 
ment in  the  Canal  Zone,  of  whom  nearly  80  percent  are  employees 
of  the  Panama  Canal  Company  and  the  Canal  Zone  Government. 

CZCPPCB  PROPOSALS 

The  Coordinating  Board  came  very  much  into  the  public  eye  in 
mid-February  1976,  when  it  announced  two  proposals  for  consulta- 
tion purposes  with  Canal  Zone  labor  unions.  These  two  proposals 
became  the  focal  point  for  an  employee  protest  which  led  to  a large 
scale  sick-out;  this  effectively  closed  the  canal  for  a short  time  dur- 
ing the  week  of  March  15. 
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The  first  of  the  two  proposals  would  preclude  payment  of  the 
15-percent  differential  to  any  newly  hired  U.S.  citizen  employee 
unless  he  were  recruited  from  the  United  States.  Present  employees 
now  receiving  the  differential  would  continue  to  receive  it  on  an 
indefinite  basis. 

The  second  proposal  refers  to  the  grade  level  cutoff  between  the 
two  wage  bases  used  in  the  Canal  Zone ; the  U.S.  wage  base  and  the 
Canal  Zone  wage  base.  Basic  compensation  for  U.S.  agencies  in 
the  Canal  Zone  is  related  not  to  citizenship  but  to  the  wage  base  of 
the  applicable  position;  the  position’s  wage  base  is  in  turn  deter- 
mined by  the  basic  area  of  recruitment  for  the  position. 

In  general,  the  concept  is  that  positions  in  grade  levels  for  which 
recruitment  is  required  from  the  United  States  shall  be  paid  on  the 
U.S.  wage  base,  and  all  others  paid  on  the  Canal  Zone  wage  base. 
Because  the  rates  of  pay  for  the  U.S.  wage  base  are  pegged  to  U.S. 
wages,  and  those  for  the  Canal  Zone  wage  base  pegged  only  to  U.S. 
minimum  wages,  there  is  considerable  difference  between  the  two  pay 
scales. 

The  specific  proposal  was  to  raise  the  cutoff  grade  level  and  con- 
vert positions  at  grade  NM-4,  -5,  and  -6,  and  MG-10,  that  is  manual 
grade  10,  Mr.  Chairman,  from  the  U.S.  wage  base  to  the  Canal  Zone 
pay  base.  The  change  would  result  in  the  establishment  of  lower  pay 
scales  for  newly  hired  employees,  but  would  preserve  the  current 
rates  of  pay  of  present  employees. 

The  pay  savings  action  would  preserve  the  current  dollar  amount 
of  an  employee’s  pay — but  not  his  purchasing  power — until  such 
time  as  rates  in  the  newly  established  pay  schedules  caught  up  with 
the  frozen  rate  through  the  normal  process  of  periodic  wage  adjust- 
ments. For  the  affected  employees,  the  freeze  could  last  5 years  or 
even  longer. 

Mr.  Metcalfe.  Governor,  I think  Mrs.  Sullivan  would  like  to  ask 
a question  at  this  point. 

Mrs.  Sullivan.  I think  this  matter  needs  to  be  explained.  Governor, 
because  I have  always  been  under  the  impression  since  1955  that  there 
was  mandated  one  wage  base,  and  that  where  a Panamanian  worker 
or  U.S.  worker  labored,  the  only  wage  difference  v/as  the  differential 
pay  to  the  American  worker.  Am  I wrong  in  that  understanding  ? 

Governor  Parfitt.  There  is  a slight  deviation  from  that,  Mrs. 
Sullivan.  Since  1959  there  have  been  two  wage  scales,  one  wage  scale 
for  local  recruitments,  which  apply  equally  to  U.S.  citizens,  and 
iion-U.S.  citizens.  That  was  applied  to  grades  FM-l  through  NM-3. 

Above  that  grade  level  there  was  one  wage  scale,  but  it  was  the 
U.S.  wage  scale,  and  it  applied  equally  to  local  hires,  Panamanians 
and  U.S.  employees. 

Mrs.  Sullivan.  Well,  this  is  what  I think  is  terribly  confusing, 
because  here  for  24  years  I have  worked  on  this  problem,  and  I am 
confused,  so  what  about  new  Members  coming  in  and  hearing  about 
two  wage  bases.  United  States  and  Panamanian  ? 

I can  understand  the  difference  if  you  had  to  bring  somebody 
down  from  the  States,  that  he  or  she  would  get  a differential  in  pay. 
Of  course,  whether  it  is  a U.S.  citizen,  as  you  say,  or  a Panamanian, 
they  are  doing  the  same  work,  and  they  get  the  same  wage  scale,  am  I 
correct  ? 
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Governor  Paefitt.  Except  for  the  adjustmenrs  you  mentioned 
wliich  is  a tax  differential,  and  a tropical  differential  for  eligible 
U.S.  citizens. 

Mrs.  Sullivan.  Is  it  not  confusing  to  hear  wages  talked  about  in 
terms  of  the  two  wage  scales  ? 

Governor  Parfitt.  Might  I just  read,  Mrs.  Sullivan,  for  the  record, 
the  basic  authority  which  is  Public  Law  85-550,  dated  July  25,  1958, 
and  that  reads : 

Rates  of  basic  compensation  may  be  established  and  revised  in  relation  to  the 
rates  of  compensation  for  the  same  and  similar  work  performed  in  the  CJonti- 
nental  United  States  or  in  areas  outside  the  Continental  United  States. 

That  was  codified  in  title  2,  chapter  7,  section  144  of  the  Canal  Zone 
Code;  it  was  further  implemented  by  the  Code  of  Federal  Eegula- 
tions,  approved  by  the  Secretary  of  the  Army.  When  initially  estab- 
lished the  regulations  established  two  wage  scales,  one  which  was 
based  on  local  wage  rates  and  the  second  on  U.S.  wage  rates.  The 
former  is  based  primarily  on  the  U.S.  minimum  wage,  and  affects 
only  employees  in  the  lower  grades,  who  are  recruited  on  site.  The 
regulations  applied  equally  to  Panamanians  and  U.S.  citizens.  The 
law  seemed  to  contemplate  that  when  the  employment  situation  was 
such  that  an  agency  would  hire  people  locally  for  higher  grades,  the 
grade  level  cutoff  would  be  raised,  positions  whether  occupied  by 
U.S.  or  Panamanian  citizens  above  that  cutoff  would  be  paid  at  U.S. 
wage  rates. 

It  is  that  question  which  was  raised  by  the  GAO  in  the  report 
to  this  committee  in  May  of  this  year. 

The  GAO  suggested  that  pursuant  to  law,  and  the  Code  of  Federal 
Eegulations,  that  we  should  raise  the  cutoff  to  a higher  level  on  the 
basis  that  we  were,  in  fact,  recruiting  locally  for  a higher  level 
grade. 

Mrs.  Sullivan.  Well,  it  seems  to  me  that  there  could  be  a better 
name  applied  to  this  system,  whether  it  be  a Panamanian  wage,  or 
a U.S.  wage.  If  there  are  sons  and  daughters  of  people  who  have  been 
down  there  for  a couple  of  generations,  and  if  they  are  going  to  take 
one  of  these  three  lower  grade  jobs,  they  get  the  very  same  salary 
as  if  it  were  a Panamanian  coming  into  work  under  it,  so  just  to  say 
it  is  a Panamanian  wage  scale  I think  throws  us  off. 

When  this  wage  system  was  mentioned  to  me  the  other  day  I said 
well,  something  is  wrong,  because  everyone  that  works  there  in  the 
zone  is  supposed  to  get  the  same  pay,  the  same  rate  for  the  same  job, 
whether  he  be  an  American  or  a Panamanian. 

I just  wanted  to  make  that  clear  so  that  you  understand,  and  we 
all  understand,  what  we  are  discussing.  Eeally  the  important  thing 
is  that  if  you  have  to  recruit  somebody  for  that  lower-paid  job,  and 
you  have  to  bring  him  in  from  the  States,  he  has  to  get  the  differ- 
ential, does  he  not  ? 

Governor  Parfitt.  Yes,  he  does. 

Mrs.  Sullivan.  So  for  the  actual  work  performed,  whether  it  be 
done  by  a Panamanian  or  United  States  citizen,  if  the  persons  who 
perform  the  work  do  not  have  to  be  recruited,  but  are  living  down 
there,  they  can  be  offered  a job  and  they  get  the  same  wage  scale. 

Governor  Parfitt.  That  is  correct.  However,  it  is  a lower  scale, 
because  it  is  what  we  call  a Canal  Zone  wage  scale,  which  is  higher 
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than  rates  paid  in  the  Kepublic  of  Panama,  but  lower  than  the  U.S. 
wage  scale.  The  Canal  Zone  wage  rates  are  based  at  the  bottom  level 
on  the  U.S.  minimum  wage,  and  is  built  up  from  that.  It  is  a con- 
structed wage  rate  for  the  Canal  Zone. 

Heretofore,  it  has  applied  only  to  the  bottom  three  grades.  The 
proposal  of  the  Board  was  to  raise  it  higher  because  of  the  fact  that 
we  were  hiring  locally  for  other  grades. 

Mrs.  Sullivan.  You  get  up  to  what  we  call  the  journeyman- 
craftsman,  and  that  is  the  higher  grade. 

Governor  Parfitt.  That  is  right. 

Mrs.  Sullivan.  But  if  they  are  hired  locally,  be  they  American  or 
Panamanian,  they  would  be  on  that  scale? 

Governor  Parfitt.  That  is  correct. 

Mrs.  Sullivan.  And  would  not  get  the  differential  if  they  are 
hired. 

Governor  Parfitt.  By  this  new  proposal  they  would  not  get  the 
differential  if  they  were  hired  locally. 

Mrs.  Sullivan.  Today,  if  it  is  a U.S.  citizen  that  is  hired  in  any  of 
these  grades  that  we  are  talking  about,  up  to  the  journeyman- 
craftsman  level,  if  he  is  American,  getting  the  differential,  is  that  it  ? 

Governor  Parfitt.  That  is  correct. 

Mrs.  Sullivan.  And  this  is  what  is  to  be  taken  away  only  from 
that  group  ? 

Governor  Parfitt.  Only  prospectively,  Mrs.  Sullivan.  It  was  not  to 
affect  present  employees  adversely. 

Mrs.  Sullivan.  Those  who  are  already  getting  it  still  get  it,  but 
any  new  ones  hired  would  not  get  it  ? 

Governor  Parfitt.  As  far  as  the  tropical  differential  is  concerned. 

Mrs.  Sullivan.  Nothing  taken  away,  only  they  are  frozen  in  this 
area  of  tropical  differential  ? 

Governor  Parfitt.  That  is  correct. 

Mrs.  Sullivan.  Thank  you. 

Mr.  Metcalfe.  Will  you  proceed.  Governor  ? 

Governor  Parfitt.  These  two  proposals  were  made  following 
Canal  Zone  interagency  coordination  and  study.  The  original  impetus 
to  the  proposals  was  the  General  Accounting  Office  (GAO)  report 
of  May  28, 1975,  to  this  subcommittee.  In  that  report  on  the  personnel 
policies  and  programs  of  the  canal  organization,  the  GAO  questioned 
the  rationale  for  the  payment  of  the  tropical  differential,  a recruit- 
ment and  retention  incentive,  to  incumbents  of  positions  ordinarily 
recruited  in  the  Canal  Zone  area.  It  also  questioned  the  use  of  a 
U.S.  base  for  wages  paid  to  employees  at  levels  normally  filled  by 
recruitment  locally.  The  GAO  noted  that  needed  economies  could 
be  generated  by  changes  in  these  two  areas. 

Although  the  proposals  have  the  effect  of  producing  savings  for 
the  Panama  Canal,  they  were  not  instituted  as  austerity  measures, 
but  in  compliance  with  a commitment  to  take  action  on  wage  prac- 
tices which  the  GAO  considered  to  be  questionable.  Payroll  savings 
during  the  first  year  after  implementation  are  estimated  at  approxi- 
mately $100,000  for  the  tropical  differential  proposal  and  $1  million 
for  the  pay  cutoff  proposal. 

Employee  opposition  to  the  proposals  was  widespread  and  vehe- 
ment. Canal  operations  suspended  by  the  employee  protest  were 
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restored  only  after  I met  with  labor  groups  and  promised  my  sup- 
port of  an  amendment  to  the  pay  cutoff  proposal. 

Basically,  I recommended  withdrawal  of  the  application  of  the 
proposal  to  the  MG-10  and  equivalent  level,  as  well  as  the  NM-6 
level;  also,  I recommended  allowing  present  employees  in  grades 
NM-4  and  NM-5  to  continue  to  be  paid  on  the  U.S.  wage  scale  and 
to  receive  all  subsequent  pay  increases. 

The  Commander  in  Chief,  U.S.  Southern  Command,  Lieutenant 
General  McAuliffe,  has  endorsed  my  proposed  amendment.  The  Canal 
Zone  Civilian  Personnel  Policy  Coordinating  Board  has  not  yet  met 
to  make  a decision  on  these  two  issues. 

FINANCIAL  POSITION 

In  regard  to  the  Company’s  financial  position  and  financial  prob- 
lems, I think  that  in  order  to  adequately  comprehend  them,  a look 
at  the  past  is  necessary.  From  the  time  the  Panama  Canal  Company 
was  reorganized  into  its  present  corporate  form  by  Congress  in  fiscal 
year  1952  and  up  through  fiscal  year  1975,  the  Panama  Canal  Com- 
pany has  been  self-sustaining.  In  addition,  over  those  24  years  it 
was  able  to  repay  to  the  U.S.  Treasury  $40  million  of  the  U.S.  Gov- 
ernment’s investment  in  the  Company,  and  to  invest,  through  re- 
cycling of  interest-free  capital,  some  $264  million  in  plant  improve- 
ments and  replacements. 

This  favorable  accomplishment  demonstrates  the  wisdom  of  Con- 
gress in  enacting  the  legislation  which  established  the  financial 
structure  of  the  Panama  Canal  Compan}^  As  you  will  see,  that  struc- 
ture was  designed  to  handle  practically  every  contingency. 

The  Company’s  favorable  financial  performance  during  these 
years  also  owes  a great  deal  to  the  employees  of  the  Panama  Canal 
organization,  who  significantly  contributed  to  productivity  gains. 

A broad,  but  meaningful,  measure  of  productivity  for  tlfie  Panama 
Canal  Company  is  determined  by  the  total  Panama  Canal  tonnage  of 
vessels  that  transit  the  canal  in  a year,  divided  by  the  total  number 
of  man-years  worked  by  the  Company’s  employees. 

In  1952,  2,082  Panama  Canal  tons  were  moved  through  the  Canal 
for  each  man-year  worked.  In  fiscal  year  1975  each  man-year 
accounted  for  the  transit  of  10,740  Panama  Canal  tons.  The  fore- 
going demonstrates  a 416-percent  increase  in  productivity  over  this 
period,  or  an  average  increase  of  18  percent  a year,  which  certainly 
is  an  outstanding  achievement. 

Mr.  Snyder.  Excuse  me.  Governor,  is  there  any  relation  between 
that  productivity  and  the  Panama  Canal  Zone  tons  and  increased 
revenue  ? 

Are  you  getting  a lot  more  tons  stacked  on  top  that  you  are  not 
getting  paid  for  ? 

Governor  Parfitt.  I am  not  sure  I understood  your  question,  sir. 

Mr.  Snyder.  Has  the  revenue  per  ton  increased  along  with  that 
productivity  ? 

Governor  Parfitt.  The  revenue  per  ton  has  only  increased  by  19.7 
percent.  This  increase  in  rates  was  placed  into  effect  in  July  1975. 

Mr.  Snyder.  But  that  on  deck  cargo  that  you  were  not  getting 
paid  for,  are  you  putting  those  tons  into  this  computation  ? 
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Governor  Parfitt.  No.  Tolls  are  based  on  the  Panama  Canal  meas^ 
urement  ton — Avhich  is  generally  the  below-deck  measurement. 

Mr.  Snyder.  They  are  all  paid  for? 

Governor  Parfitt.  Yes,  paid  for  Panama  Canal  tons  only. 

To  encourage  productivity  the  Company  has  a thriving  incentive 
awards  program,  and  an  excellent  suggestion  program,  but  much  of 
the  Company’s  work  involves  teamwork  where  it  is  difficult  to  single 
out  individuals  for  recognition. 

I think  that  probably  the  greatest  incentives  are  only  partly  tangi- 
ble, and  have  to  do  with  the  employee  feeling  a part  of  the  great 
concerted  effort  that  it  takes  to  run  the  Canal.  The  sense  of  com- 
munity is  a great  part  of  that  incentive  and  the  sense  that  the  Com- 
pany will  look  out  for  the  employee’s  interests  also  has  a great  deal 
to  do  with  the  employee’s  feeling  of  responsibility  for  the  Canal. 

It  is  impossible  to  measure  these  incentives,  but  the  evidence  is  that 
they  exist,  and  we  have  to  show  for  it  the  60  years  of  efficient  service 
to  shipping  since  the  Canal  opened  in  1914. 

FINANCIAL  PROBLEMS 

The  financial  problems  confronting  the  Panama  Canal  Company 
are  not  essentially  different  from  those  faced  today  by  many  finan- 
cially sound  business  firms  in  the  United  States,  but  the  measures  we 
can  take  to  respond  are  limited.  A depressed  world  economy  has  cut 
our  revejiues  and  continuing  inflation  has  ballooned  our  costs. 

There  is  nothing  that  the  Company  can  do  to  induce  more  revenue- 
producing  traffic  to  come  through  the  Canal.  To  increase  revenues,  its 
only  avenue  is  through  rate  increases,  principally  a toll  rate  increase. 
On  the  cost  side,  the  Panama  Canal  Company  has,  as  any  prudent 
business  firm  would  when  its  volume  of  business  is  down,  pared  costs 
to  the  extent  practicable.  Unfortunately,  in  cutting  costs  the  Com- 
pany is  limited  to  certain  narrow  areas  l3ecause  of  the  preponderance 
of  fixed  costs. 

AUSTERITY  PROGRAM 

Because  of  this  limitation,  our  cost  cutting  program,  which  we 
refer  to  as  our  austerity  program,  not  only  dealt  with  areas  related  to 
the  reduced  workload,  but  also  went  into  other  areas;  deferrals  of 
maintenance,  scrimping  on  supplies,  reductions  in  personnel  not 
related  to  the  workload  falloff,  and  reductions  in  services  to  employ- 
ees and  others.  We  Avould  rather  not  have  touched  some  of  these  areas 
and  will  reverse  certain  of  these  actions  as  soon  as  the  situation 
permits. 

These  austerity  measures  were  initiated  to  partly  offset  the  Com- 
pany’s projected  operating  losses  for  fiscal  1976  and  1977.  In  an  early 
estimate  to  the  Board  of  Directors  we  predicted  a $29  million  loss  for 
fiscal  j^ear  1976. 

Through  the  austerity  program  we  have  been  able  to  squeeze  some 
$14.8  million  out  of  the  1976  budget,  and  consider  the  program  a 
resounding  success.  But  even  with  such  results  from  the  austerity 
program,  it  is  anticipated  that  revenues  will  not  be  sufficient  to  cover 
costs  in  this  fiscal  year.  We  were  able  to  overcome  the  effects  of  cost 
inflation  with  the  austerity  program,  and  some  of  the  loss  due  to 
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traffic  falloff,  but  the  full  effect  of  the  traffic  falloff  was  to  much  to 
absorb. 

In  our  latest  presentation  to  the  House  and  Senate  Appropriations 
Committees,  we  estimated  a loss  for  fiscal  year  1976  of  $14.1  million. 
Since  that  last  estimate,  we  found  that  although  the  exclusion  of  deck 
cargo  from  the  measurement  rule  changes  will  reduce  expected  reve- 
nues, further  cost  economies  are  unfolding  that  may  make  it  possible 
to  lessen  that  $14.1  deficit  figure. 

STATUTORY  FINANCIAL  ALTERNATIVES 

Although  this  loss  appears  large,  it  is  far  short  of  creating  a finan- 
cial crisis  for  the  Panama  Canal  Company.  Even  if  no  statutory 
measures  were  available  to  us  to  dampen  the  impact  of  such  a loss, 
operations  would  still  not  suffer  in  the  short  run.  What  would  be 
affected  would  be  our  program  for  capital  improvements  and  replace- 
ments. 

Of  course,  in  the  long  run  these  are  vital  to  the  continued  operation 
of  the  Canal,  and  Congress  has,  in  its  statutory  plan  for  the  Panama 
Canal  Company,  guarded  against  any  deterioration  in  required  capi- 
tal investment. 

The  Congress  anticipated  that,  from  time  to  time,  the  Company 
would  sustain  losses,  and  through  the  legislative  process  has  provided 
the  Panama  Canal  Company  with  a number  of  alternatives  for  use  in 
such  circumstances  which  assure  the  Company’s  financial  viability 
without  compromising  its  capital  program.  Let  us  look  for  a moment 
at  these  alternatives. 

Section  62  of  title  2 of  the  Canal  Zone  Code  requires  the  Panama 
Canal  Company  to  pay  into  the  Treasury : 

(a)  Interest  on  the  U.S.  Government’s  net  direct  investment  in  the 
Company ; 

(b)  Annuity  payments  under  article  XIV  of  the  1903  Treaty  with 
Panama  as  modified  by  article  VII  of  the  1936  Treaty ; and 

(c)  Net  costs  of  operation  of  the  Canal  Zone  Government. 

In  each  case  the  requirement  of  the  statute  is  that  these  payments 
“shall  be  made  annually  to  the  extent  earned,  and  if  not  earned  shall 
be  made  from  subsequent  earnings.”  This  provision  for  deferral  does 
not  replace  the  statutory  requirement  that  the  Company  is  to  be 
self-sustaining,  but  provides  flexibility  by  allowing  the  Company  to 
achieve  a balance  between  revenues  and  costs  over  a period  longer 
than  a fiscal  year. 

In  addition  to  the  provisions  for  deferment  of  such  payments,  the 
statutory  plan  also  authorizes,  in  section  72  of  title  2 of  the  Canal 
Zone  Code,  appropriations  to  cover  losses.  This  provision  could  come 
into  play  after  the  deferment  provisions  were  exhausted. 

Also,  the  Panama  Canal  Company  has  statutory  authority  to 
borrow  from  the  Treasury,  for  any  of  the  purposes  of  the  Company, 
hot  more  than  $40  million  outstanding  at  any  time.  A portion  of  the 
$40  million  borrowing  authority  is  used  to  backstop  obligations  of 
the  Company’s  capital  program,  and,  although  no  portion  of  the 
$40  million  has  been  withdrawn  from  the  Treasury,  the  amount  of 
^br^  reduced  to  the  extent  that  it  already  is  backstopping 
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In  addition  to  all  of  the  above,  one  further  source  of  funds  is  pro- 
vided in  the  statutory  plan,  a provision  authorizing  appropriations 
for  the  purpose  of  meeting  increased  capital  needs.  • j 

These,  then,  are  financial  alternatives  already  contained  in  the 
statutory  plan.  What  do  they  mean  in  terms  of  today’s  financial 
strain?  To  answer  that,  let  me  first  state  for  you  our  perception  oi 
the  problem. 

There  are  two  factors ; one,  the  Company,  like  many  other  entities, 
did  not  anticipate  the  depth  reached  by  the  economic  slump,  nor  the 
heights  reached  by  inflation.  Over  the  years,  the  Panama  Canal  has 
had  an  excellent  record  of  forecasting  traffic  revenues  and  costs,  as 
you  can  appreciate  from  the  detail  in  section  II  G,  subparagraphs  1 
through  7 of  our  written  submission.  But  the  past  2 years  have 
broken  all  previous  patterns  and  the  traffic  upturn  we  expected  from 
day  to  day  never  materialized.  ^ 

The  second  factor  contributing  to  our  present  problem  is  that  once 
the  extreme  nature  of  the  traffic  slump  became  apparent,  it  was 
inappropriate  to  try  to  institute  an  immediate  toll  rate  change.  The 
slump  appeared  to  be  a temporary  phenomenon,  and  we  wanted  to 
avoid  asking  for  a sharp  rate  hike  with  uncertain  consequences  and 
subsequently  have  to  revise  it  downward  as  soon  as  traffic  picked  up. 
So  part  of  our  loss  this  year  could  be  attributed  to  our  perceived 
obligation  to  keep  toll  rates  stable  in  an  uncertain  economic  situation. 

At  this  point,  with  the  economy  beginning  to  move  again,  the 
direction  indicated  by  our  statutory  plan  is  so  clear  that  we  are 
brought  to  the  conclusion  that  it  was  the  specific  intent  of  Congress 
to  enable  the  Company  to  weather  just  such  a storm  as  this,  and  still 
maintain  tolls  stability. 

Following  that  direction,  in  order  to  restore  the  balance  between 
revenues  and  costs,  we  plan  to  seek  a toll  increase  to  be  effective  in 
fiscal  year  1977.  Included  in  the  calculations  for  that  toll  rate  increase 
will  be  a portion  of  all  of  the  amount  of  interest  unearned  by  the 
Company  in  fiscal  year  1976,  which  is  being  withheld  from  the 
Treasury  on  a current  basis. 

For  fiscal  year  1976  that  interest  expense  is  estimated  at  $16,578,000 ; 
annuity  payments  are  estimated  at  $519,000,  and  the  estimate  for  the 
net  cost  of  Canal  Zone  Government  is  $23,899,000. 

Thus,  in  fiscal  year  1976  it  is  estimated  that  costs  totaling 
$40,996,000  will  accrue  for  which  payment  need  not  be  made  in  that 
year  unless  the  amounts  are  earned.  The  unearned  portion  of  such 
costs  in  fiscal  year  1976  is  presently  estimated  at  $14,120,000,  which 
is  the  amount  of  the  estimated  net  operating  loss  for  this  year  which 
I mentioned  earlier. 

The  present  financial  problems  are  the  worst  since  the  Panama 
Canal  Company  was  organized  in  1950,  yet  the  statutory  resources 
for  dealing  with  financial  crises  are  barely  being  touched. 

For  this  reason  it  is  the  view  of  the  Panama  Canal  Company  that 
the  existing  statutory  provisions  relating  to  the  financial  manage- 
ment of  the  Panama  Canal  Company  assure  the  Company  necessary 
financial  viability  under  all  forseeable  operating  adversities. 

The  twin  factors  of  recession  and  inflation  have  laid  an  enormous 
burden  on  the  Panama  Canal  Company,  but  belt-tightening  by  both 
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management  and  employees  have  put  us  iiiio  a position  where,  with 
the  help  of  the  tools  provided  by  Congress,  we  can  keep  the  Canal 
self-sustaining. 

This  concludes  my  prepared  statement.  I vrould  be  pleased  to 
respond  to  any  questions  you  may  have.  Thank  you. 

]\Ir.  Metcalfe.  The  Chair  recognizes  Mrs.  Sullivan  for  any  ques- 
tions she  may  wish  to  ask  at  this  point. 

Mrs.  Sullivan.  Thank  you  very  much,  Mr.  Chairman.  I do  have  a 
few  questions. 

Governor,  is  it  not  true  that  if  the  various  accounting  changes 
instituted  in  1972  and  1974  had  not  gone  into  effect  the  Company 
wmuld  not  have  experienced  losses  since  fiscal  year  1973  and  would 
not  be  projecting  a loss  for  1977  ? 

Also,  let  me  ask  why  the  period  of  40  years  was  chosen  for  depre- 
ciation ? 

Governor  Parfitt.  Mrs.  Sullivan,  I do  not  believe  that  is  quite 
correct.  The  accounting  changes  that  you  refer  to  were  included  in 
both  the  cost  and  the  tolls  increase,  and  therefore,  their  impact  on  the 
operating  results  was  nil.  The  only  factors  contributing  to  the  loss  in 
fiscal  year  1975  w^ere  economic  events,  that  occurred  subsequent  to  the 
toll  increase. 

Plad  we  not  made  those  changes,  the  tolls  increase  and  our  costs 
in  1975  would  have  been  less,  and  therefore  the  same  results,  that  is 
a loss,  would  have  been  obtained. 

In  other  words,  the  accounting  changes  have  been  a wash.  They 
were  included,  and  resulted  in  an  increase  in  the  tolls  rate,  and  there- 
fore have  been  accounted  for  in  the  income,  so  there  has  been  a com- 
plete wash  of  that  transaction. 

Mrs.  Sullivan.  Well,  after  the  last  trip  that  a number  of  us  made 
down  there  in  January  about  a year  ago,  on  our  way  back  we  dis- 
cussed the  changes  in  the  accounting  system,  what  kind  of  effect  they 
were  going  to  show,  and  why  the  need,  or  the  necessity,  for  those 
changes. 

I do  not  think  we  were  able  to  get  all  of  those  answers,  Governor. 
I think  all  of  this  was  just  a few  months  prior  to  the  change  of 
Governors,  and  I am  sorry  to  say  that  I did  not  really  dig  into  that 
depreciation  either  because  of  a number  of  other  problems,  and  I 
just  did  not  get  to  it  deeply,  but  w^e  could  not  quite  accept  and 
understand  the  changes.  It  was  very  difficult  to  criticize  the  changes 
because  we  ourselves  had  not  made  a deep  enough  study,  and  maybe 
were  not  really  able  to  make  the  kind  of  a study  that  you  and  those 
in  charge  of  that  department  of  the  Company  were  able  to  come  up 
with. 

It  just  seemed  to  me  that  things  were  being  charged  off  and  depre- 
ciated in  a way  they  had  never  been  before,  and  that  it  would  reflect 
greatly  on  the  figures  that  you  ended  up  with. 

Governor  Parfitt.  There  was  a substantial  increase  in  the  cost  to 
the  Company,  that  cost  was  ground  into  the  toll  rate  increase  and 
has  been  accounted  for  in  the  19.7  percent  toll  rate  increase. 

Without  those  accounting  changes  the  toll  rate  increase  for  1975 
would  have  been  less,  this  is  true. 

]Mrs.  Sullivan.  That  is  the  one  conclusion  we  arrived  at,  that  by 
changing  that  sj^stem  you  have  a greater  tolls  increase. 
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Governor  Pakfitt.  Nevertheless,  it  is  my  view,  and  after  haying 
reviewed  the  situation,  that  the  accounting  changes  were  appropriate. 

This  has  been  verified  by  our  consultant,  Arthur  Anderson.  They 
made  a very  fine  report  that  deals  with  these  particular  changes,  and 
their  rationale  as  to  why  they  are  justifiable. 

Likewise,  the  General  Accounting  Office  has  reviewed  the  account- 
ing changes,  and  they  likewise  agree  that  they  are  appropriate. 

I think  the  basic  reason  for  the  change,  the  big  change,  which  was 
to  add  depreciation  for  previous  nondepreciables,  was  predicated  on 
the  determination  that  it  was  no  longer  valid  to  assume  that  the 
canal  entity  had  an  indefinite  economic  life,  and  therefore,  it  was 
appropriate,  to  amortize  or  to  depreciate  all  of  those  assets,  includ- 
ing the  excavation  and  the  fills  over  an  appropriate  period. 

Now,  the  apprapriate  period  is  a judgmental  factor,  and  in  this 
particular  case  it  was  determined  that  40  years  was  about  right. 

Mrs.  Sullivan.  These  are  some  of  the  questions  I wanted  to  follow 
up  on,  and  possibly  Mr.  Steers  had  a great  deal  to  do  with  it,  did 
you  not,  Mr.  Steers  ? 

Mr.  Steers.  Yes ; that  is  correct. 

!Mrs.  SuLLm^N.  Maybe  you  can  answer  some  of  them. 

First,  why  was  the  period  of  40  years  chosen?  Why  was  no  adjust- 
ment made  for  the  fact  that,  titles,  treaties,  and  excavations  have 
existed  since  the  early  1900’s,  and  what  study  was  made  to  determine 
whether  any  portion  of  these  charges  had  been  recovered  from  pre- 
vious profits  from  canal  operations  ? 

Mr.  Steers.  First,  with  respect  to  the  40  years.  The  Board  of 
Directors  in  selecting  the  period  over  which  to  depreciate  or  to 
amortize  these  assets  that  had  not  heretofore  been  depreciated,  con- 
sidered a range  of  years  from  30  to  100. 

It  was  their  judgment  that  40  years  appeared  to  be  a reasonable 
period,  when  one  considered  the  implications  of  economics  of  ship- 
ping on  the  life  of  the  canal.  In  addition  events  of  the  treaty  discus- 
sion that  continue  to  unfold  indicated  some  yet  undefined  period  of 
U.S.  preserves.  Forty  years  seemed  to  maintain  an  equity  both  to  the 
Company,  and  to  the  shipping  interests  involved. 

The  Board’s  action  was  based  on  paper  that  I submitted  through 
the  Budget  and  Finance  Committee,  dated  May  30,  1972.  A copy  of 
this  paper  is  submitted  for  the  record  and  reads  as  follows : 

[The  information  submitted  for  the  record  follows :] 

Panama  Canal  Company, 

Office  of  the  Comptroller, 
Balboa  Heights,  C.  Z.,  May  SO,  1972. 

Budget  and  Finance  Committee  Meeting  No.  72-1 

To ; Members  of  the  Budget  and  Finance  Committee. 

Subject : Certain  assets  not  heretofore  depreciated. 

1.  The  purpose  of  this  paper  is  to  present  for  consideration  a proposed 
approach  toward  initiating  on  July  1,  1973  (F.Y.  1974)  the  depreciation  of 
certain  assets  heretofore  not  depreciated.  The  problem  of  depreciating  these 
assets  has  been  under  varying  degrees  of  consideration  for  some  20  years.  Most 
recently  it  has  been  raised  once  again  by  the  General  Accounting  Office  (GAO) 
in  its  May  4,  1972  Report  to  the  Congress  on  the  “Examination  of  Financial 
Statements,  Fiscal  Tears  1971  and  1970,  Panama  Canal  Company  and  Canal 
Zone  Government,”  (Enclosure  A,  pages  2,  10-11). 
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2.  Section  412,  title  2 of  the  Canal  Zone  Code  provides  that : 

“Tolls  shall  be  prescribed  at  rates  calculated  to  cover,  as  nearly  as  practi- 
cable, all  costs  of  maintaining  and  operating  the  Panama  Canal,  together  with 
the  facilities  and  appurtenances  related  thereto,  including  . . . deprecia- 
tion. ...” 

3.  Since  the  effective  date  of  this  provision  (July  1,  1951),  the  Panama 
Canal  Company  has  accrued  depreciation  on  active  assets  of  the  Company 
valued  at  approximately  $415  million  at  rates  based  on  various  service  lives. 
Depreciation  charges  were  $7.8  million  in  1971  and  total  depreciation  allow- 
ances through  June  30,  1971  were  $235.2  million,  of  which  $124.2  had  been 
charged  since  1951. 

4.  As  an  operating  expense,  depreciation  charges  are,  of  course,  deducted 
from  revenues  in  arriving  at  annual  net  operating  income  or  loss. 

5.  The  assets  on  which  depreciation  has  been  charged  since  1951  do  not 
include  certain  assets  valued  at  $331.2  million,  such  as  excavation  of  channels, 
harbors,  spillways  and  locks,  and  embankments  for  dams,  the  cost  of  depopu- 
lation of  the  Canal  Zone  and  certain  treaty  payments.  These  assets  were 
originally  excluded  from  the  assets  on  which  depreciation  was  charged  on  the 
theory  that  they  were  nondepreciable.  In  our  view,  in  which  our  consultant  on 
accounting  matters  concurs,  there  is  no  sound  objection  from  the  standpoint 
of  acceptable  accounting  practices  to  charging  depreciation  on  these  assets. 
In  general,  depreciation  accounting  is  a system  of  accounting  which  aims  to 
distribute  the  costs  of  capital  assets  over  their  estimated  useful  life  in  a sys- 
tematic and  rational  manner.  It  is  a process  of  allocation,  not  of  valuation. 

6.  Section  412  of  title  2 recognizes  depreciation  as  a cost  of  operation  of  the 
Canal  properly  charged  to  tolls  and,  although  the  Office  of  Management  and 
Budget  has  held  otherwise,  there  is  nothing  in  the  statute  or  the  legislative 
history  that  shows  an  intent  of  Congress  to  exclude  the  assets  in  question  from 
depreciation  charges. 

7.  The  GAO  has  consistently  taken  the  position  that  these  assets  should  be 
depreciated.  In  their  latest  report  on  the  audit  for  fiscal  years  1971  and  1970, 
the  GAO  said: 

“GAO  believes  that  the  assets  in  question — excavation,  embankments,  fills, 
and  related  facilities — are  limited-purpose  land  assets  whose  utility  dimin- 
ishes or  terminates  as  the  utility  of  the  canal  diminishes  and  that  their  costs 
should  be  depreciated  or  amortized.  GAO  believes  that  a change  in  legislation 
is  not  necessary  to  permit  the  Company  to  administratively  determine  the 
effective  date  of  depreciation  or  amortization  of  these  assets  for  the  purpose 
of  including  the  costs  relative  thereto  in  its  finanical  statements” 

8.  The  selection  of  an  appropriate  period  for  depreciation  of  these  assets 
lies  in  the  discretion  of  the  Panama  Canal  Company.  The  following  tabulation 
shows  the  annual  charges  for  depreciation  of  these  assets  that  would  accrue 
on  the  basis  of  several  indicated  depreciation  periods  ranging  from  30  years 
to  100  years : 


Annual  deprecia- 
tion charge  (on 

Depreciation  period  (years)  Annual  (percent)  $331.2  million) 


30 3.3  $11.0 

40 2.5  8.3 

50 2.0  6.6 

60 1.7  5.5 

70 1.4  4.7 

80 1.3  4.1 

90 1.1  3.7 

100 1.0  3. 3 


9.  The  Company  also  has  the  discretion  as  to  the  adoption  of  the  date  for 
beginning  depreciation,  i.e.,  (1)  whether  such  date  should  be  retroactive  to 
the  time  the  facilities  were  placed  in  service  or  possibly  to  July  1,  1951,  or  (2) 
whether  such  date  should  be  prospective.  In  our  view  the  prospective  date 
should  be  adopted  as  the  method  involving  the  fewest  complications  and  most 
consistent  with  the  procedures  recommended  below  for  effectuating  the  imple- 
mentation of  the  policy  of  charging  depreciation  on  these  assets. 
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10.  As  a first  step  toward  implementing  the  policy,  I recommend  the  inclu- 
sion of  a provision  for  depreciation  of  these  assets,  commencing  July  1,  1973, 
in  the  annual  budget  program  for  fiscal  year  1974.  If  the  program  is  approved 
by  the  Office  of  Management  and  Budget  and  sent  to  the  Congress  by  the  Presi- 
dent, the  Appropriations  Committees  and  the  Congress  will  review  the  program 
and  will  either  approve  it  or  modify  it.  In  our  judgment,  the  inclusion  of  this 
item  in  the  budget  will  be  favorably  received  by  the  Appropriations  Committees 
and  Congress. 

11.  The  recording  of  depreciation  will  in  itself  have  no  effect  on  the  Com- 
pany’s cash  position. 

12.  In  view  of  the  considerations  outlined  above,  it  is  recommended  that  the 
Board  of  Directors  approve  inclusion  of  provision  for  the  depreciation  of  the 
assets  in  question  in  the  annual  budget  program  for  fiscal  year  1974. 

Philip  L.  Steees,  Je., 

Comptroller. 

Enclosure. 

Exceept  Feom  Geneeal  Accounting  Office  Repoet  to  the  Congeess 

(Page  2) 

EECOMMENDATIONS  OE  SUGGESTIONS 

This  report  contains  no  recommendations  or  suggestions. 

AGENCY  ACTIONS  AND  UNEESOLVED  ISSUES 

The  Company  continues  to  believe  that  it  legally  cannot  amortize  or  depreciate 
the  cost  of  certain  assets  without  legislation  authorizing  it  to  do  so  and  that 
the  accounting  treatment  necessarily  is  founded  on  this  construction  of  law. 
The  Company,  however,  has  agreed  to  reevaluate  its  position  on  this  matter. 
( See  pp.  10  and  11. ) 

GAO  believes  that  the  assets  in  question — excavation,  embankments,  fills, 
and  related  facilities  are  limited-purpose  land  assets  whose  utility  dimin- 
ishes or  terminates  as  the  utility  of  the  canal  diminishes  and  that  their  costs 
should  be  depreciated  or  amortized.  GAO  believes  that  a change  in  legislation 
is  not  necessary  to  permit  the  Company  to  administratively  determine  the 
effective  date  of  depreciation  or  amortization  of  these  assets  for  the  purpose 
of  including  the  costs  relative  thereto  in  its  financial  statements.  (See  p.  11.) 

The  Company  and  the  Canal  Zone  Government  believe  that,  since  the  Repub- 
lic of  Panama  historically  has  liquidated  all  delinquent  accounts  prior  to  the 
ratification  of  new  treaties  between  the  Republic  and  the  United  States  that 
relate  to  the  Canal,  these  receivables  are  collectible.  (See  p.  12.) 

MATTEES  FOE  CONSIDEEATION  BY  THE  CONGEESS 

This  report  is  submitted  to  the  Congress,  as  required  by  law,  to  disclose  the 
results  of  GAO’s  audit  and  such  other  information  as  necessary  to  keep  the 
Congress  infornied  of  the  operations  and  financial  condition  of  the  Company. 

Excerpt  from  General  Accounting  Office  Report  to  the  Congress  (Pages  10-11) 

Comments  on  Financial  Statements 

DEPEECIATION  NOT  EECOEDED  ON  CEETAIN  FIXED  ASSETS 

As  stated  in  note  2 (see  p.  25)  to  the  Company’s  financial  statements,  the 
Company  interprets  the  Canal  Zone  Code  as  not  requiring  the  depreciation  or 
amortization  of  certain  canal  construction  costs  relating  to  titles ; treaty 
rights ; excavations  of  channels,  harbors,  and  basins ; and  other  works  total- 
ing $331  million  at  June  30,  1971  and  1970.  The  note  further  states  that,  if 
these  assets  were  depreciated  at  1 percent  a year,  there  would  be  an  annual 
charge  of  about  $3.3  million  against  operations.  The  Company  believes  that  it 
legally  cannot  amortize  or  depreciate  the  cost  of  these  assets  without  legisla- 
tion authorizing  it  to  do  so  and  that  the  accounting  treatment  necessarily  is 
founded  on  this  construction  of  the  law. 
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At  the  continued  suggestion  of  the  Senate  Appropriations  Committee,  the 
Company  proposed  legislation  for  the  consideration  of  the  Eighty-third,  Eighty- 
fourth,  and  Eighty-eighth  through  the  Ninety-second  Congresses,  which  would 
have  amended  the  Canal  Zone  Code  to  authorize  the  depreciation  of  these 
assets.  The  legislation  had  not  been  acted  upon  by  the  Eighty-third,  Eighty- 
fourth,  and  Eighty-eighth  Congresses  and  was  not  introduced  to  the  recent 
Congresses.  We  were  advised  by  Company  official  that  the  Office  of  Manage- 
ment and  Budget  had  not  recommended  the  introduction  of  the  legislation  to 
the  recent  Congresses  because  of  the  Department  of  State’s  views  that  the 
introduction  of  such  legislation  should  be  deferred  pending  the  outcome  of 
treaty  negotiations  with  the  Republic  of  Panama.  Negotiations  with  the  Repub- 
lic of  Panama  regarding  the  replacement  of  the  existing  1903  treaty,  which 
gives  the  United  States  control  of  the  Canal  Zone  in  perpetuity,  w^ere  resumed 
in  June  1971. 

It  is  our  view  (1)  that  the  assets  in  question — excavations,  embankments, 
fills,  and  related  facilities — are  limited-purpose  land  assets  whose  utility  dimin- 
ishes or  terminates  as  the  utility  of  the  canal  diminishes  and  that  their  cost 
should  be  depreciated  or  amortized  and  (2)  that  a change  in  legislation  is  not 
necessary  to  permit  the  Company  to  determine  the  effective  date  of  deprecia- 
tion or  amortization  of  these  assets  for  the  purpose  of  including  costs  relative 
thereto  in  its  financial  statements.  These  assets  were  constructed  for  the  spe- 
cial purpose  of  enabling  the  passage  of  ships  through  the  canal.  When  this 
purpose  ceases  the  utility  of  the  assets  presumably  will  cease  also.  The  assets 
involved  therefore  do  not  add  permanent  value  to  the  land  but,  rather,  have 
value  of  a terminable  nature. 

We  discussed  the  propriety  of  the  accounting  treatment  afforded  these  assets 
with  the  Company,  and  the  Company  has  agreed  to  reevaluate  its  position 
relative  to  the  basis  for  this  accounting  policy. 

Mr.  Steers.  With  respect  to  titles  and  treaty  rights — I refer  the 
committee  to  the  answer  to  question  II  H (2)  which  has  previously 
been  placed  in  the  record. 

Subsequent  to  1951  up  through  fiscal  year  1973,  depreciation  of 
these  assets  was  not  included  in  the  Company’s  costs  and  therefore 
cannot  be  considered  as  having  been  recovered. 

Mrs.  SuELivAN.  Did  the  treaty  negotiations  that  had  been  going  on 
since  1964,  or  thereabouts,  have  much  to  do  with  the  change  of  the 
accounting  system  ? 

Mr.  Steers.  I would  say  not — that  it  was  not  a factor  in  their 
action. 

We  were  faced  with  the  need  for  a tolls  increase  based  upon  our 
economic  forecasts,  and  in  evaluating  the  cost  that  should  be  recov- 
ered under  section  412,  which  provides  for  the  recovery  of  deprecia- 
tion, and  it  was  a proper  financial  and  accounting  action  to  provide 
for  the  recovery  of  the  U.S.  Government’s  investment  in  these  assets. 

At  that  time  we  had  been  carrying  on  the  book,  approximately 
$300  million  in  active  fixed  assets,  which  were  not  being  depreciated. 

It  was  my  recommendation  to  the  Board  that  they  should  review 
this  matter.  Consideration  of  this  was  consistent  with  a continuing 
recommendation  by  the  General  Accounting  Office  that  the  company 
should  depreciate  these  assets. 

ISIrs.  Sullivan.  Is  that  when  that  interest  payment  on  that  debt  to 
be  paid  back  into  the  Treasury  originated,  some  $16  million  a year? 

Mr.  Steers.  No  ; the  requirement  to  pay  interest  was  part  of  the 
reorganization  legislation  in  1950. 

Mrs.  Sullivan.  And  has  been  paid  since  then  ? 

Mr.  Steers.  Yes,  Ma’am,  it  has. 

Governor  Pareitt.  I might  add  one  point,  Mrs.  Sullivan. 

From  a standpoint  aside  from  the  issue  of  reasonableness,  or 
acounting  principles  involved  here,  without  an  increase  in  deprecia- 
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tion  which  we  experienced  in  the  last  few  years  the  alternative  left 
to  the  Company  would  be  to  seek  appropriations  of  the  Congress  for 
capital  investment. 

The  amount  of  money  we  are  generating  for  capital  investment 
through  the  depreciating  process  is  marginal  at  best  right  now,  even 
with  these  additions. 

Mrs.  Sullivaix.  Section  412  of  the  Canal  Zone  Code  provides  that 
tolls  should  recover  “an  appropriate  share  of  the  net  cost  of  opera- 
tion of  the  agency  known  as  the  Canal  Zone  Government.” 

Wliat  were  the  net  costs  of  operation  of  the  Canal  Zone  Govern- 
ment for  fiscal  year  1975  ? 

Governor  Parfitt.  Approximately  $23.8  million  exclusive  of  spon- 
sorship costs,  Mrs.  Sullivan. 

Mrs.  SuLLivAis'.  "What  share  of  the  net  cost  was  assessed  against 
the  tolls  ? 

Governor  Parfitt.  The  entire  amount  of  $23.8  million  of  net  costs. 
The  cost  of  the  Canal  Zone  Government  is  recouped  by  services  and 
billings  to  other  recipients  of  the  services,  such  as  the  military  pay 
for  hospitals  and  schools,  and  so  forth,  and  the  residual  amount, 
what  we  call  the  net  cost  of  the  Canal  Zone  Government,  has  been 
constructed  over  years  as  the  appropriate  costs  of  the  Canal  Zone 
Government  that  should  be  borne  by  the  tolls. 

!Mr.  Steers.  May  I elaborate  on  the  Governor’s  response  there  ? 

!Mrs.  SuLLivAix.  Yes ; please  do. 

Mr.  Steers.  The  total  amount  of  the  net  cost  to  the  Canal  Zone 
Government  is  not  borne  entirely  by  tolls. 

Portions  of  that  are  recovered  from  other  third  parties  to  whom 
the  Panama  Canal  Company  renders  service.  For  example,  the  rates 
that  we  charge  for  the  various  pier  services  include  a recovery  of  the 
general  corporate  expenses,  which  include  a portion  of  the  net  cost 
of  the  Canal  Zone  Government. 

^Irs.  Sullivan.  Mdiy  did  not  the  company  assess  only  an  appro- 
priate share  of  these  costs  against  the  tolls  ? 

Would  you  have  a reason  for  that.  Governor  ? 

Governor  Parfitt.  I think  the  statement  just  made  was  that  the 
Company  is  responsible  to  repay  the  total  net  cost  of  the  Canal  Zone 
Government,  which  they  are  doing,  but  that  all  of  that  cost  is  not 
transferred  to  the  toll  structure,  only  a portion  of  it. 

Mrs.  Sullivan.  Section  412  further  provides  in  the  determination 
of  the  appropriate  share  substantial  weight  shall  be  given  to  the 
ratio  of  the  total  gross  revenues  of  the  Panama  Canal  Company  ex- 
clusive of  the  costs  of  commodities  resold  and  exclusive  of  revenues 
arising  from  transactions  with  the  Company,  or  from  transactions 
with  the  Canal  Zone  Government. 

Yow,  has  the  Canal  Zone  Company  ever  determined  an  appropri- 
ate share  of  the  net  costs  of  the  Canal  Zone  Government  based  on  the 
statutory  formula,  and  if  not,  what  is  the  reason  why  not? 

lilr.  Steers.  The  answer  is  the  canal  has  determined  the  appropri- 
ate share  of  the  costs  to  be  recovered  through  tolls. 

This  question  requires  a rather  detailed  answer,  and  it  is  covered 
in  our  response  to  question  number  11(b)  (8).  Madam  Chairman,  you 
may  recall  the  hearings  held  here  some  years  ago,  attended  by  the 
former  chairman,  Congressman  Bonner,  at  which  time  we  discussed 
in  great  detail  the  manner  of  allocating  the  net  cost  to  the  Canal 
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'Zone  Government  and  certain  other  costs.  The  Company’s  position 
was  explained,  in  which  we  followed  generally  a contributory  pric- 
ing policy  system,  that  after  charging  for  services  other  than  the 
transiting  of  the  canal,  and  the  rates  would  include  a recovery  of 
general  corporate  costs.  The  rates  were  fair  and  equitable  for  the 
services  received,  the  residue  remaining  or  direct  costs  would  be 
borne  a contribution  to  the  general  corporate  costs  . 

That  philosophy  in  pricing  and  allocation  was  conhrmed  by  the 
Bonner  committee  at  that  time,  and  is  contained  in  their  report, 
which  we  make  reference  to  in  response  to  the  question  I previously 
referred  to. 

Mrs.  Sullivan.  That  brings  me  then  to  the  retail  and  the  food 
outlets. 

Bepeatedly  these  operations  show  a net  loss.  Why  are  not  goods 
sold  by  these  units  priced  sufficiently  to  cover  the  costs  ? 

I know  at  one  time  your  price  base  was  that  of  New  Orleans,  and 
you  probably  still  do  price  the  goods  according  to  what  the  prices 
are  in  New  Orleans.  But  how  about  the  cost  of  shipping  food  down 
to  the  Isthmus,  is  that  not  recovered  in  the  pricing  structure  ? 

Governor  Paefitt.  No  ; there  is  some  unrecovered  cost  in  the  Com- 
missary operation.  It  is  considered  appropriate  to  maintain  the  cost 
of  living  in  the  Canal  Zone  at  what  it  would  be  in  the  United  States. 
Employees,  by  virtue  of  their  being  dislocated  in  the  Panama  Canal 
area,  should  not  have  to  pay  an  unusually  high  cost  of  living. 

The  policy  has  been  established  for  years  that  there  would  be 
comparability  pricing,  for  example,  the  food  that  you  mentioned. 

The  food  is  pegged  to  the  New  Orleans  prices,  regardless  of  the 
cost  to  tire  canal  entity. 

The  housing  rental  charges  are  based  on  comparable  housing  in 
Puerto  Eico.  This  was  done  at  the  direction  of  the  Office  of  Manage- 
ment and  Budget.  Many  of  our  pricing  policies  are  predicated  upon 
assuring  that  the  living  costs  of  our  employees  are  neither  below  nor 
above  those  of  their  counterparts. 

Mrs.  Sullivan.  Is  there  any  kind  of  a report  that  you  have  sent  to 
us  recently  that  would  show  the  loss  per  year  in  the  area  of  food 
costs,  rental  costs  and  other  nontransit  areas?  Otherwise  the  em- 
ployees are  getting  the  benefits  of  these  services,  and  yet  they  are 
being  charged  off  against  tolls. 

Governor  Parfitt.  We  have  statistics.  They  may  not  be  in  the 
form  you  desire,  but  first  let  me  say  there  is,  at  the  moment,  no 
unrecovered  cost  in  U.S.  housing.  As  a result  of  maintaining  price 
equity  there  is  an  unrecovered  cost  in  the  commissary  operation.  If 
you  would  like  to  have  some  financial  data  in  response  to  that  ques- 
tion, we  can  provide  it  for  the  record. 

[The  information  follows :] 


Fiscal  year  1975  operating  results 
[In  thousands  of  dollars] 

Housing  (United  States  and  Los  Angeles  communities)  __ 

Retail  units  (commissaries) 

Food  units 

1 Costs  include  $2,797  for  ocean  freight  and  cargo  losses. 


Over  (under)  recovery 
of  direct  costs 

170 

1 3,  069 

536 
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Mrs.  SuLLWAX.  I would,  because  I understand  they  are  going  to 
attempt  now,  and  it  has  been  testified  to,  and  advocated,  that  we  do 
away  with  the  S.S.  Cristobal^  which  is  the  only  real  lifeline  that  we 
have  from  the  United  States  down  to  Panama  that  you  can  control. 

I would  like  to  have  more  information,  and  for  purposes  of  our 
discussion,  I want  to  know  the  loss  today  in  operating  the  S.S.  Cris- 
tobal^ as  your  organization  calculates. 

I would  like  to  know  the  losses  on  the  shipment  of  food,  and  hard- 
ware, and  everything  else  that  is  brought  down  there  to  the  zone  on 
the  Cristobal.  I want  to  know  what  it  would  cost  if  we  had  to  ship 
these  items  by  private  line. 

Governor  Paefitt.  Mrs.  Sullivan,  I have  been  directed  to  make  a 
study  to  determine  whether,  in  fact,  it  is  most  economical  to  proceed 
as  we  are  doing  right  now,  or  whether  alternative  means  of  transport 
of  our  supplies  would  be  more  economical. 

'We  have  not  yet  come  to  that  conclusion,  nor  have  I received  the 
results  of  that  study,  but  I will  be  glad  to  provide  you  with  the 
basic  data  contained  therein  very  shortly. 

Mrs.  SuLLivAx.  Good.  Mlien  it  is  ready  I wish  you  would  let  us 
have  it  so  we  can  study  it,  not  encumbered  with  a whole  mass  of 
other  information,  but  boned  down  to  something  we  can  put  our 
fingers  on. 

!Mr.  Chairman,  I should  at  this  point  like  to  read  into  the  record 
some  specific  questions,  and  if  the  Governor  does  not  answer  them, 
I hope  he  will  when  he  gets  his  transcript. 

Governor,  you  testified  before  the  Transportation  and  Appropria- 
tions Subcommittee  in  February  1976,  ‘Ve  are  again  studying  the 
economics  of  the  S.S.  Cristoball^ 

What  is  the  status  of  this  study  ? 

"When  will  the  study  be  complete  ? 

Will  you  furnish  a copy  to  the  committee  ? 

What  are  the  costs  of  operating  the  Cristobal  for  fiscal  years  1974 
and  1975? 

Mdiat  are  the  costs  expected  for  fiscal  year  1976,  and  where  are  the 
costs  reflected  in  the  Canal  Company’s  financial  data  ? 

I believe  the  Cristobal  carries  cargo,  that  is,  cargoes  which  have 
been  transported  overland  from  the  west  coast  and  the  east  coast  of 
the  United  States  to  htew  Orleans. 

Wliere  do  the  costs  of  the  overland  transportation  appear  in  the 
Company’s  figures  ? 

Who  pays  these  costs  ? 

'\Yliat  were  these  costs  for  fiscal  year  1974  and  1975  ? 

Are  the  costs  recovered  in  the  CHstobal  rates?  If  not,  why  not? 

Have  any  private  carriers  offered  to  carry  cargo  from  the  U.S. 
east  coast  or  west  coast  to  the  Canal  Zone,  rather  than  the  Company 
moving  the  cargo  overland  to  iSTew  Orleans  for  movement  aboard  the 
CristobaV^. 

Did  the  Company  accept  or  reject  these  offers  from  private  car- 
riers, and  if  so,  why  ? 

In  comparing  the  cost  of  moving  cargo  by  private  carriers  with 
movements  by  the  Cristobal.,  does  the  Company  include  the  inland 
cost  of  getting  that  cargo  to  New  Orleans?  Would  not  transportation 
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by  the  private  carriers  result  in  a net  cost  savings  to  the  U.S.  Gov- 
ernment, rather  than  the  combined  overland  and  Oristohal  costs  we 
now  have  ? 

I think  that  these  are  things  that  are  in  order  to  make  a reasonable 
comparison  we  really  ought  to  know. 

Governor  Parfitt.  The  study  on  the  Cristobal  is  still  in  progress, 
:at  which  time  the  committee  will  be  furnished  copies.  Total  expenses 
for  the  S.S.  Cristohal  for  fiscal  years  1974  and  1975  were  $6,536,000 
and  $7,355,000,  with  net  operating  income  of  $93,000  and  $14,000 
respectively.  Total  expenses  for  fiscal  year  1976  are  expected  to  be 
$7,807,000.  The  remainder  of  the  questions  will  be  answered  in  the 
report. 

Mr.  Snyder.  Would  the  gentlelady  yield? 

Mrs.  Sullivan.  Yes. 

Mr.  Snyder.  I am  concerned  about  the  fact,  and  I do  not  know 
about  the  rest  of  you,  but  I just  got  this  long  volume  of  answers  to 
questions  this  morning. 

You  got  a short  shrift  on  an  answer  a while  ago  from  Mr.  Steers 
about  the  cost  of  Canal  Zone  Government.  Pie  said  he  answered  that 
in  question  IIB(8).  That  is  a question  I have  been  sitting  here 
reading  the  answer  to.  I have  been  reading  question  II  B (8).  While 
the  question  is  appropriate  to  what  you  asked,  the  answer  to  ques- 
tion IIB(8)  does  not  answer,  in  my  opinion,  the  question  propounded 
in  IIB(8),  or  the  question  which  you  propounded. 

I wanted  to  make  that  observation,  and  I hope  both  counsel  will 
try  to  follow  this  up  when  they  refer  to  these  questions,  as  best  they 
can,  because  otherwise  I think  we  may  not  get  the  information  we 
want. 

Mrs.  Sullivan.  I did  not  have  that  answer,  but  I wrote  down 
II  B (8)  so  I could  look  it  up. 

Mr.  Snyder.  I have  rather  skimmed  over  it  here,  and  I may  be 
somewhat  in  error  in  my  observation,  but  I do  not  think  we  are 
getting  all  the  answers  we  want. 

Mrs.  Sullivan.  Maybe  part  of  that  is  my  fault. 

Mr.  Steers.  I do  not  understand  where  the  Congressman  believes 
I shortshrifted  him. 

Mr.  Snyder.  I did  not  say  that. 

Mr.  Steers.  Question  IIB(8)  is  directed  to  that  subject,  and  here 
is  one  of  the  questions.  Have  tolls,  revenues  always  covered  the  net 
costs  of  the  Canal  Zone  Government  ? 

That  was  basically  the  question  that  Mrs.  Sullivan  addressed  to  me. 

Mr.  Snyder.  That  is  right. 

Mr.  Steers.  This  is  our  response  to  it,  which  leads  up  to  the  report 
of  this  committee  in  hearings  conducted  on  bill  No.  10968,  back  in 
1960. 

Mr.  Snyder.  The  bill  was  tabled  in  1960,  because  they  said  that 
after  examining  the  current  code,  and  considering  the  legislative 
history,  and  the  views  of  the  GAO,  they  were  of  the  opinion  that 
the  present  practice  of  the  Panama  Canal  Company  in  allocating  cer- 
tain overhead  to  the  account  of  tolls  was  in  compliance  with  the  law, 
and  they  do  not  need  a new  law. 

That  does  not  answer  the  question  the  Chairman  asked,  in  my 
opinion.  I guess  you  think  it  does.  We  have  a difference  of  opinion. 
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I wanted  to  bring  my  difference  of  opinion  to  Mrs.  Sullivan’s 
attention,  since  she  had  asked  the  question.  I am  not  trying  to  get 
into  an  argument  about  it. 

Mr.  Metcalfe.  Perhaps  the  gentleman  from  Kentucky  may  want 
to  pose  a question,  since  we  are  talking  about  IIB(8)  right  now, 
and  seek  a solution,  or  would  you  want  to  obtain  this  in  writing  later 
on? 

Mr.  SxTDER.  Mrs.  Sullivan  has  the  floor. 

IMr.  ^Metcalfe.  She  has  yielded  to  you.  I do  not  know  whether  you 
may  want  to  continue  on  that  particular  subject,  and  bring  up  some 
questions  at  this  point,  since  you  have  not  been  satisfied  with  the 
answers  provided,  or  whether  you  wish  to  further  raise  the  question 
in  writing  ? 

^Ir.  SxYDER.  I will  do  it  on  my  own  time,  Mr.  Chairman. 

I thank  Mrs.  Sullivan  for  yielding. 

Mrs.  SuLLivAX.  Some  people  have  contended  that  certain  functions 
of  the  Canal  Company  and  the  Canal  Zone  Government  are  not  reim- 
bursed. 

For  example,  the  Canal  Zone  Government  budget  includes  over  $7 
million  for  police  protection,  and  over  $3  million  expense  without 
recovery  for  public  areas,  but  on  the  other  hand,  the  fire  protection 
appeared  adequately  reimbursed,  and  does  not  show  a loss. 

Can  you  give  us  a reason  for  these  discrepancies,  and  how  the 
funding  for  these  functions  is  determined  ? 

Governor  Parfitt.  I think  there  may  be  a misunderstanding  on 
the  costs,  because  the  fire  costs  that  we  have  are  prorated  amongst 
all  the  Federal  agencies  in  the  Canal  Zone.  The  police  costs  are  not 
prorated.  They  are  a cost  to  the  Canal  agency,  which  is  subsequently 
paid  by  the  Canal  Company  in  total. 

The  basic  difference  is  that  we  provide  police  protection  in  the 
Canal  Zone  area  only  outside  of  the  military  areas,  whereas  we  do 
provide  fire  protection  in  the  military  areas,  and  therefore,  they  reim- 
burse us  for  that  service. 

Mrs.  SuLLivAx.  But  what  we  wanted  to  ask  is,  how  are  the  costs 
allocated  between  the  Canal  Company  and  the  Canal  Zone  Govern- 
ment ? 

Is  there  some  way  you  could  show  this  so  we  could  understand  it  a 
little  more  clearly,  with  respect  to  the  allocation  of  these  items  ? 

Governor  Papj^itt.  In  fiscal  year  1975,  the  Company  picked  up  fire 
protection  costs  amounting  to  about  $1.5  million. 

Mrs.  SuLLivAX.  Does  the  military  contribute  to  any  of  this  ? 

Governor  Parfitt.  For  fire  protection,  but  not  for  police  protec- 
tion. Eecoveries  from  the  military  and  FAA  for  fire  protection 
amounted  to  some  $1.6  million  in  1975. 

For  fire,  health,  and  education,  all  three  are  supported  by  revenues 
from  the  military. 

In  the  case  of  the  police,  the  total  cost,  exclusive  of  $40,000  reim- 
bursed by  FAA,  is  paid  by  the  Panama  Canal  Company. 

Mrs.  SuLLivAx.  MTiat  is  the  Company’s  provision  for  doubtful 
accounts  receivable,  established  in  fiscal  1973  ? 

Governor  Parfitt.  This  was  one  of  the  changes  in  the  accounting 
principles  referred  to  earlier. 
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It,  was  determined  that  there  were  substantial  amounts  of  accounts 
receivable  which  were  doubtful  of  collection. 

It  was  determined  that  it  would  be  appropriate  to  amortize  those 
over  a 5-year  period,  so  a decision  was  made  starting  in  1973  to 
include  $1  million  of  past  due  accounts  receivable  as  a cost  in  each 
of  the  subsequent  5 years,  plus  picking  up  any  additional  current 
doubtful  accounts  to  add  to  this  cost.  The  actual  figures  I will  have 
to  get  from  my  records  here.  It  is  about  $1.3  million  in  1973. 

Mrs.  Sullivan.  Well,  let  me  ask  you  this. 

Must  not  the  carriers  using  the  Canal  establish  accounts  and  pay  in 
advance  the  transit  costs  and  others  fees,  and  why  then  should  tolls 
be  assessed  for  cost  of  establishing  reserves  for  bad  debts? 

Are  we  looking  at  the  wrong  figures  ? 

Mr.  Steers,  First,  as  a general  response,  bad  debts  are  a common 
occurrence  in  any  business,  and  are  recovered  usually  from  those  who 
receive  the  services  of  that  business. 

In  the  case  of  the  Panama  Canal,  we  have  had  a large  amount  of 
money  due  from  the  Republic  of  Panama. 

It  is  these  funds,  Mrs.  Sullivan,  that  we  have  amortized  over  a 
5 -year  period.  Our  collection  experience  from  all  of  our  other 
customers  is  good.  We  have  very,  very  little  delinquencies  in  those, 
so  the  amount  that  we  recover  through  tolls  in  the  writeoff  of  1973, 
when  we  established  that  reserve,  was  for  that  particular  indebted- 
ness. This  a price  we  pay  for  operating  in  the  Canal  Zone  and  since 
the  waterway  is  the  prime  purpose,  it  is  appropriate  that  the  Canal 
user  pay  this  cost. 

Mrs.  Sullivan.  Can  you  tell  what  was  the  amount  of  this  big 
indebtedness  from  Panama  ? 

Governor  Parittt.  It  is,  at  the  current  time,  the  current  indebted- 
ness of  Panama,  which  is  approximately  $8  million. 

Mrs.  Sullivan.  How  much  ? 

Governor  Parfitt.  $8  million. 

Mrs.  Sullivan.  For  any  particular  item?  For  instance,  water? 

Governor  Parfitt.  It  is  a combination  of  old  water  costs.  The  total 
water  processing  costs  are  $2.7  million. 

The  garbage  disposal  at  Colon  is  $306,000. 

The  hospital  is  another  big  item,  of  $4.1  million,  and  other  mis- 
cellaneous items  are  about  $743,000,  so  in  total  it  is  just  under  $8 
million. 

We  routinely  report  those,  both  to  our  Board  of  Directors,  and  to 
the  Congress,  and  to  the  Appropriations  Committee  in  the  Congress 
annually. 

Mrs.  Sullivan.  The  Panamanians,  of  course,  know  this  is  a debt ; 
do  they  not  ? 

Governor  Parfitt.  Yes;  indeed. 

Mrs.  Sullivan.  At  the  moment,  Mr.  Chairman,  that  is  all  I have. 

I have  taken  up  a lot  of  time  here. 

Mr.  Metcalfe.  That  is  perfectly  all  right. 

I want  to  make  certain  that  you  have  all  of  your  inquiries  an- 
swered. 

Mrs.  Sullivan.  I have  others,  but  the  other  members  ought  to  have 
a chance. 
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Mr.  Metcalfe.  Perhaps  we  can  come  back  later  on. 

The  Chair  recognizes  the  distinguished  gentleman  from  Kentucky, 
Mr.  Snyder. 

Mr.  SxYDER.  Thank  you,  Mr.  Chairman. 

To  begin  with,  concerning  that  $23.8  million  cost,  it  is  not  clear  in 
my  mind  if  that  was  the  net  cost  to  the  Canal  Company  after  the 
contributions  by  other  agencies,  or  is  that  the  total  ? 

Governor  Pajifitt.  That  is  after  reinbursement  from  all  sources. 

Mr.  Snyder.  How  much  is  the  total  ? 

Governor  Parfitt.  The  total  cost  of  the  Canal  Zone  Government  ? 

Mr.  Snyder.  Yes. 

Governor  Parfitt.  It  is  approximately  in  the  $70  million  range, 
sir. 

Mr.  Snyder.  So  you  are  getting  something  in  the  neighborhood  of 
$50  million  contributed  by  other  F ederal  agencies. 

Governor  Parfitt.  And  others,  some  from  the  Company,  some 
from  the  employees,  for  example,  where  the  employees  pay  the  hos- 
pital. Insurance  is  paid  into  the  hospital. 

Mr.  Snyder.  Did  I understand  from  your  prepared  statement  that 
until  recently  the  Canal  Zone  Government  budget  was  not  subject  to 
review  ? 

Governor  Parfitt.  The  Canal  Zone  Government  budget  has  always 
been  subject  to  review  by  01MB  and  Congress  who  appropriates  the 
funds. 

In  years  past,  quite  a number  of  years  past,  the  Panama  Canal 
Company  Board  of  Directors  did  not  review  the  Canal  Zone  Govern- 
ment budget. 

For  some  time  now  they  have  reviewed  it,  so  it  is  an  additional 
review  on  behalf  of  the  Secretary  of  the  Army,  but  there  has  always 
been  review. 

Mr.  Snyder.  When  you  are  looking  toward  revenue  from  tolls  to 
cover  the  Canal  Zone  Government,  you  are  looking  then  in  the  Com- 
pany’s view  at  the  $23.8  million  figure  ? 

Governor  Parfitt.  For  the  most  part  yes.  We  are  actually  looking 
at  both  the  Canal  Zone  Government  and  the  Panama  Canal  Com- 
pany to  reduce  costs  and  improve  revenues  other  than  tolls.  I mean 
to  get  net  cost  as  low  as  possible,  because  there  is  a direct  flowover  to 
the  Company  of  any  reductions  in  net  cost  to  the  Canal  Zone  Gov- 
ernmen.  The  cost,  the  savings  we  make  in  the  Canal  Zone  Govern- 
ment, the  benefits  thereof  are  shared  by  the  Panama  Canal  Company, 
and  the  users  of  the  services. 

Mr.  Snyder.  Mrs.  Sullivan,  as  best  as  we  could  jot  it  down,  wanted 
to  know  if  the  formula  had  been  proposed  for  a percent  of  the  tolls. 

Mrs.  Sullivan  was  referring  to  question  IIB(8),  which  deals  in 
some  length  with  a lawsuit  in  1955  by  the  Grace  Lines,  and  per- 
haps others — that  is  the  only  name  I picked  up  in  scanning  the 
answer — where  the  district  court  threw  them  out. 

The  circuit  court  let  them  back  in  to  some  extent,  and  then  the 
Supreme  Court  granted  certiorari,  and  in  effect,  said  it  is  an  execu- 
tive decision,  and  you  have  no  standing  in  court. 

Subsequent  to  that  case,  according  to  that  answer,  a bill  was  intro- 
duced, in  the  86th  Congress  and  the  committee  failed  to  take  any 
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action  on  that  bill,  saying  that  the  present  law  was  adequate  for 
dealing  with  the  subject.  But  that  does  not  tell  me,  and  I cannot  read 
into  that  dissertation  whether  or  not  a formula  has  been  proposed 
for  a percent  of  the  cost  to  be  covered  by  tolls,  the  cost  of  operation 
of  the  Canal  Zone' Government,  that  is,  which  I believe  was  Mrs. 
Sullivan’s  question. 

Governor  Parfitt.  I think  the  answer,  what  was  attempted  to  be 
said,  is  although  there  is  no  formula  that  a precise  percentage  will 
be  paid  to  the  Panama  Canal  Company  through  tolls,  the  manner  in 
which  the  Company  fixes  rates  for  recipients  of  services  from  the 
Panama  Canal  Company  result  in  a fair  and  equitable  arrangement 
for  the  toll  payment. 

Mr.  Snyder.  Well,  is  not  the  proper  answer  to  that  question  not  the 
three  or  four  pages  here,  but  the  fact  that  due  to  court  decisions,  you 
have  determined,  not  you  personally,  but  you  have  determined  that 
it  is  proper  for  the  Company  to  pay  all  of  the  operating  expense  of 
the  Government  not  contributed  by  other  Federal  agencies,  and  the 
military  ? 

Governor  Parfitt.  That  is  correct,  but  again,  as  a fine  point  here, 
even  though  the  Panama  Canal  Company  pa3^s  that  residual  the  tolls 
do  not  bear  the  total  share  of  it,  because  there  are  other  services 
provided  by  the  Panama  Canal  Company,  let  us  say,  for  example, 
tugboats,  docking  fees,  services  for  pumpout  of  fuel,  and  their  rate 
structure  we  recover  a portion  of  the  net  cost  of  the  Canal  Zone 
Government. 

The  shipper  in  his  tolls  only  paj^s  a portion  of  that  $23.8  million. 

IMr.  Snyder.  That  portion  you  recover  from  other  revenues,  and 
tolls,  and  other  than  other  Federal  agencies  and  military,  is  that 
included  in  the  $23.8  million  cost  that  you  reflect  in  your  statement  ? 

Governor  Parfitt.  Yes,  sir,  that  is  reflected  in  the  $23.8  million. 

Mr.  Snyder.  Now,  what  is  your  statutory  authority  for  charging 
against  the  $23.8  million  any  income  other  than  that  which  you 
charge  to  other  agencies  and  the  military  and  the  tolls  ? 

You  can  supply  that  for  the  record  later  if  }'Ou  care  to. 

Governor  Parfitt.  We  will  try  to  answer  that  question  more  pre- 
cisely for  the  record,  sir. 

Mr.  Snyder.  Because  the  import  I got  of  Mrs.  Sullivan’s  question 
was  that  the  law  apparently  says,  uses  the  word  tolls. 

Now,  you  are  paying  some  other  moneys,  and  I am  not  suggesting 
that  it  is  improper. 

Governor  Parfitt.  The  law  says  an  appropriate  share,  sir.  That  is 
the  point,  and  the  question  we  are  discussing  is  what  is  the  appro- 
priate share. 

Mr.  Snyder.  Would  you  amplify  that  answer  later  for  me? 

Governor  Parfitt.  Yes  sir,  we  will  try  to  do  so. 

[The  following  was  received  for  the  record.] 

Reco\t:ry  of  General  Corporate  Overhead  Costs 

The  pricing  policy  followed  by  the  Panama  Canal  Company  w^hich,  on  a 
‘Contributory”  basis  provides  for  recovery  jf  general  corporate  overhead  costs, 
including,  the  net  cost  of  Canal  Zone  Government,  was  stated  definitively  by 
Governor  W.  E.  Potter  at  Plearings  before  the  Subcommittee  on  Panama  Canal 
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>of  the  Committee  on  Merchant  Marine  and  Fisheries,  House  of  Representatives, 
86th  Cong.,  on  H.R.  8983  and  H.R.  10968,  pp.  6-7.  That  statement,  as  quoted 
below,  together  with  other  testimony  given  at  the  Hearings  led  to  the  Report 
on  HR.  10968,  to  Amend  Section  412(b)  of  Title  2 of  the  Canal  Zone  Code 
which  is  quoted  in  the  Company’s  answer  to  Question  II  B(8). 

“The  Panama  Canal  Company  construes  its  character  as  establishing  that  the 
jDrimary  mission  of  the  Company  is  the  maintenance  and  operation  of  the 
Panama  Canal  for  the  movement  of  ships  from  one  ocean  to  the  other.  As  a 
part  of  that  mission,  and  in  view  of  the  treaty  restrictions  on  the  operation 
of  private  business  enterprises  in  the  Canal  Zone,  the  company  is  required  to 
j)rovide  and  operate  most  of  the  supporting  service  activities. 

“These  include  essential  utilities,  supply  facilities,  and  so  forth.  In  estab- 
lishing these  essential  supporting  services,  the  company  is  in  some  cases  in  a 
position  incidentally  to  make  sales  or  perform  services  for  other  U.S.  Govern- 
ment agencies  and  other  persons  or  organizations  that  are  not  users  of  the 
wateway  itsself. 

“The  services  of  the  company  are,  therefore,  rendered  to  three  principal 
types  of  users:  (1)  shipping;  (2)  employees  of  the  Panama  Canal  Company 
.and  Canal  Zone  Government;  and  (3)  other  users  of  supporting  service  facili- 
ties. Each  of  the  three  types  stands  in  a somewhat  different  relationship  to 
the  company.  In  the  establishment  of  financially  sound  and  equitable  charges 
for  the  various  parts  of  the  service,  such  differing  relationships  must  be 
recognized  and  taken  into  account. 

“With  reference  to  the  first  and  principal  category  of  users  of  canal  facili- 
ties, namely,  shipping,  tolls  at  rates  established  pursuant  to  the  statutory 
requirements  are  charged  for  the  transit  and  vessels  through  the  canal.  All 
other  services  to  shipping  are  charged  for  on  a commercial  basis  sufficient  to 
cover  all  costs,  direct  and  indirect,  and  to  reflect  the  economic  value  of  the 
services  rendered  and  sound  business  practice. 

“The  services  provided  by  the  company  to  its  own  employees  and  to  those 
of  the  Canal  Zone  Government  are  services  which  are  essential  to  the  satis- 
factory accomplishment  of  the  company’s  mission.  The  cost  of  performing  such 
essential  services  is  an  integral  part  of  the  cost  of  operating  and  maintaining 
the  Panama  Canal. 

“Amounts  received  in  payment  for  such  services  to  employees  through,  for 
example,  commissary  sales,  the  rental  of  housing,  the  furnishing  of  electricity, 
et  cetera,  are  in  effect  recoveries  of  cost  and  are  not  true  revenues  from  which 
income  or  loss  can  be  said  to  arise. 

“Sums  recovered  from  employees  over  and  above  the  direct  operating  cost  of 
the  services  provided  are  classified  as  recoveries  of  some  share  of  the  corporate 
charges  of  the  company  which  in  general  are  not  allocated  as  direct  cost  items. 
Any  unrecoered  cost  of  a service  to  employees  is  part  of  the  cost  of  employing 
workers. 

“The  pricing  of  employees’  services  involves  considerations  of  wage  policy 
and  recognition  of  the  existence  of  abnormal  operating  costs  due  to  the  over- 
sea location  and  tropical  conditions,  which  under  some  circumstances  employees 
should  not  bear. 

“Sales  in  which  the  company’s  own  supporting  service  facilities  are  made 
available  to  organizations  and  personnel  not  directly  involved  in  the  canal 
enterprise  are  mostly  in  the  nature  of  incidental  or  by-product  trasactions  in 
that  the  service  would  not  have  been  established  for  such  sales  alone  and  they 
add  relatively  little  to  the  general  corporate  overheads. 

“As  in  the  case  of  transactions  with  employees,  the  amounts  charged  in 
excess  of  direct  operating  costs  are  recoveries  contributing  to  general  corporate 
charges.  The  important  consideration  is  that  all  costs  directly  attibutable  to 
such  incidental  services,  plus  an  appropriate  share  of  general  expenses,  are 
recovered  from  these  consumers. 

“What  constitutes  an  appropriate  share  of  general  corporate  charges  to  be 
recovered  on  sales  of  supporting  services  is  a matter  of  management  judgment 
in  each  case.  The  experience  of  private  industry  clearly  demonstrates  that  the 
proper  assessment  of  such  costs  cannot  be  satisfactorily  determined  by  the 
application  of  rigid  cost  allocation  formulas  which  would  prorate  overheads 
uniformly  over  canal  customers,  employees,  and  other  users  of  supporting 
services  alike. 
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“In  most  cases  the  pro  rata  allocation  of  general  corporate  charges  to  each 
supporting  activity  would  dictate  unreasonable  or  prohibitive  prices.  The  pric- 
ing objective  that  will  produce  the  greatest  total  benefit  is  that  which  will 
produce  the  maximum  operating  income  before  general  corporate  expense.” 

Mr.  Snyder,  Mr.  Steers,  Mrs.  Sullivan  asked  you  a question  in 
regard  to  what  impact  the  treaty  negotiations  had  upon  your  deter- 
mination of  a given  number  of  years  for  depreciation,  whether  it  be 
somewhere  between  10  and  50,  and  you  decided  on  40,  what  impact 
they  had,  in  your  determination  of  that  40  year  depreciation  factor. 

In  this  regard  I would  like  to  ask  you  generally,  can  you  tell  me 
what  items  are  you  talking  about  that  you  started  charging  depre- 
ciation on? 

Mr.  Steers.  The  $300  million  covered  principally  excavation  costs, 
for  example,  the  excavation  in  which  the  lock  sites,  it  included  the 
building  of  some  saddle  dams  to  retain  the  artificial  lake  that  was 
built;  the  general  excavation  of  dirt;  the  relocation  cost  pertaining 
to  the  construction  of  the  canal,  plus  approximately  $10  million,  let 
us  say,  in  treaty  rights,  or  I should  say  about  $14  million  in  treaty 
rights,  and  the  cost  of  excavating  and  moving  certain  people  from 
that  area  that  were  living  there  at  the  time. 

Mr.  Snyder.  Now,  that  was  in  1974,  was  it  not  ? 

Mr.  Steers.  We  started  the  depreciation  effective  with  fiscal  year 
1974. 

Mr.  Snyder.  lYhen,  approximately,  did  you  make  the  determina- 
tion ? 

Was  it  the  year  before? 

Mr.  Steers.  The  decision  was  made  during  early  part  of  fiscal  year 
1973.  The  Board  approved  at  their  July  1972  meeting  a recommen- 
dation of  the  Budget  and  Finance  Committee  that  depreciation  be 
initiated  and  carried  out  over  a period  of  40  years.  This  action  to  be 
subject  to  approval  by  0MB. 

0MB  included  this  action  in  the  President’s  budget  which  was 
subsequently  presented  to  the  Congress. 

Mr.  Snyder.  The  Board  being  the  Board  of  Directors  of  the 
Panama  Canal  Company  ? 

Mr.  Steers.  Yes,  sir. 

Mr.  Snyder.  And  in  your  position  as  financial  vice  president  or 
whatever  it  is,  I assume  that  you  personally  were  involved  in  the 
recommendations  to  the  Board  ? 

Mr.  Steers.  Yes,  I was. 

Mr.  Snyder.  lYhat  negotiations  or  meetings  or  understandings  or 
other  communications  or  correspondence  did  you  have  with  the  State 
Department  in  regard  to  the  establishment  of  the  40  years  ? 

Mr.  Steers.  I know  of  no  communications  with  the  State  Depart- 
ment establishing  the  40  years. 

A member  of  the  State  Department  was  a member  of  our  Board 
of  Directors,  but  he  did  not  participate  in  any  preliminary  discus- 
sion.^  I do  not  believe  the  Asst  Sec.  of  State  for  Latin  American 
Affairs  (the  Board  member)  was  present  at  the  July  meeting. 

Mr.  Snyder.  Was  it  not  your  recommendation  of  40  years  that  the 
Board  accepted? 

Mr.  Steers.  No.  My  recommendation  that  I gave  the  Board,  I gave 
them  a range  of  years  showing  the  financial  impact  for  each  year. 
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Mr.  Snyder.  But  you,  in  responding  to  Mrs.  Sullivan’s  question 
before,  gratuitously  added  that  the  treaty  implications  that  were 
unfolding  was  a consideration. 

Mr.  Steers.  Yes. 

Mr.  Snyder.  I want  to  know  with  specificity,  if  that  is  a good 
word,  what  transpired  that  made  you  gratuitously  put  that  phrase  in 
your  statement. 

Mr.  Steers.  At  the  time  we  were  considering  making  the  submis- 
sion to  the  Board  I discussed  this  possible  action  with  other  pro- 
fessionals, for  example,  the  General  Accounting  Office  and  Arthur 
Anderson  and  a group  from  my  office.  I believe  Mr.  Ward  then  was 
handling  the  treaty  negotiations  for  the  State  Department. 

Mr.  TVArd  made  a speech  in  Chicago.  I read  his  speech.  That 
speech  indicated  to  me  that  there  was  some  defined  life  as  pertained 
to  the  U.  S.  Government’s  presence  in  the  Zone,  and  that  was  but 
one  of  the  many  factors  that  I considered  as  I made  an  evaluation  in 
supx^ort  of  depreciating  ‘these  assets.  It  did  not  dictate  the  decision 
to  depreciate  nor  the  selection  of  40  years. 

Mr.  Snyder.  What  was  Mr.  Ward’s  title? 

Mr.  Steers.  I believe  he  was  an  Assistant  Secretary  of  State  and 
ranked  at  that  level  handling  the  treaty  negotiations.  He  had  the 
rank  of  ambassador,  I believe. 

Mr.  Snyder.  The  speech  that  you  referred  to  in  Chicago  was  made 
in  1973  or  thereabouts? 

Mr.  Steers.  I would  say  it  was  probably  made  in  the  spring  of 
1972. 

Mr.  Snyder.  Did  you  hear  the  speech  ? 

Mr.  Steers.  Yo,  sir.  I read  a newspaper  account  and  I do  not 
know  whether  we  received  a copy  of  the  transcript  of  the  speech.  I 
do  not  recall. 

Mr.  Snyder.  Is  it  your  testimony  to  this  committee  that  based 
upon  a newspaper  account  of  a speech,  a public  speech — and  some- 
times these  ambassadors  say  different  things  in  public  than  they  do 
in  private,  you  know — that  you  cranked  in  some  factor,  however 
minute,  as  to  treaty  negotiations  in  establishing  this  40-year  basis,  is 
that  your  testimony  ? 

Mr.  Steers.  In  considering  many  factors,  whether  or  not  to  de- 
preciate these  assets,  one  we  looked  at  was  the  treaty  question. 

Mr.  Snyder.  Well,  I understand  that,  and  I just  want  to  ask  you 
specifically.  I am  not  trying  to  nail  you  on  the  40  years.  Your  judg- 
ment on  that  is  better  than  mine.  I want  to  know  what  you  are  doing 
on  that  treaty,  and  I want  to  know  what  is  cranked  into  it. 

I have  a problem  believing  that  you  are  leveling  with  us  when  you 
gratuitously  say  that  the  treaty  implications  were  considered  in  set- 
ting the  40  years  and  the  only  input  you  had  was  the  account  of  a 
speech  made  by  an  Ambassador  Ward  in  Chicago. 

Mr.  Steers.  That  treaty  did  not  have  anything  to  do  with  the  40 
years.  It  had  to  do  with  whether  or  not  we  were  going  to  proceed 
on  this  depreciation  of  these  assets. 

It  was  a factor  that  was  considered  in  trying  to  establish  whether 
there  was  some  defined  life  to  this  particular  asset. 

Mr.  Snyder.  MTio  first  suggested  the  depreciation  thing? 
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Mr.  Steers.  Pardon  me,  sir? 

Mr.  Snyder.  Who  first  suggested  the  depreciation  ? 

Mr.  Steers.  I would  say  the  General  Accounting  Office.  Well,  I 
guess  even  before  that  it  goes  way  back  in  history  to  the  Senate- 
Appropriations  Committee  in  the  early  1950’s  where  they  in  their 
reports  recommended  depreciating  these  assets. 

The  General  Accounting  Office  off  and  on  over  the  years  recom- 
mended this  action  as  being  proper. 

We  faced  up  to  this  issue  when  we  saw  a need  for  a tolls  change. 

At  that  time,  we  explored  in  depth  the  propriety  of  depreciating 
these  assets. 

Governor  Pareitt.  Might  I add  for  the  record  I am  looking  at  a 
report  from  Arthur  Anderson,  dated  April  30,  and  it  may  be  ma- 
terial to  the  questions  being  discussed  to  indicate  that  contained  in 
that  report  is  the  following  statement. 

Mr.  Snyder.  Wliat  page  are  you  on  ? 

Governor  Pareitt.  It  is  the  answer  to  the  question  which  is  H-1 
in  the  material  provided  to  the  committee,  sir.  Therein  is  contained 
a report  to  the  Congress  by  the  Comptroller  General,  “Examination 
of  the  Financial  Statements  of  Fiscal  Years  1971  and  1970  of  the 
Panama  Canal  Company  and  the  Panama  Canal  Government,”  and 
following  thereafter  is  a statement  by  Arthur  Andersen  and  a letter 
to  Mr.  Steers,  dated  April  30,  1972.  It  has  the  following  quotation  in 
it. 

There  is  a wide  range  of  depreciation  periods  for  the  canal  excavations 
which  could  be  considered  to  be  within  reason.  However,  since  the  United 
States  Government  has  indicated  a willingness  to  accept  a termination  date 
of  sometime  in  the  next  century  for  the  existing  treaty,  a depreciation  period 
of  30  to  40  years  would  seem  to  have  a sound  economic  basis  and  to  be 
reasonable. 

Mr.  Snyder.  'Now,  Arthur  Andersen,  is  his  man  here  to  testify? 

Governor  Pareitt.  Yes,  he  is. 

Mr.  Snyder.  When  we  get  to  him,  I will  ask  him. 

Governor,  I’d  appreciate  it  if  you  could  have  somebody  there  later 
in  the  day  scribble  that  off  so  I can  have  some  reference,  because  I 
want  to  ask  him  where  he  got  that  determination  that  this  Govern- 
ment is  prepared  to  give  up  the  canal  in  the  next  centurj^ 

Mr.  Steers,  if  you  have  any  great  revelations  of  light  that  come  to 
you  in  the  next  few  days  that  any  other  information  was  transmitted 
to  your  committee,  other  than  the  newspaper  account  of  Ambassador 
Ward’s  speech,  that  caused  you  all  to  consider  the  possibility  of  the 
treaty  as  a factor  in  making  a determination  about  depreciation,  I 
would  hope  you  would  supply  that  to  the  committee. 

Mr.  Steers.  My  recommendation  would  have  been  to  depreciate 
those  assets  whether  or  not  there  was  a treaty  involvement.  That  has 
always  been  my  position. 

Mr.  Snyder.  I do  not  have  any  problem  with  that  at  all.  I think 
that  it  is  good,  sound,  business  practice  to  deprecia-te  those  things 
whether  a treaty  is  involved  or  not,  but  the  truth  of  the  matter  is, 
it  was  never  done  and  in  your  answer  to  Mrs.  Sullivan  you  gratui- 
tously said  the  treaty  was  a factor. 

It  is  difficult  for  me  to  believe  that  you  considered  it  a factor  based 
upon  a newspaper  account  of  a speech  by  Ambassador  Ward.  Per- 
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haps  you  did,  and  if  you  find  some  other  correspondence  or  other 
memoranda  that  might  be  helpful,  give  us  more  light  on  this.  I 
would  appreciate  it. 

[The  requested  information  for  the  record  follows :] 

Depreciation 

The  influence  of  the  treaty  as  a factor  in  the  depreciation  decision,  pages 
7 and  8 of  the  Arthur  Andersen  report  of  April  30,  1976,  which  is  part  of  the 
hearing  record  (II  H (2)),  contain  a discussion  of  the  challenge  to  the 
assumption  that  the  Canal  had  an  indefinite  economic  service  life.  Both  eco- 
nomic obsolescence  and  treaty  policy  were  cited  in  this  discussion.  No  speciflc 
dates  are  cited.  On  page  9 of  the  same  document  there  is  a discussion  of  the 
considerations  involved  in  adopting  a period  for  the  depreciation  of  these 
assets. 

Mr.  SxTDER.  Governor,  are  you  going  to  be  here  Thursday  ? 

Governor  Paefitt.  Yes,  sir,  I will  be  here  Thursday. 

Mr.  Snyder.  I will  ask  you  this  Thursday.  If  you  think  it  is  more 
appropriate  to  answer  later  on  you  may  say  so,  but  I would  like  tO' 
have  a summation  as  best  you  can  give  to  us  in  a few  minutes,  on 
the  recent  incident  involving  the  intrusion  of  the  Panamanian  Na- 
tional Guard  or  police  into  the  Canal  Zone. 

I understand,  and  I could  be  in  error,  that  it  ended  up  with  Pana- 
manian police  riding  in  our  vehicles  patrolling  with  the  zone  police. 

I would  like  to  know  whether  that  is  correct  and  you  can  tell  us 
what  you  want  about  that. 

Governor  Parfitt.  I can  give  you  a response  now  or  wait  until 
Thursday,  sir. 

I intended  to  cover  it  in  more  detail  on  Thursday,  but  I can  re- 
spond now. 

Mr.  jMetcalfe.  I think  we  ought  to  defer  it  so  we  can  keep  it  in 
proper  perspective. 

Governor  Parfitt.  As  you  wish,  sir. 

Mr.  Snyder.  Governor,  I do  not  want  to  be  repetitious  of  Mrs. 
Sullivan’s  questions  about  the  zone  and  the  way  wage  rates  are  based,, 
but  could  you  even  now  or  later  give  us  a dollar  example  of  specific 
categories  so  we  can  perhaps  understand  that  better  ? 

Governor  Parfitt.  Yes,  sir,  I will  provide  you  an  explanation  with 
examples  to  be  inserted  in  the  record. 

[The  following  information  was  received  for  the  record :] 

Employees 

Employees  at  NM-4  (equivalent  to  GS-4)  and  MG-10  (equivalent  to  WG-10)* 
and  above,  whether  they  are  U.S.  citizens  or  Panamanians,  are  paid  on  a U.S. 
pay  base.  That  is,  they  receive  the  same  basic  pay  as  a similarly  graded  em- 
ployee in  the  United  States.  To  this  base  rate  is  added  a 15  percent  tropical 
differential  for  eligible  U.S.  citizens  and  from  that  base  rate  is  deducted  a 
tax  allowance  for  Panamanian  employees.  Employees  below  those  levels,  that 
is,  at  NM-1  through  NM-3  and  MG-1  through  MG-9,  whether  they  are  U.S.- 
citizens  or  Panamanians,  are  paid  on  a Canal  Zone  wage  base.  These  Canal 
Zone  wage  base  pay  schedules  are  constructed  upward  from  the  U.S.  Fair 
Labor  Standards  Act  at  minimum  wage,  currently  $2.20  an  hour.  A U.S.  citizen 
in  a Canal  Zone  wage  base  job  receives  the  basic  rate  plus  the  tropical  differ- 
ential and  the  tax  allowance  if  applicable.  A Panamanian  citizen  receives  the 
basic  rate.  Following  are  examples  of  jobs  and  rates  of  pay. 
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Grade 

level 

Example  of  job  at  indi- 
cated grade  level 

Hourly  rate  for 
samejob  in  Wash- 
ington D.C.  (en- 
trance rate,  step  1) 

Hourly  rate  for  Hourly  rate  for  U.S. 
Panamanian  citizen  citizen  not  eligible 
in  Canal  Zone  (step  for  T.D.  (step  1) 

Hourly  rate  for  U.S* 
eligible  for  T.D. 
(step  1) 

IVIG-1 

Janitor 

$3. 63 

$2. 20 

$2. 20 

$2.53 

MG-3 

Heavy  laborer 

4. 25 

2. 23 

2. 23 

2. 56 

MG-5 

Helper 

4.  88 

2.35 

2. 35 

2.70 

MG-7 

Stevedore 

5. 50 

2.67 

2. 67 

3. 07 

IVlG-9 

Carpenter-painter 

6. 12 

4. 34 

4. 46 

5.13 

MG-IO 

Electrician-machinist 

6. 44 

5. 98 

6.18 

7.11 

NIVI-1 

Messenger-cargo  marker. 

2.67 

2. 20 

2. 20 

2. 53 

NM-2 

File  clerk — sales  store 
checker 

3.03 

2.26 

2. 26 

2.60 

NM-3 

Clerk-typist— nursing 
assistant 

3.41 

2.46 

2. 46 

2. 83 

NM-4 

Clerk-stenographer— 
personnel  clerk 

3.83 

3.75 

3. 83 

4.41 

NM-5 

Accounting  technician- 
recreation  assistant 

4. 29 

4.18 

4. 29 

4.93 

NIVl-7 

Ward  nurse- 
engineering  technician. 

5.31 

5.14 

5.31 

6.11 

NM-11 

Accountant  engineer 

7.81 

7.  50 

7.81 

8. 99 

Mr.  Snyder.  You  know,  a specific  employee  at  one  of  those  grades 
that  would  be  involved  where  you  have  the  differential,  what  is  that, 
NM-4  and  below  ? 

Governor  Pareitt.  Right  now  it  is  NM-3  and  below,  sir. 

Mr.  Snyder.  If  you  can  tell  me  what  an  NM-3  makes  in  dollars 
and  cents  if  he  is  getting  the  zone  wage  as  opposed  to  the  American 
wage,  it  would  be  very  helpful. 

I thought  that  those  were  the  only  two  in  existence,  but  I per- 
ceived in  an  answer  to  Mrs.  Sullivan  you  also  referred  subsequently 
to  a Panamanian  wage  rate. 

Governor  Pareitt.  That  is  a misnomer,  sir. 

There  are  actually  two  wage  rates  and  we  call  one  a Canal  Zone 
wage  rate  and  the  other  is  a TJ.S.  wage  rate.  The  former  is  sometimes 
erroneously  referred  to  as  a Panamanian  wage  rate.  It  is  not;  it  is 
based  on  the  U.S.  minimum  wage,  but  it  is  a wage  rate  distinctly 
different  from  the  U.S.  wage  rate. 

Mr.  Snyder.  So  there  are  really  only  two  ? 

Governor  Pareitt.  Yes  sir.  Only  two. 

Mr.  Snyder.  So  you  referred  to  Panamanian  and  you  were  talking 
about  the  Canal  Zone  ? 

Governor  Pareitt.  That  is  correct. 

Mr.  Snyder.  Using  the  term  interchangeably. 

Governor  Pareitt.  The  Panamanian  wage  rate  is  substantially  less 
than  the  Canal  Zone  rate. 

Mr.  Snyder.  On  page  1 of  your  statement,  you  indicate  the  Presi- 
dent has  approved  toll  changes  with  the  exception  of  space  occupied 
by  deck  cargo. 

On  the  last  page  of  your  statement,  you  indicate  you  are  going  to 
be  recommending  another  toll  increase  in  fiscal  year  1977. 

Can  you  tell  us  two  things:  Yo.  1,  how  much  you  think  you  are 
going  to  be  recommending  if  you  have  any  insight  into  that,  and 
No.  2,  whether  or  not  you  are  again  going  to  recommend  that  deck 
cargo  be  included  ? 

Governor  Pareitt.  Well,  in  answer  to  your  question  about  the  deck 
cargo,  the  Company  and  the  Board  of  Directors  have  recommended 
to  the  President  that  we  include  deck  cargo. 
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The  President  has  rejected  that  and  approved  all  changes  other 
than  deck  cargo. 

Mr.  SxTDER.  Does  that  mean  he  has  disapproved  the  deck  cargo, 
or  is  that  still  pending? 

Governor  Paefitt.  He  has  disapproved  it.  A reclamor  could  be 
made  by  the  Secretary  of  the  Army  in  his  capacity  as  a stockholder 
in  the  Company. 

I do  not  know  whether  the  Secretary  of  the  Army  has  made  that 
determination  or  not  yet,  so  the  tolls  increase  we  are  projecting  will 
be  based  on  the  measurement  rules  as  currently  approved. 

Any  income  which  we  will  derive  from  the  rule  charges  will  be 
included  in  our  calculations. 

We  have  not  come  to  a final  determination  of  what  the  tolls  increase 
requirement  will  be.  There  are  imponderables.  We  are  trying  to 
finalize  our  figures  right  now. 

We  have  been  predicting  a range,  Mr.  Snyder,  of  20  to  25  percent. 
It  could  be  less  depending  upon  the  net  loss  in  this  fiscal  year,  that  is 
fiscal  year  1976  ; how  the  Board  of  Directors  decides  to  prorate  or 
recover  that  loss,  whether  it  is  recovered  over  1 year,  2 years  or  S 
years ; et  cetera.  These  will  all  have  an  effect  on  the  magnitude  of  any 
tolls  increase. 

Mrs.  Sttelftax.  Would  you  yield  for  just  a moment.  Gene? 

Mr.  SxTDER.  Certainly. 

^Irs.  Sexltvax.  lYhile  on  the  measurement  rules  and  this  elimina- 
tion of  counting  or  measuring  what  is  on  deck,  I will  ask  what  about 
ballast  space  if  it  is  filled  with  water  or  something  else?  Is  that 
normally  taken  into  account  when  you  are  considering  any  kind  of 
measurement  ? 

Governor  Parfitt.  One  of  the  changes  in  the  measurement  rules 
was  to  no  longer  permit  deduction  of  space  occupied  by  fresh  water 
contained  in  peak  tanks.  That  change  has  been  approved  and  will 
bring  in  increased  revenues. 

The  actual  total  effect  of  the  measurement  rule  changes,  as  near 
as  we  can  predict  them  right  now,  will  be  to  bring  in  on  an  annual 
basis  in  the  first  year  about  $6.2  million.  That  is  about  the  equivalent 
of  what  deck  cargo  would  also  have  brought  in. 

We  had  projected  $12.4  million  but  the  President  has  approved 
rules  changes  which  will  result  in  $6.2  million  or  approximately  one- 
half  of  that. 

Mrs.  SuELr\"AX.  If  you  will  continue  to  yield  just  a moment,  is  that 
kind  of  space  always  counted  in  figuring  the  toll  of  the  ship,  the 
empty  spaces  that  are  used  for  ballast  and  so  forth? 

Governor  Parfitt.  Well,  heretofore  we  permitted  the  ship  to 
exclude  peak  tanks  when  adapted  for  carrying  fresh  water. 

Mrs.  Se'llfcax.  I understand. 

Governor  Parfitt.  The  change  now  says  that  space  can  no  longer 
be  excluded  and  therefore  must  be  paid  for.  That  is  one  of  the 
changes. 

That  is  standard  procedure  in  the  industry,  Mrs.  Sullivan. 

]Mrs.  SuLLH’Ax.  ^^d  all  ships  would  be  measured  in  that  way  ? 

Governor  Parfitt.  Yes,  ma’am. 

^Irs.  Sexlivax.  Then  I have  one  other  question.  Have  you  made  a 
recent  study  of  how  far  you  can  go  in  raising  tolls,  that  is,  research 
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like  tlie  study  we  made  back  in,  I tliink  it  was  1964,  and  I think  it 
was  the  Arthur  Andersen  group  that  made  that  study  showing  that 
tolls  could  reach  a level  of  25  percent  and  still  allow  growth  in 
transits,  but  the  higher  you  go  over  a 25  percent  tolls  increase,  the 
g-reater  tendency  that  the  transits  would  begin  taking  the  opposite 
direction  and  decrease. 

In  other  words,  I believe  the  study  showed  that  there  would  be 
other  methods  found  for  shipping  rather  than  using  the  Canal  if 
tolls  were  raised  more  than  25  percent. 

Governor  Parfitt.  There  has  been  a whole  series  of  studies  made 
on  sensitivity.  However,  conclusions  of  those  studies  are  only  valid  so 
long  as  the  costs  of  alternatives  remain  unchanged. 

There  is  one  sensitivity  study  that  says  the  tolls  are  insensitive,  I 
mean  the  traffic  is  insensitive  to  any  range  of  tolls. 

We  do  not  credit  that.  There  is  a study  referred  to  back  in  the 
sixties  by  Stanford  Research  Association.  There  is  another  study 
about  1973  by  Stanford  which  we  have  relied  on  until  the  present 
that  would  indicate  tolls  increases  up  to  50  percent  would  not  sub- 
stantially affect  the  flow  of  traffic  in  the  canal ; and  furthermore,  that 
increases  up  to  75  percent  would  still  end  up  with  a net  increase  in 
revenues  to  the  Company. 

We  think  that  is  more  in  the  range  of  the  actual  circumstances.  We 
are  now  in  the  process  of  having  our  sensitivity  studies  updated  so 
we  will  have  something  more  fresh  to  rely  on  as  we  go  forward  on 
what  we  should  do  in  terms  of  a tolls  increase. 

Mrs.  Sullivan.  I raise  that  issue  because  back  around  1964, 
Panama  had  suggested  a 400  percent  increase  in  tolls  and  I remem- 
ber sitting  and  talking  in  the  embassy  in  Panama  where  this  sugges- 
tion was  brought  up.  We  were  being  accused  of  having  Panama  sub- 
sidize this  great  big  United  States  because  of  the  tolls  that  were 
charged  at  the  Canal.  The  fact  was  cited  that  there  had  been  no  in- 
crease in  tolls  over  all  these  years  and  yet  the  income  of  the  canal 
was  going  up.  We  knew  that  Panama  did  not  look  at  anything  except 
what  would  happen  today  or  yesterday  had  these  tolls  been  400  per- 
cent higher  than  what  they  were,  and  that  is  why  the  Company  had 
a study  made. 

As  I recall,  and  I could  be  incorrect,  but  to  the  best  of  my  memory 
the  study  indicated  that  the  Panama  Canal  Company  when  and 
if  it  raised  tolls  25  percent,  would  hit  that  peak  of  transits.  I read 
some  of  the  testimony  last  night  that  Arthur  Andersen  group  is 
going  to  give  and  now  they  say  due  to  inflation  and  all  these  other 
things  that  their  former  prognostication  is  completely  out. 

I do  not  think  the  percentage  has  changed.  Certainly,  the  value  of 
money  would  change  because  of  inflation,  but  when  we  reach  that 
certain  peak  tolls  rate  the  shippers  who  operate  the  ships  that  pay 
$40,000  a transit  will  ask  themselves  how  much  can  the  tolls  afford 
to  be  increased  without  causing  a new  way  to  be  found  to  get  goods 
from  here  to  there,  instead  of  going  through  the  canal? 

I think  this  tolls  sensitivity  is  the  thing  that  for  all  of  these  years 
has  been  impressed  upon  us,  specifically  that  there  is  a certain  level 
we  will  reach  and  then  the  users  are  going  to  find  other  ways  rather 
than  using  the  canal. 
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The  users  found  this  tolls  sensitivity  so  marginal  in  the  Suez 
situation  so  that  many  of  them  are  not  going  back  through  the  Suez. 

Governor  Parfitt.  Certainly,  we  would  agree  with  that.  There  is  a 
point  at  which  tolls  increases  would  be  counter-productive. 

The  question  is : “Where  is  that  point  reached?”  Our  earlier  studies 
reflect  the  figures  to  be  50  or  75  percent;  50  percent  would  result  in 
reduction  of  total  transits  and  75  percent  would  result  in  reduction 
in  total  revenues. 

We  are  having  that  reviewed  to  see  if  our  consultants  feel  it  is 
still  an  appropriate  judgment. 

Mrs.  Sullivan.  Governor,  getting  back  to  the  point  of  ballast  and 
underdeck  space  and  not  the  measurements  on  the  top  deck  and  so 
forth,  container  operators  contend  that  the  present  measurement 
rules  discriminate  against  container  ships  by  including  the  canal 
tonnages  under  deck  space  that  are  not  used  to  carry  cargo.  We  have 
gotten  into  some  of  that. 

They  also  allege  that  the  measurement  rules  do  not  include  all 
space  occupied  by  cargo  for  other  vessels  such  as  tankers. 

Do  not  the  present  measurement  rules  have  these  effects? 

Did  not  the  Canal  Company  recognize  that  some  under  deck  con- 
tainer space  should  be  excluded  by  supplement  to,  to  interpretation  of 
rules,  and  why  did  not  the  revised  rules  delete  the  unused  deck  space 
of  a container  ship  ? 

Would  the  Company  agree  to  undertake  a thorough  study  of  the 
present  measurement  rules  to  determine  if  they  accurately  reflect  the 
earning  capacity  of  types  of  vessels  transiting  the  canal? 

These  are  things  that  I think  are  going  to  be  brought  up  by  some 
of  the  operators  who  come  in  to  testify.  I think  we  need  some  answers 
for  this  later  from  you  and  we  would  appreciate  you  supplying  that 
for  the  record. 

Governor  Parfitt.  Be  happy  to  do  so,  Mrs.  Sullivan. 

[The  information  follows :] 

Net  Tonnage  of  a Vessel 

Panama  Canal  net  tonnage  generally  is  determined  by  deducting  from  the 
total  enclosed  volume  of  a ship  spaces  devoted  to  the  navigation,  propulsion, 
and  servicing  of  the  vessel.  The  space  which  are  permitted  as  deductions 
include  the  engine  rooms,  fuel  tanks,  ballast  tanks,  crew  facilities,  and  other 
spaces  devoted  to  operating  the  vessel.  No  provision  is  made  for  deducting 
mther  unused  or  unusable  space  as  such.  This  principle  of  determining  net 
tonnage  is  followed  universally  by  all  tonnage  measurement  systems.  The  con- 
tention that  the  Panama  Canal  rules  discriminate  against  containerships  im- 
plies that  the  containership  is  discriminated  against  by  all  world  systems. 

Similar  to  the  containership  there  are  many  other  types  of  ships  using  the 
Panama  Canal  where  unused  or  unusable  spaces  are  not  permitted  as  a deduc- 
tion. Examples  are : 

1.  Reefer  ships.  The  space  occupied  by  extensive  insulation  and  refrigeration 
machinery  is  not  permitted  as  a deduction. 

2.  Seatrain  ships.  The  unused  space  around  the  railroad  cars  is  not  per- 
mitted as  a deduction. 

3.  Automobile  carriers.  The  unused  space  between  the  stowed  automobiles 
and  between  the  stowed  automobiles  and  the  ship’s  hull  are  not  permitted  as 
deductions. 

4.  LPG  carriers.  The  unused  space  around  the  cylindrical  bottle  to  carry  the 
gas  is  not  permitted  as  a deduction. 

5.  Wine  carrier.  The  unused  space  around  the  stainless  steel  tanks  is  not 
permitted  as  a deduction. 
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In  1964  the  Company  issued  an  Interpretation  to  the  Measurement  Rules^ 
that  permitted  the  deduction  by  containerships  of  the  space  in  the  hold  between 
the  outward  side  of  containers  and  the  sides  of  the  vessel.  At  the  time  this 
Interpretation  was  issued,  containerships  presented  a new  concept  in  ship 
construction.  The  few  then  using  the  Canal  were  converted  from  tankers  and 
other  type  ships. 

This  Interpretation  was  rescinded  in  1969  because  a review  of  its  application 
indicated  that  it  was  inconsistent  with  basic  ship  measurement  concepts  and 
discriminatory  against  other  vessel  type.  The  rescinded  “Grandfathered”  the 
few  remaining  ships  covered  by  the  Intepretation.  An  audit  in  1976,  deter- 
mined on  advice  of  counsel,  that  the  “grandfathering”  was  illegal,  and  the 
Company  rescinded  the  grandfathering  provision. 

The  Company  has  completed  recently  a study  of  measurement  rules  that 
lead  to  the  recent  change  in  these  rules,  however  we  will  continue  to  study  the 
present  measurement  rules.  Particular  emphasis  at  this  time  is  being  given  to 
a study  of  the  feasibility  of  adopting  the  Universal  Measurement  System  for 
assessment  of  tolls. 

Mrs.  Sullivan.  Thank  you,  Gene,  for  yielding. 

Mr.  Snyder.  Governor,  on  the  bottom  of  page  4,  you  speak  of  your 
recommendations  in  regard  to  the  suggestions  or  recommendations 
of  the  civilian  personnel  policy  coordinating  board  which  caused  all 
the  problems  down  there. 

I have  several  questions  about  that.  First,  in  number  20,  you  tell 
what  the  financial  savings  would  be  under  their  recommendation. 

Could  you  tell  us  what  the  savings,  if  any,  will  be  in  effect  if  your 
new  recommendation  is  implemented  ? 

Governor  Parfitt.  The  comparable  figures,  sir,  are  the  same  in  the 
first  part,  the  part  concerning  the  tropical  differential. 

Since  there  was  no  change  from  the  original  proposal,  the  same 
figure  obtains  and  that  is  $100,000. 

The  second  figure,  rather  than  the  $1  million  we  projected  in  the 
first  year  of  this  proposal,  we  would  not  anticipate  it  would  be  more 
in  the  order  of  $200,000. 

Mr.  Snyder.  In  your  introductory  remarks  on  page  3,  you  tell  us 
the  civilian  personnel  policy  coordinating  board  was  composed  of 
the  Governor  and  the  Commander-in-Chief  originally,  and  since  that 
time  the  Secretary  of  Army  has  included  a chairman  appointed  by 
him. 

At  the  bottom  of  page  4,  you  indicate  that  General  McAuliffe  has 
concurred  in  your  recommendations. 

Now,  that  gives  you  two  out  of  the  three  even  though  the  board 
has  not  met.  Is  that  sufficient  to  allow  your  new  recommendations  to 
be  implemented,  or  does  the  chairman  appointed  by  the  Secretary  of 
the  Army  have  some  overriding  veto  of  some  sort  ? 

Governor  Parfitt.  Let  me  answer  that  indirectly,  Mr.  Snyder. 

First,  sir,  the  board  was  established  to  coordinate  certain  person- 
nel policies  on  an  interagency  basis  and  to  make  recommendations  to 
the  Secretary  of  the  Army  who  has  the  authority  to  approve  them. 
The  board’s  actions  are  recommendations  to  the  Secretary  of  the 
Army ; he  has  final  decision  authority. 

The  bylaws  of  the  Canal  Zone  civilian  personnel  policy  coordinat- 
ing board  provide  that  a majority  consists  of  the  chairman  and  one 
of  the  other  members.  It  is  well  understood  that  each  of  the  members 
has  an  avenue  to  the  Secretary  of  the  Army  to  make  his  position 
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Imown  and  so  both  General  McAuliffe  and  I have  taken  the  oppor- 
tunity to  do  so. 

The  Secretary  of  the  Army  is  well  apprised  of  our  position  on  this 
matter,  Mr.  Snyder. 

Mr.  SxYDEK.  Have  any  of  your  studies  indicated  how  much  the 
reduction  in  your  income  has  come  about  solely  as  a result  of  the 
present  economy,  and  how  much  from  reopening  of  the  Suez  Canal 
or  any  other  factors? 

Do  you  have  such  a study  on  that? 

Governor  Parfitt.  We"  have  an  estimate,  sir,  and  our  estimate 
would  indicate  that  to  date,  that  would  be  through  February  about 
$1  million  of  our  fallotf  in  income  was  attributable  to  the  opening  of 
the  Suez  Canal. 

Mr.  SxYDER.  How  much  ? 

Governor  Parfitt.  About  $1  million.  We  felt  it  could  go  as  high 
as  $6  million  through  this  fiscal  year. 

Our  current  expectation  is  that  it  will  not  be  that  high,  but  on  an 
annualized  basis  with  Suez  fully  operating,  we  would  anticipate  a 
transfer  of  shipping  which  would  amount  to  a loss  in  tolls  receipts 
of  about  $12  million. 

Getting  back  to  the  original  thrust  of  your  question,  we  feel  basi- 
cally the  problem  we  are  facing  today  has  to  do  with  the  world  eco- 
nomic recession,  rather  than  these  other  factors. 

Mr.  Snyder.  I am  on  page  6 of  your  statement  now.  You  indicate 
in  paragraph  29  that  you  predict  a $29  million  loss  for  fiscal  1976, 
and  through  the  austerity  program  you  were  able  to  squeeze  $14.8 
million  out  of  the  budget,  thereby,  in  effect,  cutting  your  estimated 
loss  in  half. 

In  your  original  estimates  when  you  estimated  the  $29  million  loss, 
what  was  your  estimate  of  revenue  ? 

Governor  Parfitt.  That  included  the  revised  estimate  which  is 
$137  million  of  receipts  from  tolls  which  was  down  from  our  original 
projection  of  $154  million  for  the  year. 

]\Ir.  Snyder.  MTiat  were  your  actual  tolls  in  revenue  ? 

Governor  Parfitt.  We  now  are  operating  on  a revised  estimate  as 
to  what  we  can  anticipate  in  the  way  of  tolls. 

That  revised  estimates  says  that  without  the  rules  change  we  can 
expect  $133  million  which  is  a $10  million  shortfall  from  last  year. 

Mr.  Snyder.  So  that  the  $29  million  predicted  loss  and  the  roughly 
half  of  that  actual  loss  are  predicated  on  the  same  revenue  figure  ? 

Governor  Parfitt.  That  is  correct,  sir.  We  had  revised  our  revenue 
in  both  cases. 

Mr.  Snyder.  I have  trouble  understanding  that.  I guess  I am  just 
dense. 

If  you  predicted  a $29  million  loss  and  you  are  actually  having 
half  that,  you  are  taking  credit  for  the  reduction  in  the  austerity 
program,  et  cetera. 

MTiy  was  it  necessary  to  revise  the  revenue  cost  ? 

Governor  Parfitt.  Let  me  explain  that  to  you,  sir. 

The  original  budget,  going  back  to  the  beginning,  because  of  an 
increase  in  flow  of  income  anticipated  that  we  would  break  even. 
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That  was  our  starting  point.  The  budget  reflected  that  we  would 
break  even,  but  that  anticipated  $154  million  of  revenue  from  tolls. 

As  the  year  began  to  unfold,  it  became  very  clear  that  would  not 
be  received  and  we  revised  the  estimate  to  about  $137  million  if  you 
add  measurement  rules,  $137  million  instead  of  $154  million. 

Now,  when  we  racked  that  income  up  against  our  cost,  we  pro- 
jected a $29  million  loss,  so  we  began  to  decide  how  can  we  proceed 
to  reduce  those  costs.  After  going  through  a rather  arduous  process 
of  analyzing  every  particular  operation  of  the  company,  we  were 
able  to  reduce  that  effectively  in  half  by  cost  cutting. 

In  some  cases,  we  did  it  by  deferring  maintenance;  in  some  cases 
reducing  manpower  that  we  employed;  in  some  cases,  we  did  it  b}^ 
reducing  service. 

Mr.  Snyder.  You  enumerated  those  things  in  your  statement. 

Governor  Parfitt.  Yes,  sir. 

Mr.  Snyder.  But  I was  just  having  trouble  understanding  if  you 
used  the  same  figure  for  both  the  $29  million  deficit  and  the  actual 
deficit  of  half  of  that,  why  you  had  to  revise  your  revenue  cost  if 
your  total  savings  was  from  these  austerity  programs  as  you  have 
indicated. 

I thought  that  perhaps  there  might  be  some  adjustment  for  reve- 
nues that  took  place  between  your  original  estimate  and  the  actuali- 
ties of  the  situation. 

Is  your  answer  no,  this  was  not  the  case  ? 

Governor  Parfitt.  Actually,  we  started  out  our  estimate  with  $154 
million  of  tolls  income. 

With  that  income,  we  anticipated  to  break  even. 

Mr.  Snyder.  Oh,  I see. 

Governor  Parfitt.  It  is  $154  million,  sir.  With  that  kind  of  an 
income  from  tolls,  we  were  going  to  break  even. 

When  it  became  very  clear  that  that  was  an  erroneous  estimate, 
that  we  were  really  going  to  experience  about  $137  million,  we  went 
through  the  procedure  of  reestimating  ancillary  income. 

We  placed  against  that  all  of  our  cost  and  we  came  up  with  a 
shortfall  of  about  $29  million. 

Now,  part  of  that  shortfall  was  a shortfall  in  tolls  income,  part  of 
it  in  ancillary  revenues  from  ships  that  flow  through  the  Canal. 

We  looked  at  that  $29  million  shortfall  and  began  to  see  where 
could  we  make  cost  savings,  and  we  were  able  to  affect  cost  savings 
to  reduce  it  about  in  half. 

Mr.  Snyder.  I do  not  want  to  belabor  this,  but  amplify  that  answer 
some  more,  and  let  me  tell  you  my  concern. 

Your  original  estimate  is  $154  million  break  even. 

You  adjusted  that  to  $137  million,  which  is  $17  million  less  in 
revenue  and  thus  would  indicate  a $17  million  deficit. 

You  cut  $14  million  through  austerity  programs  which  would  have 
you  dowTi  to  a $3  million  loss  based  on  $137  million  revenues. 

I wish  you  would  spell  that  out  for  me. 

Governor  Parfitt.  I just  want  to  mention  again  that  we  talked 
about  the  reduction  in  toll  revenue  only. 

There  are  other  ancillary  revenues  that  flow  from  the  charges  for 
tugs,  line  handlers,  fuel  and  they  run  up  to  $7  million  or  $8  million 
alone. 


185 


The  total  income  reduction  was  much  more  than  the  tolls  loss. 

Mr.  SxYDER.  And  you  amplify  that  you  got  your  $3  million  to  $14 
million. 

Governor  Paefitt.  Yes,  sir. 

[The  information  follows :] 

Changes  in  estimates  of  operating  results — fiscal  year  1976 
[In  millions] 


Net  revenue,  projected  at  start  of  j'ear $0.  1 

Revenue  decreases: 

Tools  and  tolls  credit,  ^ —17.  3 

Navigation  service  and  harbor  terminals —7.  3 

Elimination  of  interest  credit  on  cash  balances  with  U.S.  Treasury.,  —1.  6 
All  other  revenue  change —2.  8 


Total  revenue  decreases —29.  0 

Operating  expense  decreases : ■ - — 

Reductions  related  to  reduced  workload 4.  0 

Reductions  in  personnel,  not  workload  related 1.  6 

Reductions  through  deferral  of  maintenance 1.  5 

Reductions  in  consumption  of  supplies  and  materials 1.  7 

All  other  reductions  and  adjustments  ^ 5.  9 


Total  operating  expense  decreases 14.  7 


Revised  net  operating  margin  or  cost —14.  2 

1 $4.1  in  each  of  the  noted  amoimts  was  included  in  the  1977  President’s  budget. 


Mr.  SxYDER.  On  page  7,  you  talk  about  section  62,  title  2 that 
requires  you  to  pay  into  the  Treasury  interest  on  your  direct  invest- 
ment. 

As  I understand  it,  you  also  have  money  on  deposit  there  on  which 
you  are  not  getting  interest,  is  that  correct  ? 

Governor  Parfitt.  That  is  correct,  sir. 

Mr.  SxYDER.  lYhat  kind  of  numbers  are  we  talking  about  ? 

Governor  Parfitt.  We  run  somewhere  around  $35  million  balance 
on  deposit. 

Mr.  SxYDER.  'Wliat  would  that  mean  to  you  in  the  way  of  revenues  ? 

Governor  Parfitt.  About  $1.5  million,  sir. 

Mr.  SxTDER.  In  item  B,  you  talk  about  the  annuity  payments  to 
the  Kepublic  of  Panama. 

I assume  it  is  the  Eepublic  and  somewhere  in  your  statement  jmu 
indicated  that  you  paid  them  $517,000. 

How  much  does  that  represent  of  the  total  annuity  paid  or  what 
is  the  total  ? 

Governor  Parfitt.  Total  annuity  is  apjiroximately  $2.3  million 
and  we  paid  $519,000  of  it. 

Mr.  SxTDER.  Is  that  proportion  set  up  by  the  treaty  or  the  Code  ? 

How  do  you  arrive  at  that  ? 

Governor  Parfitt.  The  treaty  amendments  indicated  an  increased 
annuity  to  Panama,  and  that  was  passed  on  to  the  State  Department. 

Mr.  SxYDER.  That  is  the  total.  In  other  words,  you  are  paving  the 
original. 

Governor  Parfitt.  Paying  the  original  and  the  incremental  amount 
by  treaty  amendment  is  paid  from  other  funds. 
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Mr.  Snyder.  I see.  You  indicated  to  Mrs.  Sullivan  that  the  Eepub- 
lic  owes  us  nearly  $8  million. 

Governor  Parfitt.  That  is  correct,  sir. 

Mr.  Snyder.  I do  not  guess  it  would  be  within  your  authority  to 
take  and  make  a bookkeeping  entry  and  take  a credit,  would  it  ? 

Governor  Parfitt.  That  has  been  mentioned. 

We  do  acquaint  the  Comptroller  General  of  Panama  monthly  with 
the  bill,  the  total  bill  outstanding. 

We  notify  the  State  Department.  We  notify  our  Board  of  Direc- 
tors and  the  Congress  and  we  have  continually  pressed  for  payment 
of  some  of  these  bills. 

We  have  most  recently  called  to  the  attention  of  our  negotiators 
the  fact  that  they  should  take  this  into  cognizance  in  their  deliber- 
ations. 

Mr.  Snyder.  This  $8  million  indebtedness  is  owed  to  the  Panama 
Canal  Company? 

Governor  Parfitt.  The  combination  of  the  Canal  Company  and 
the  Government. 

Mr.  Snyder.  The  annuity  is  paid  by  the  company  ? 

Governor  Parfitt.  The  $519,000. 

Mr.  Steers.  The  annuity  is  a reimbursement  made  to  the  U.S. 
Treasury. 

The  actual  annuity  is  paid  through  the  State  Department. 

Mr.  Snyder.  So  there  would  be  no  way  you  could  take  credit  on 
your  books. 

Governor  Parfitt.  We  could  not  offset,  no,  sir. 

Mr.  Snyder.  I see.  Governor,  didn’t  you  have  to  submit  this  state- 
ment that  you  gave  to  us  today  to  another  agency  or  department  of 
Government  before  it  was  given  ? 

Governor  Parfitt.  The  customary  practice  in  these  matters  is  to 
clear  the  statements  with  the  Office  of  Management  and  Budget. 

Mr.  Snyder.  Did  the  Office  of  Management  and  Budget  make  any 
substantial  recommendations  as  to  what  you  ought  to  say  as  to  what 
you  previously  agreed  to  say  ? 

Governor  Parfitt.  No,  sir,  they  have  not. 

Mr.  Snyder.  How  about  the  deletions  in  paragraph  40  ? 

Governor  Parfitt.  Which  paragraph  ? 

Mr.  Snyder.  Paragraph  40,  are  they  solely  within  your  discretion  ? 

Mr.  Steers.  Probably  some  typographical  correction. 

Mr.  Snyder.  I could  conceive  of  some  words  to  go  in  there  and 
make  the  thing  exactly  opposite,  words  that  would  fit  in  those  spaces. 

Governor  Parfitt.  No,  sir,  those  changes  were  made  by  me  in  the 
Canal  Zone  before  I came  up  here. 

Mr.  Snyder.  OMB  did  not  cause  you  to  make  any  different  recom- 
mendations than  you  would  have  made  ? 

Governor  Parfitt.  That  is  correct,  sir. 

Mr.  Snyder.  As  I would  sum  up  your  statement  in  regard  to  the 
proposed  legislation  and  Mrs.  Sullivan’s  bill,  you  have,  in  effect,  said 
you  do  not  think  we  need  to  do  anything  right  now,  is  that  right  ? 

Governor  Parfitt.  Well,  I have  not  really  addressed  Mrs.  Sulli- 
van’s bill  directly. 
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Mr.  Snyder.  Well,  address  yourself  generally  to  the  deficit  that 
you  have  and  whether  or  not  you  have  any  recommendations  as  to 
how  it  should  be  dealt  with,  and  if  legislatively,  how  ? 

Governor  Partitt.  The  only  change  in  the  legislation  that  I feel 
ought  to  be  accomplished  is  that  which  would  permit  us  to  benefit 
from  the  interest  on  the  money  on  deposit  with  the  Treasury. 

Mr.  Snyder.  Would  that  take  legislation? 

Governor  Pareitt.  Yes,  sir. 

Mr.  Snyder.  Have  you  changed  your  opinion  since,  in  the  last 
month  or  so,  as  to  whether  or  not  some  adjustment  ought  to  be  made 
in  the  legislation  to  allow  you  to  deal  with  the  $14  million  deficit  ? 

Governor  Pareitt.  No  ; not  really. 

The  question  of  the  $14  million,  the  various  options  of  dealing  with 
it  do  not  really  favor  the  company  one  way  or  the  other.  They  really 
deal  with  the  effect  on  shipping  as  opposed  to  the  effect  on  the  gen- 
eral economy  of  the  United  States. 

Any  of  the  proposals  being  discussed  for  dealing  with  that  loss 
are  dealing  with  it  prospectively  and  really  do  not  influence  the 
results  in  the  Canal  Company  operation. 

It  is  just  a matter  of  how  you  deal  with  the  loss  after  it  has  been 
incurred. 

Mr.  Snyder.  I want  to  thank  you  very  much  for  your  testimony. 

I want  to  thank  the  chairman  for  his  generosity  in  allowing  me 
this  much  time.  He  has  been  very  generous  and  I am  grateful  to  you 
for  that. 

Mr.  Metcalee.  Thank  you.  I think  the  Congress  is  now  in  session 
and  the  Governor  can  arrange  to  be  back  here  at  2 o’clock. 

Mr.  Leggett  has  some  questions,  but  let  the  record  show  that  Mr. 
Oberstar,  a member  of  the  full  committee,  has  a series  of  questions 
and  he  asks  unanimous  consent  to  submit  those  questions  in  writing 
to  you,  and  without  objection  it  will  be  so  ordered  and  you  will  have 
the  opportunity  to  respond. 

Governor  Pareitt.  I will  be  glad  to  respond  to  any  questions,  Mr. 
Chairman. 

Mr.  Metcalee.  Thank  you.  Governor.  We  will  recess  now  until 
2 p.m. 

. [Whereupon,  at  12 :15  p.m.,  the  subcommittee  recessed  to  reconvene 
at  2 p.m.  of  the  same  day.] 

AETERNOON  SESSION 

Mr.  Metcalee.  The  Subcommittee  on  Panama  Canal  will  resume 
its  hearing. 

In  the  interest  of  time  and  because  we  are  working  rather  behind 
schedule,  I will  proceed  to  ask  the  questions  that  I had  originally 
planned  to  ask  and  when  Mr.  Leggett  arrives  hopefully  I will  be  able 
to  yield  to  him  because  we  are  trying  to  maintain  a schedule  with  a 
large  number  of  witnesses  that  we  have  before  us. 

Governor,  I would  like  to  know  whether  you  think  that  the  pro- 
posals made  by  the  Personnel  Policy  Board  on  February  17  were  the 
only  causes  of  the  recent  slowdown  on  the  canal  ? 
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I have  focused  my  question  as  stated  here  to  relate  to  the  finances 
of  the  canal  since  we  are  discussing  this  subject.  Also,  all  of  my  ques- 
tions will  be  in  that  particular  vein,  related  to  the  finances.  Again  I 
am  particularly  concerned  about  the  proposals  regarding  the  recent 
slowdown  at  the  canal. 

Governor  Parfitt.  I do  not  think  that  the  most  recent  action  by 
the  Canal  Zone  Civilian  Personnel  Policy  Coordinating  Board  can 
independently  be  identified  as  being  the  sole  cause  of  the  employee 
sickout.  It  was  the  final  action  that  triggered  the  sickout  caused  by 
the  emotional  buildup  in  the  employees  based  on  many  circumstances. 
The  pall  over  the  community  was  caused  by  the  prospect  of  and  the 
uncertainty  of  an  evolving  treaty  arrangement  with  Panama.  That  in 
itself  was  a very  emotional  matter  and  is  a factor  of  life  in  the  Canal 
Zone ; it  causes  great  apprehension  and  arouses  strong  emotions. 

On  top  of  that,  add  the  downturn  in  traffic  and  our  worsening 
financial  situation.  Then  too,  you  must  add  the  moves  we  have 
recently  made  in  attempting  to  erase  perceptions  of  discrimination. 

All  these  together  resulted  in  the  sickout;  the  last  action  was  the 
proposal  of  the  Canal  Zone  Civilian  Personnel  Policy  Coordinating 
Board. 

Mr.  Metcalfe.  How  does  the  Policy  Board  obtain  the  approval  of 
personnel  policies  and  what  makes  up  the  majority  ? 

Governor  Parfitt.  The  Canal  Zone  Civilian  Personnel  Policy 
Coordinating  Board  was  established  by  a directive  of  the  Secretary 
of  the  Army.  It  is  composed  of  the  Chairman,  Mr.  Veysey,  the  Assist- 
ant Secretary  of  the  Army  for  Civil  Works,  and  two  other  mem- 
bers, myself,  and  General  McAuliffe. 

Mr.  Metcalfe.  A total  of  four  ? 

Governor  Parfitt.  A total  of  three,  sir.  General  McAuliffe,  myself, 
and  Mr.  Veysey,  the  Chairman. 

In  the  specific  issues  at  point  the  Board  considered  the  two  issues, 
arrived  at  a board  concensus,  and  asked  all  Canal  Zone  agencies  to 
consult  with  the  appropriate  parties,  the  appropriate  parties  being 
the  unions.  Following  consultation  the  Board  would  arrive  at  a rec- 
ommendation. The  recommendation  would  then  be  forwarded  to  the 
Secretary  of  the  Army  for  his  decision. 

Mr.  Metcalfe.  So,  the  action  of  the  Board  is  not  final  until  it  goes 
to  the  Secretary,  is  that  correct  ? 

Governor  Parfitt.  That  is  correct. 

In  this  particular  instance  the  issues  that  are  involved  relate  to  a 
potential  change  of  the  Code  of  Federal  Regulations  under  cogni- 
zance of  the  Secretary  of  the  Army. 

At  this  point  the  proposals  are  just  that.  They  remain  proposals 
until  the  Board  meets.  They  then  become  recommendations  and  the 
recommendations  then  go  to  the  Secretary  of  the  Army  for  his 
approval. 

Mr.  Metcalfe.  Thank  you. 

Row  that  the  slowdown  is  over,  what  is  the  best  way,  in  your  judg- 
ment, to  establish  good  and  solid  management-labor  relations  in  the 
canal  organization? 

Governor  Parfitt.  This  is  a very  complex  situation.  I think  a 
series  of  actions  are  necessary. 
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One,  it  seems  to  me  that  we  must  move  as  quickly  as  possible  to 
provide  some  substantive  information  to  the  employees  beyond  the 
general  framework  of  statements  being  made  by  both  the  State  De- 
partment for  the  United  States  and  other  U.S.  Government  spokes- 
men with  regard  to  protections  which  will  be  afforded  the  employee 
under  a new  treaty. 

It  seems  to  m_e  we  should,  as  quickly  as  possible,  try  to  put  some 
substance  on  that  general  philosophy  so  that  the  individuals  in  the 
Canal  Zone  can  plan  their  lives  and  their  futures. 

Beyond  that,  as  we  move  to  initiate  austerity  actions,  we  should 
consider  very  carefully  the  balance  between  fairness  and  equity  to  the 
employee  and  reasonableness  from  the  standpoint  of  the  shipper  who 
has  to  pay  the  cost. 

In  this"  period  of  great  emotion  and  great  strain,  I think  we  should 
be  leaning  in  the  direction  of  fairness  and  equity  to  the  employee. 

I think  we  need  to  deal  very,  very  carefully  with  the  major  issues 
that  are  of  great  concern  to  the  employee,  things  that  have  to  do  with 
his  basic  wage  and  his  standard  of  living,  tropical  differential,  leave, 
and  various  elements  of  his  employment  conditions. 

Lastly,  we  need  to  improve  our  process  of  dealing  with  employees. 
We  need  to  find  some  better  means  than  the  consulting  process  that 
we  now  have  and  now  use. 

In  my  view  all  these  initiatives  need  to  be  implemented. 

Mr.  Metcalfe.  Do  you  believe  that  the  Panama  Canal  organiza- 
tion has  too  much  flexibility  or  too  little  flexibility  in  the  handling 
of  its  finances  ? 

Governor  Parfitt.  I think  the  laws  that  pertain  right  now  are 
quite  good  and  they  provide  a means  for  the  company  to  handle  the 
situation  without  disastrous  effects  on  the  cash  flow  or  on  the  opera- 
tion and  efficiency  of  the  organization. 

^Ir.  Metcalfe.  Would  you  think  that  was  one  of  the  reasons  why 
you  were  able  to  bring  to  a halt  the  sickout  ? 

Governor  Parfitt.  I really  do  not  think  so.  I really  believe  that 
the  cessation  of  the  sickout  came  about  because  of  a series  of  cir- 
cumstances. 

First,  the  employee  feels  very  strongly  his  responsibility  to  the 
canal.  He  feels  that  the  canal  is  his.  The  sickout  was  an  emotional 
reaction  of  general  frustration. 

I think  that  after  a period  of  time  he  began  to  think  over  the 
consequences  of  his  action.  Also  involved  was  the  fact  that  we  were 
taking  vigorous  legal  and  administrative  actions  and  the  fact  that 
we  showed  a willingness  to  compromise.  All  these  circumstances  re- 
sulted in  the  employees  going  back  to  work. 

I might  add  that  the  employees  going  back  does  not  mean  that 
they  feel  very  comfortable  under  the  current  circumstances.  They  are 
still  very  apprehensive.  Emotions  are  still  very  high  and  morale  is 
still  very  low. 

Mr.  Metcalfe.  What  do  you  contemplate  doing  in  order  to  elevate 
the  morale? 

Governor  Parfitt.  I think  the  measures  I have  indicated  are  the 
areas  in  which  we  ought  to  move  vigorously. 

^ We  should  inform  employees  about  the  treaty  as  soon  as  the  nego- 
tiators can  do  so. 
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We  must  deal  fairly  and  equitably  with  employees  on  the  financial 
issues. 

And  we  should  try  to  find  a formula  for  more  effective  dealing 
■with  the  community  and  with  the  unions  so  that  they  can  feel  that 
their  voice  is  being  heard  and  being  considered  before  conclusions 
^"are  reached  by  management. 

Mr.  Metcalfe.  As  we  address  ourselves  to  the  financial  planning 
-forecast,  if  your  forecasting  of  traffic  levels  for  the  canal  were  totally 
perfect,  how  much  would  that  help  you  with  your  financial  difficul- 
ties? 

In  other  words,  is  the  Company’s  forecasting  a part  of  the  prob- 
lem? 

tjovernor  Parfitt.  Not  really. 

The  forecasting  record  up  until  the  last  2 years  has  been  excellent, 
but  even  had  we  been  perfect  in  the  last  2 years,  it  would  have  only 
meant  that  we  would  have  moved  more  quickly  to  get  a toll  increase. 

So  that  the  ability  to  forecast  more  accurately  has  only  to  do  with 
moving  more  promptly  in  seeking  financial  assistance  from  outside 
areas  and  also  it  has  to  do  with  moving  more  quickly  to  reduce  work 
•related  costs  in  a period  of  declining  traffic. 

Basically,  better  traffic  forecasting  in  and  of  itself  would  not  cure 
r)ur  situation.  Certainly  it  is  something  we  strive  for  and  we  have 
liad  a pretty  good  record  of  performance  in  this  area. 

Mr.  Metcalfe.  I noticed  this  morning  in  the  intensive  questioning 
Biat  there  was  perhaps  not  an  answer  to  my  next  question  and,  there- 
fore, I am  going  to  raise  the  question  again  with  you. 

According  to  your  latest  analysis,  how  much  can  you  raise  the  toll 
to  get  more  revenue  before  you  divert  traffic  from  the  canal,  because 
I perceive  that  is  one  of  the  real  problems  of  possibly  diverting  the 
canal’s  traffic. 

Have  you  ever  mentioned  any  figure  as  to  what  the  amount  of  the 
increase  in  the  toll  would  be  or  should  be  or  may  be  or  what  are  you 
striving  f or  ? 

Governor  Parfitt.  Well,  I indicated  that  in  our  tentative  figures 
we  were  talking  about  a range  of  toll  increase  of  somewhere  between 
^20  and  25  percent. 

1 also  indicated  that  our  latest  sensitivity  studies  reflect  the  fact 
that  tolls  could  be  increased  up  to  50  percent  without  any  great 
^erosion  of  traffic  and  up  to  75  percent  without  a net  reduction  in 
^potential  income  to  the  company. 

So,  we  feel  there  is  considerable  flexibility  in  the  amount  to  which 
tolls  can  be  raised  before  this  erosion  takes  place. 

Now,  in  order  to  be  more  sure  of  that  conclusion,  we  are  now  hav- 
ing sensitivity  studies,  restudies,  of  that  particular  question. 

Mr.  Metcalfe.  In  regards  to  your  sensitivity  studies,  are  you  tak- 
ing into  consideration  the  economics  of  the  various  nations  as  to  how 
they  may  be  affected  ? 

In  other  words,  when  you  plan  and  forecast  for  the  canal,  what 
•nations’  economies  do  you  feel  are  most  correlated  with  the  canal 
traffic  levels  and  transits? 

Governor  Parfitt.  Our  studies  are  really  related  to  the  major 
trade  routes  and  the  commodities  that  flow  on  those  trade  routes. 
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That  is  the  basis  of  our  construction  of  our  potential  or  estimates  of 
traffic. 

Mr.  Metcalfe.  Well,  I know  that  we  do  great  business  with  Japan,. 
Germany,  and  other  countries  and  I was  wondering  how  those  coun- 
tries may  be  affected  by  a tolls  increase. 

Do  you  think  the  effect  of  an  increase  would  be  pretty  much  across 
the  board  in  regards  to  their  own  economies  ? 

Governor  Parfitt.  Well,  we  have  not  made  studies  as  to  the  poten- 
tial impact  on  other  nations  of  our  toll  structures.  Our  sensitivity 
studies  have  to  do  with  determining  whether  a tolls  increase  would 
adversely  impact  the  canal  enterprise. 

Mr.  Metcalfe.  In  regards  to  the  austerity  measures  that  you  ref- 
erenced this  morning,  do  you  think  you  have  other  possible  austerity 
measures  that  will  save  money  in  the  canal  and  Canal  Zone  ? 

Governor  Parfitt.  I believe  we  can  always  find  improvements,  but 
I do  believe  that  we  have  reached  the  point  where  most  of  the  large 
savings  that  are  apparent  on  the  scene  have  been  accomplished. 

Mr.  Metcalfe.  In  regards  to  the  capital  and  operating  budget  it- 
self, how  do  you  decide  whether  a particular  project  should  be  put 
on  the  operating  budget  or  the  capital  budget  for  the  Panama  Canal* 
Company  or  the  Canal  Zone  Government? 

Again,  how  do  you  decide  whether  the  particular  project  should 
be  put  on  the  operating  budget  ? 

Governor  Parfitt.  XVell,  if  it  is  a fixed  facility  or  a fixed  asset,,, 
then  that  is  a capital  project  and  it  is  programed  accordingly  and 
funded  accordingly. 

In  the  case  of  the  Canal  Zone  Government  it  is  through  the  appro- 
priation process.  In  the  case  of  the  Panama  Canal  Company  it  is 
through  our  budgeting  process  approved  by  the  Board  of  Directors 
and  then  affirmed  through  0MB  and  the  Congress  as  a capital  itemJ 

Mr.  Metcalfe.  Well,  do  you  think  that  you  are  presentaly  spend- 
ing enough  on  capital  projects  for  the  Company  and  government 
now  to  make  sure  that  the  canal  and  the  Canal  Zone  will  run  well  in 
future  years  ? 

Is  that  too  much  of  a projection  ? 

Governor  Parfitt.  I am  very  concerned,  Mr.  Metcalfe,  in  that  par- 
ticular area  and  I am  taking  a look  at  the  next  5 years  to  determine 
what  our  minimum  requirements  are  over  that  time  frame. 

I believe  that  our  programs  right  now  are  marginally  adequate, 
I would  think  in  the  near  future  we  are  probably  going  to  have  to 
increase  the  expenditure  of  funds. 

The  reason  I say  this  is  because  we  are  replacing  the  assets  at  two 
and  three  times  or  even  four  times  the  cost  of  the  original  asset  and 
we  are  depreciating  the  original  asset  at  its  cost  price,  not  generating^ 
enough  money  for  replacements,  obviously. 

A brief  answer  is  that  we  are  marginally  adequate  right  now  and 
I am  taking  a longer  look,  a 5-year  look,  to  see  what  the  minimuro 
requirements  really  are  over  the  next  5 years. 

Mr.  Metcalfe.  In  regards  to  the  employees  themselves,  are  yow 
satisfied  that  the  employees  of  the  Company  and  government  are 
doing  productive  work  and  do  you  think  they  can  do  better? 

In  other  words,  are  we  getting  the  most  efficient  production  from 
them? 
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Governor  Parfitt.  My  own  conviction  is  that  with  the  exception 
of  the  recent  sickout  we  have  had  a very  fine,  very  capable,  very 
motivated,  very  high-spirited  organization  and  they  are  very  effec- 
tive in  performing  work  and  this  is  recognized  by  the  recipient  of 
the  services. 

I am  talkng  now  primarily  of  the  shippers  and  others.  They  are  a 
top  flight  organization  and  1 am  proud  to  see  that  we  have  that  type 
of  reputation. 

Mr.  Metcalfe.  In  other  words,  since  the  time  of  the  sickout,  do 
you  think  that  the  level  of  performance  is  up  to  where  it  was  prior 
to  that  time  ? 

Governor  Parfitt.  It  is  too  early  to  indicate  what  the  normal 
trend  will  be,  but  certainly  the  reaction  after  the  sickout  has  been 
one  of  great  motivation  and  ability  to  get  the  waterway  back  to  its 
normal  operation. 

We  anticipated  a period  of  3 to  4 weeks  getting  the  canal  back  in 
its  normal  condition  and  we  accomplished  it  in  something  like  10  or 
11  days  which  reflects  very  well  on  the  willingness  and  the  capabil- 
ity of  the  people  to  get  their  shoulder  to  the  wfcel  and  get  the  water- 
way back  into  operation. 

I received  several  wires  in  the  last  few  days  from  shippers  com- 
mending the  work  force  for  the  tremendous  job  they  have  done 
bringing  the  waterway  back  into  effective  operation. 

Mr.  Metcalfe.  Do  you  see  any  prospects  of  spurring  productivity 
by  legislation  ? 

Governor  Parfitt.  No.  I do  not  see  that. 

We  must  rely  on  the  motivation  and  morale  of  the  work  force.  I 
do  not  think  legislation  would  do  that. 

]Mr.  Metcalfe.  Is  it  not  the  case  that  the  percentage  of  your  total 
budget  for  personnel  costs  has  stayed  relatively  the  same  in  recent 
years  ? 

Governor  Parfitt.  That  is  correct,  sir.  In  fact,  it  is  a little  lower 
right  now. 

Mr.  Metcalfe.  Well,  do  you  not  think  that  it  should  be  changed 
according  to  the  circumstances  that  have  altered  your  budget  and 
your  budget  estimates  from  the  figures  as  originally  drawn  up? 

Governor  Parfitt.  No  sir. 

I think  our  payroll  costs  should  be  based  on  what  are  the  mini- 
mum requirements  for  personnel  to  accomplish  a first-class  job.  That 
is  what  we  are  trying  to  accomplish  in  the  canal  organization  and 
that  is  what  we  ought  to  be  doing. 

Mr.  Metcalfe.  I have  one  final  question  that  I would  like  to  ask. 
That  is,  given  the  fact  that  other  government  corporations  have  re- 
ceived a waiver  on  payments  of  their  interest  to  the  Treasury  and 
some  get  a type  of  interest  on  their  funds  with  the  Treasury,  then 
why  should  the  Panama  Canal  not  be  given  the  same  consideration? 

Governor  Parfitt.  This  is  a question  that  must  be  answered  on  the 
basis  of  national  interest. 

From  the  point  of  view  of  the  canal  organization,  I feel  very 
strongly  we  ought  to  be  credited  with  the  interest  on  the  money  that 
is  on  deposit  with  the  Treasury. 

With  regard  to  the  question  of  whether  or  not  interest  should  be 
waived,  this  is  a national  question  as  to  whether  the  costs  of  the 
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operation  should  be  borne  by  the  shipper  or  should  be  subsidized  by 
the  U.S.  Government. 

Mr.  Metcalfe.  Any  other  questions  ? 

Mr.  Snyder.  Just  real  quickly. 

You  feel  strongly  about  interest,  but  that  would  take  legislation; 
am  I correct  ? 

Governor  Parfitt.  That  is  correct,  sir. 

Mr.  Snyder.  You  would  recommend  that? 

Governor  Parfitt.  Speaking  as  an  individual  I would,  sir.  This  is 
not  an  agency  position.  My  position  is  yes,  we  should  be  credited 
with  that  interest. 

Mr.  Snyder.  You  have  dealt  to  some  extent  with  the  morale  of  the 
workers  in  response  to  Mr.  Metcalfe’s  questions. 

In  your  opinion,  what  effect  would  the  treaty  negotiations  have 
on  employees’  morale? 

Governor  Parfitt.  You  mean  if  the  treaty  were  to  be 

Mr.  Snyder.  If  we  just  said  we  are  through,  we  have  sovereignty, 
we  are  going  to  keep  it. 

Governor  Parfitt.  It  seems  to  me  any  conclusion  we  reach  on  the 
treaty 

Mr.  Snyder.  I am  not  asking  whether  in  your  opinion  you  think 
we  ought  to  have  a treaty  or  not  in  the  national  interest.  I am  asking 
that  question  specifically  in  regard  to  morale  of  employees. 

Governor  Parfitt.  The  morale  of  employees  would  be  improved. 

Mr.  Snyder.  Substantially? 

Governor  Parfitt.  Substantially. 

Mr.  Snyder.  Thank  you. 

Mr.  Metcalfe.  Thank  you. 

I think  that  concludes  all  of  our  interrogation.  We  appreciate 
your  cooperation  in  giving  us  the  opportunity  to  ask  you  questions 
and  the  profoundness  in  which  you  have  responded  to  that  question- 
ing. 

Of  course,  you  will  be  here  through  the  hearings  and  therefore 
there  will  be  other  inputs. 

So,  thank  you  very  much.  Governor,  and  your  staff,  for  staying 
with  us  as  long  as  you  have. 

Governor  Parfitt.  Thank  you. 

Mr.  Metcalfe.  The  next  witness  will  be  Mr.  Yeysey,  Assistant 
Secretary  of  the  Army. 

Also,  is  Mr.  Wolfsperger  going  to  be  seated  at  the  table  with  you, 
Mr.  Secretary? 

STATEMENT  OE  HON.  VICTOR  V.  VEYSEY,  ASSISTANT  SECRETARY 

OE  THE  ARMY  (CIVIL  V70RKS),  ACCOMPANIED  BY  ELLSWORTH 

WOLESPERGER,  INTERNATIONAL  RELATIONS  ADVISER,  DEPART- 
MENT OE  THE  ARMY 

Mr.  Yeysey.  At  your  pleasure,  Mr.  Chairman.  He  is  available  here. 

Mr.  Metcalfe.  I would  like  to  have  him  here. 

You  may  proceed,  Mr.  Secretary. 

Mr.  Yeysey.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  my  name  is  Yictor  Y.  Yeysey.  I am  Assistant  Sec- 
retary of  the  Army  for  Civil  Works. 
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Mr.  Chairman  and  members  of  the  subcommittee,  I appreciate 
the  opportunity  to  appear  before  you  this  afternoon  as  we  review  the 
financial  status  of  the  Panama  Canal  Company  and  the  Canal  Zone 
Government. 

Responding  to  the  specific  request  in  the  letter  which  invited  me 
to  testify,  I will  initially  review  the  role  which  I play  in  the  opera- 
tion of  the  Panama  Canal  Company  and  the  Canal  Zone  Govern- 
ment. 

Your  are  aware,  I think,  that  the  Secretary  of  the  Army  has  been 
assigned  by  the  President  to  serve  as  “Stockholder”  of  the  Panama 
Canal  Company  and  to  supervise  the  operations  of  the  Canal  Zone 
Government.  The  Secretary  of  the  Army  performs  these  functions  in 
a role  separate  from  his  position  as  the  head  of  the  Department  of  the 
Army. 

It  would  be  virtually  impossible  for  the  Secretary  himself  to  per- 
form the  many  tasks  associated  with  these  functions  without  assist- 
ance. He  has  therefore  designated  the  Assistant  Secretary  of  the 
Army  for  Civil  Works  to  perform  these  Canal  Zone-related  activities. 
The  Assistant  Secretary  also  supervises  Canal  operations  in  a role 
outside  of  his  Department  of  the  Army  position. 

The  Office  of  the  Assistant  Secretary  of  the  Army  for  Civil  Works 
was  formed  just  over  1 year  ago.  I am  the  first  person  to  occupy  this 
position.  Initially,  I had  responsibility  only  for  supervision  of  Canal 
enterprise  functions;  the  Secretary  of  the  Army,  at  that  time  Mr. 
Callaway,  served  as  Chairman  of  the  Panama  Canal  Company  board 
of  directors.  Secretary  Hoffmann  assumed  the  position  of  Secretary 
of  the  Army  in  August  1975  and  announced  his  policy  of  decentrali- 
zation. 

Since  the  Assistant  Secretary — Civil  Works — was  already  involved 
in  supervising  Canal  operations,  the  Secretary  designated  this 
Assistant  also  to  serve  as  Board  Chairman.  Over  the  years,  other 
Deputy  and  Assistant  Secretaries  had  served  as  Chairman  of  the 
Board,  so  delegation  of  this  authority  was  not  a new  procedure. 

Pursuant  to  a reorganization  which  eliminated  a Deputy  Under 
Secretary  of  the  Army,  the  Assistant  Secretary  of  the  Army  for 
Civil  Works  was  called  on  to  serve  as  a member  and  Co-Chairman 
of  the  Panama  Canal  Negotiations  Working  Group.  This  group  also 
consists  of  a representative  from  the  Joint  Staff,  Office  of  the  Secre- 
tary of  Defense,  and  the  Defense  Deputy  Negotiator.  It  is  designed 
to  provide  the  Panama  Canal  Treaty  Negotiators  with  timely  and 
authoritative  information  on  matters  which  relate  to  the  Panama 
Canal  Company,  Canal  Zone  Government,  and  military  forces  in  the 
Zone. 

A final  Canal  Zone-related  function  of  the  Assistant  Secretarjr  for 
Civil  Works  is  to  serve  as  Chairman  of  the  Canal  Zone  Civilian 
Personnel  Policy  Coordinating  Board.  This  Board,  which  includes 
also  the  Canal  Zone  Governor  and  commander  in  chief.  Southern 
Command,  supervises  operations  of  the  Canal  Zone  merit  system  and 
attempts  to  make  uniform  the  personnel  policies  of  the  various 
governmental  agencies  within  the  Canal  Zone. 

To  summarize,  then,  these  are  the  Canal  Zone-related  functions 
which  the  Assistant  Secretary  of  the  Army  for  Civil  Works  per- 
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forms : Supervision  of  Company  and  Government  operations,  Chair- 
man of  the  Panama  Canal  Company  Board  of  Directors,  Co- 
Chairman  of  the  Panama  Canal  Negotiations  Working  Group,  and 
Chairman  of  the  Canal  Zone  Civilian  Personnel  Policy  Coordinating 
Board.  These  functions  are  performed  at  the  direction  of  Secretary 
Hoffman  and  under  Presidential  authority  granted  for  supervision 
of  the  Canal  Zone.  If  he  so  desired,  and  if  his  time  allowed,  the 
Secretary  might  personally  assume  any  of  these  functions. 

I would  note  that  the  functions  are  extensively  interrelated  and 
thus,  from  an  efficiency  point  of  view,  the  assignment  to  a single 
Assistant  Secretary  provides  useful  coordination.  It  should  also  be 
noted  that,  as  Congress  has  directed,  these  functions  are  not  per- 
formed under  the  purview  of  the  Secretary  of  Defense. 

I would  like  to  now  address  two  specific  issues.  First,  the  policy 
which  we  plan  to  pursue  in  resolving  the  current  financial  crisis  and, 
second,  the  background  for  the  recent  proposals  of  the  Canal  Zone 
Civilian  Personnel  Policy  Coordinating  Board  concerning  the  wage 
base  structure  and  the  tropical  differential. 

Before  discussing  our  approach  in  handling  the  financial  problems 
of  the  Panama  Canal  Company,  let  me  state  that  the  difficulty  is 
caused  by  rapidly  rising  costs  driven  by  inflation  plus  falling  reve- 
nues driven  by  the  depressed  world  economic  situation.  For  the 
fourth  year,  the  Company  will  show  a net  loss,  this  year  larger  than 
ever.  The  Secretary  of  the  Army  takes  very  seriously  the  congres- 
sional mandate  to  operate  in  a break-even  condition. 

The  policy  of  the  Secretary  of  the  Army,  in  dealing  with  the  cur- 
rent financial  crisis  of  the  Company,  is  three-pronged  in  nature.  We 
propose  to  operate  the  enterprise  as  efficiently  as  possible,  using  the 
minimum  resources ; to  ask  for  tolls  to  be  increased  as  may  be  essen- 
tial to  fully  support  operations ; and,  finally,  to  request  that  Congress 
authorize  certain  modifications  in  the  current  accounting  procedures 
of  the  organization. 

First,  I would  like  to  discuss  the  efficient  operations. 

Governor  Parfitt  has  made  progress  in  improving  our  managerial 
procedures.  He  has  established  a better  system  of  cost  accounting 
which  decentralizes  the  responsibility  for  reducing  expenditures  to 
the  bureau  level  and  below.  Keductions-in- force  have  been  initiated 
and  the  manpower  level  is  being  minimized.  Long-term  Company 
practices  are  being  reevaluated  to  determine  their  essentiality  and 
appropriateness  under  current  conditions. 

In  short,  Mr.  Chairman,  we  are  looking  at  all  aspects  of  our  opera- 
tion to  determine  where  efficiency  can  be  improved,  where  money  can 
be  saved,  and  where  functions  can  be  eliminated.  Where  we  find 
room  for  improvement  we  are  taking  steps  to  modify  the  pro- 
cedure. These  actions  are  never  popular. 

I would  emphasize,  however,  that  changes  which  must  be  made 
are  being  implemented  in  the  most  objective  manner  possible  so  as 
to  avoid  undue  hardship  on  our  employees.  We  cannot  ask  world 
shipping  to  accept  an  increase  in  their  burden  without  also  maximiz- 
ing our  efficiency  and  minimizing  our  expenditures. 

Now  I would  like  to  discuss  tolls  increases. 
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In  1974,  for  the  first  time  in  the  history  of  the  Panama  Canal,  we 
found  it  necessary  to  raise  tolls.  That  19.7  percent  toll  increase, 
heavily  opposed  by  shippers,  was  not  sufficient  to  offset  the  impact  of 
inflation  and  reduced  shipping  which  resulted  from  the  depressed 
world  economic  situation. 

I should  note  also  that  we  have  recently  modified  the  rules  for 
measuring  vessels  which  transit  the  canal.  These  rule  changes  were 
implemented  to  more  equitably  reflect  the  earning  capacity  of  vessels 
by  either  increasing  or  decreasing  measurable  space  upon  which  tolls 
are  based. 

On  March  23,  1976,  President  Ford  approved  eight  of  the  nine 
changes  we  had  proposed.  Although  the  President  did  not  approve 
the  deck  cargo  proposal,  the  net  result  is  an  increase  in  tolls  paid  by 
transiting  vessels  amounting  to  about  $6  million  a year. 

Even  with  these  revenue  increases  and  cost  reductions,  we  are  still 
unable  to  balance  our  books.  It  now  appears  that  an  additional 
increase  in  tolls  will  be  required  sometime  during  the  latter  part  of 
this  year.  The  Company  board  of  directors  will  be  dealing  with  this 
issue  in  the  very  near  future. 

As  modifications  of  the  company  structure  and  policy  are  opposed 
by  employees,  the  increase  in  tolls  will  be  opposed  by  world  shipping 
and  officials  of  port  cities. 

Now  I would  like  to  discuss  modification  of  accounting  procedures. 

The  third  approach,  and  one  which  is  attractive  because  it  has  no 
constituency — other  than  us  taxpayers — ^to  protest  any  changes,  is  to 
modify  the  method  of  Company  accounting.  It  is  my  view  we  should 
use  this  option  to  the  minimum  extent  possible,  and  as  an  emergency 
measure  only,  always  keeping  in  mind  the  long-term  impact  of  such 
solutions. 

I believe  that  the  Panama  Canal  Company  should  be  credited  with 
interest  on  the  substantial  cash  balance  maintained  in  the  Treasury. 
One  could  question  the  fact  that  these  funds,  generated  by  world 
shipping,  are  now  used  to  gather  interest  for  the  U.S.  Treasury. 
Interest  produced  by  this  cash  should  become  an  asset  of  the  Panama 
Canal  Company  and  thus  it  would  continue  to  serve  world  shipping. 

I do  not  believe  that  the  American  taxpayer  should  be  called  upon 
to  support  the  canal  except  in  a last  resort  situation.  The  canal  is 
truly  an  international  utility,  the  cost  of  which  should  be  borne  by 
world  shipping.  Large  sums  of  U.S.  tax  funds  are  already  required 
to  provide  appropriate  canal  defense  forces.  No  increased  burden 
should  be  considered. 

Because  of  depressed  world  trade,  it  would  seem  appropriate  that 
we  allow  the  company,  this  year,  to  prorate,  over  a suitable  period 
of  time,  deficits  which  may  occur.  In  this  manner  we  do  not  immedi- 
ately add  the  total  amount  of  a deficit  to  the  toll  base.  Later  profit- 
able years  would  then  offset  periods  of  financial  loss. 

I believe  that  through  the  careful  application  of  all  three  of  these 
approaches,  the  best  interests  of  world  shipping,  our  country  and  the 
Panama  Canal  Company  can  be  served.  To  achieve  the  most  appro- 
priate balance  is,  of  course,  the  crucial  task. 

Now,  Mr.  Chairman,  I would  like  to  turn  to  the  changes  which 
have  been  explained  to  you  by  Governor  Parfitt : the  wage  structure 
and  tropical  differential  proposals. 
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As  chairman  of  the  Canal  Zone  Civilian  Personnel  Policy  Coordi- 
nating Board  I would  like  to  address  the  recent  wage  structure  and 
tropical  differential  proposals. 

In  August  of  1974,  the  former  chairman  of  the  subcomuiittee 
requested  that  the  General  Accounting  Office  conduct  a thorough 
evaluation  of  the  personnel  practices  of  the  Canal  Enterprise.  The 
results  of  that  stucly  have  served  as  the  basis  for  many  actions  which 
management  is  now  taking  in  the  personnel  field. 

After  reading  the  GAO  stud}^  I directed  that  the  Executive  Office 
review  all  observations  made  in  order  to  determine  which  fell  under 
cognizance  of  the  Personnel  Policy  Coordinating  Board.  Observa- 
tions concerning  the  wage  base  cutoff  and  tropical  differential  were 
within  that  category  and  were  therefore  placed  on  the  agenda  of  the 
Board  for  consideration  and  possible  action  by  the  Secretary  of  the 
Army. 

The  initial  views  of  all  agencies  in  the  Zone  concerning  these  two 
GAO  observations  were  solicited.  Those  views  were  discussed  at  the 
Board  meeting  in  January  and  from  these  comments  a proposal  was 
developed. 

All  agencies  in  the  Zone  were  to  evaluate  in  detail  the  proposal 
and  comment  to  the  Board  by  April  15,  1976.  Thus,  adequate  time 
was  allowed  for  input  from  employee  organizations.  In  the  announce- 
ment of  this  proposal  by  the  Panama  Canal  Company  it  was  clearly 
identified  as  a proposal  on  which  consultation  would  continue  to  take 
place  imtil  April  9, 1976. 

Let  me  now  review  the  rationale  for  the  Board's  proposal. 

Our  1955  treaty  commitment  with  the  Eepublic  of  Panama 
requires  that  a basic  wage,  whether  a U.S.  rate  or  a local  rate,  applies 
alike  to  the  U.S.  citizens  and  citizens  of  Panama  occupying  identical 
Canal  Zone  positions,  without  discrimination. 

The  U.S.  statute  authorized,  and  the  implementing  regulation  pro- 
vides, that  rates  of  pay  for  positions  at  a skill  or  grade  level  for 
which  employees  must  be  recruited  from  the  United  States  will  be 
derived  from  rates  paid  counterpart  U.S.  Government  employees  in 
the  United  States — that  is  the  U.S.  pay  base. 

Rates  for  positions  below  the  level  for  which  stateside  recruitment 
is  necessary  will  be  established  in  relation  to  rates  outside  the  con- 
tinental United  States — that  is  the  Canal  Zone  pay  base. 

In  1957,  after  analysis  of  their  recruitment  experience  over  the 
preceding  years,  the  Canal  Zone  agencies  concluded  that  the  local 
labor  market  at  the  time  was  not  adequate  to  satisfy  agency  needs 
from  nonmanual  grade  (XM)  4 and  higher  and  from  what  is  now 
manual  grade  10  and  higher.  Accordingly,  the  rates  of  pay  for  these 
levels  were  fixed  as  “U.S.  pay  base”  and  the  rates  of  pay  for  the 
lower  grades  were  fixed  as  “Canal  Zone  pay  base.” 

During  the  past  years  there  has  been  significant  improvement  in 
the  level  of  education  and  skills  available  in  the  local,  that  is  the 
Panama  labor  market.  Several  of  the  U.S.  grades  are  no  longer 
recruited  on  the  U.S.  market.  Despite  this,  the  so-called  cutoffs 
between  ?7M-3  and  N]\I^  and  between  MG-9  and  ]MG-10  have  re- 
mained unchanged,  thus  in  effect  paying  a recruiting  premium  which 
is  not  needed. 
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We  now  feel  obligated  to  open  the  “cutoff”  issue  for  reassessment 
not  only  because  of  sound  management  considerations  but  also  be- 
caus  of  the  General  Accounting  Office  observations  on  the  subject. 

Now  let  us  turn  to  the  tropical  differential. 

The  tropical  differential  is  designed  “to  furnish  a suitable  incen- 
tive for  the  recruitment  of  qualified  personnel  and  to  provide  pay 
Ibenefits  substantially  equal  to  those  accorded  U.S.  citizens  employed 
hj  the  Federal  Government  in  comparable  foreign  areas.”  The  Sec- 
retary of  the  Army  is  obligated  to  review  the  differential  periodi- 
Kcally  and  to  adjust  it  as  necessary. 

In  its  report,  the  General  Accounting  Office  stated  that  “continued 
payment  of  the  tropical  differential  for  grade  levels  or  occupational 
series  not  filled  through  CONUS  recruitment  appears  questionable 
when  the  intent  of  the  differential  is  to  serve  as  a recruitment  and 
retention  incentive.” 

The  proposal  to  limit  the  grant  of  the  differential  to  future  hires 
recruited  for  U.S.  pay-base  positions  is  an  effort  to  bring  the  cri- 
teria for  the  grant  of  the  differential  into  line  with  its  stated  objec- 
tives as  a recruitment  incentive  and  into  closer  alignment  with  the 
criteria  governing  the  grant  of  allowances  to  U.S.  Government  em- 
ployees in  other  overseas  locations. 

Mr.  Chairman,  I would  like  to  have  entered  in  the  record  here  the 
exact  proposals  which  were  for  forwarded  on  16  February  1976  by 
The  personnel  policy  coordinating  board  for  Canal  Zone  agency 
comment  and  union  consultation. 

Mr.  Metcalfe.  If  there  is  no  objection,  it  will  be  so  ordered. 

[The  documents  follow :] 

Canal  Zone  Civilian  Personnel  Policy  Coordinating  Board, 

Balhoa  Heights,  Canal  Zone,  Fehruary  16,  1976. 

Memorandum 

^o  : Director  of  Personnel,  Panama  Canal  Company- 
Area  Manager,  Federal  Aviation  Administration 
Regional  Engineer,  Federal  Plighway  Administration 
Director,  Smithsonian  Tropical  Research  Institute 
United  States  Attorney,  Department  of  Justice 

Civilian  Personnel  Advisor,  USSOUTHCOM,  representing  CZ  DOD 
agencies. 

Subject:  Proposed  changes  in  wage  base  cutoff  lines  and  tropical  differential 
eligibility. 

1.  There  is  attached  a statement  of  proposed  changes  in  the  Canal  Zone 
^jompensation  regulations  that  has  been  developed  by  the  Board  as  a result  of 
its  meeting  of  January  29,  1976.  The  Board  has  directed  me  to  obtain  comment 
from  all  agencies  before  any  final  decision  is  made.  It  is  understood  that  con- 
sultation with  labor  organizations  will  be  initiated  on  these  proposals  and 
their  views  will  be  fully  considered  in  preparation  of  the  agency  reply  to  the 
IBoard. 

2.  The  proposals  basically  would  raise  the  so-called  cut-off  line  between 
positions  paid  on  the  Canal  Zone  wage  base  and  those  paid  on  the  United 
States  wage  base.  Also,  the  eligibility  for  the  tropical  differential  in  the  case 
of  future  appointments  or  transfers  would  be  limited  to  positions  on  the  U.  S. 
wage  base  and  the  meeting  of  other  criteria.  These  proposals  by  the  Board  are 
ibased  on  a comprehensive  study  of  Canal  Zone  personnel  policies  made  in 
:1975  by  the  U.  S.  General  Accounting  Office.  The  GAO  report  on  the  study, 
^among  other  points,  contained  observations  and  possible  courses  of  action 
respecting  wage  base  concepts  and  application  of  the  tropical  differential. 
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3.  The  following  timetable  has  been  established  by  the  Board  : 

a.  Agency  release  to  labor  organizations  and  employee  groups  to  be  made  at 
1 :30  p.m.  on  17  February  1976  ; 

b.  Agency  consultation  process  to  begin  with  release  of  information,  and  to 
terminate  (with  finalized  labor  organization  input  due)  no  later  than  close  of 
business  9 April  1976 ; 

c.  Agency  input  to  be  sent  to  this  office  no  later  than  close  of  business  15 
April  1976; 

d.  Board  meeting  to  consider  action  on  the  proposals  tentatively  scheduled 
for  4 May  1976. 

4.  Please  contact  this  ofiice  if  you  have  any  questions  on  these  matters. 

Richard  M.  Conover, 

Executive  Director:, 

Attachment. 

Canal  Zone  Civilian  Personnel  Policy  Coordinating  Board, 

Balhoa  Heights,  Canal  Zone. 

The  following  proposals  are  under  consideration.  If  adopted  they  would, 
be  effective  the  first  day  of  the  first  pay  period  beginning  on  or  after  July  1,. 
1976. 

a.  derivation  of  base  rates  of  pay 

1.  Rates  of  pay  for  positions  at  grade  levels  NM-4  through  NM-6  and  at* 
MG-10  would  be  changed  from  the  United  States  pay  base  to  the  Canal  Zone^ 
pay  base.  Rates  of  pay  for  positions  at  grade  levels  NM-1  through  NM-3  and 
at  MG-1  through  MG-9  would  continue  on  the  Canal  Zone  pay  base. 

2.  Security  positions  at  or  below  grade  levels  NM-6  and  MG-10  would  be- 
en the  Canal  Zone  pay  base. 

3.  Any  specific  occupation  and  grade  at  or  below  grade  level  NM-6  or  MG-IO 
for  which  the  Canal  Zone  Civilian  Personnel  Policy  Coordinating  Board 
determines  that  recruitment  from  the  United  States  is  required  will  be  in- 
cluded in  a special  United  States  pay  base  schedule  established  by  the 
Board.  These  occupations  and  grades  would  be  reviewed  periodically  to  de- 
termine the  appropriateness  of  continued  coverage  under  the  special  pay* 
schedules. 

4.  Employees  occupying  positions  changed  from  a United  States  pay  base 
to  a Canal  Zone  pay  base  will  be  provided  indefinite  pay  savings  in  accord- 
ance with  2 CZC  150  and  35  CFR  253.156. 

5.  All  positions  at  the  following  levels  and  above  would  be  paid  on  the 
United  States  pay  base : Non-Manual — NM-7,  Manual — MG-11,  Manual 
Leader — ML-10,  Manual  Supervisory — MS-10  and  CS-10,  Production  Facili- 
tating— FN-8,  CF-4,  and  FS-4. 

6.  Pay  policies,  formulas,  and  schedules  that  would  be  necessary  to  imple- 
ment the  above  changes  are  being  developed. 

B.  THE  TROPICAL  DIFFERENTIAL 

1.  A United  States  citizen  who  is  hired  on  or  after  the  effective  date  of  the 
revised  regulations  would  be  eligible  for  the  tropical  differential  only  if  re- 
cruited or  transferred  from  the  United  States  (the  50  states,  the  District  of 
Colnmbia,  the  territories  and  possessions  of  the  United  States  not  to  includG^ 
the  Canal  Zone)  for  employment  in  the  Canal  Zone  in  a United  States  pay 
base  position. 

2.  A United  States  citizen  hired  from  the  Canal  Zone  or  the  Republic  of 
Panama  for  a United  States  pay  base  position  after  the  effective  date  of  the^ 
revised  regulations  would  be  eligible  for  the  tropical  differential  only  if  he- 
or  she  was  initially  recruited  from  the  United  States  (the  50  states,  the  Dis- 
trict of  Columbia,  the  territories  and  possessions  of  the  United  States  not  to> 
include  the  Canal  Zone)  for  a United  States  pay  base  position  by  another* 
government  agency  and  accepted  on  local  transfer  or  a United  States  citizens 
separated  locally  from  the  United  States  military  service  to  accept,  without 
a break  in  service,  a United  States  pay  base  position  in  the  agency. 

3.  Each  United  States  citizen  who  is  receiving  the  tropical  differential  im- 
mediately prior  to  the  revision  of  the  regulations  would  continue  to  receive^ 
it  for  so  long  as  he  or  she  is  continuusly  employed  by  a Federal  agency  in 
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the  Canal  Zone.  Each  United  States  citizen  who  is  on  the  rolls  on  the  effec- 
tive date  of  the  revised  regulations  and  who  meets  the  criteria  specified  in  B1 
and  B2  above  would  be  eligible  for  the  differential  under  the  new  regulations. 

4.  An  employee  eligible  for  the  tropical  differential  in  accordance  with 
paragraph  B3  above  but  whose  differential  is  rednced  in  amount  or  entirely 
withheld  pursuant  to  35  CFR  253.135(d)  would  retain  eligibility  for  the 
differential  under  the  revised  regulations. 

5.  The  present  rule,  prescribed  by  35  CFR  253.135(b),  which  limits  or 
Withholds  the  differential  under  certain  circumstances,  would  be  retained. 

Mr.  Veysey.  Let  me  stress  that  these  are  only  proposals.  They  are 
subject  to  modification  in  any  number  of  ways  depending  upon  the 
comments  and  recommendations  of  employees  organizations. 

The  personnel  board  will  review  the  comments  and  reach  consen- 
sus as  to  recommendations  which  should  be  forwarded  to  the  Secre- 
tary of  the  Army. 

Only  after  a thorough  evaluation  of  all  aspects  of  the  proposal 
would  this  decision  be  made,  and  the  regulation  changed  as  needed. 

I appreciate  very  much,  Mr.  Chairman,  having  been  invited  to 
appear  before  you  today  to  discuss  these  matters  of  great  current 
interest,  many  of  which  have  been  the  subject  of  extensive  misunder- 
standing. 

This  concludes  my  prepared  statement. 

I will  be  glad  to  answer  any  questions  which  you  or  other  Mem- 
bers of  the  subcommittee  may  have. 

Mr.  Metcalfe.  Thank  you  very  much,  Mr.  Veysey. 

Before  I yield  the  floor  to  the  other  members,  I do  want  to  raise 
one  question  with  you. 

In  regard  to  your  statement  on  page  3 in  which  you  indicated  that 
in  1974,  for  the  first  time  in  history  the  tolls  were  raised,  you  arrived 
at  a percentage  of  19.7  percent  toll  increase.  Then,  on  the  following 
page,  in  the  first  paragraph,  you  indicated  that  it  now  appears  that 
additional  increases  in  tolls  will  be  required  during  the  latter  part 
of  this  year. 

Now,  does  the  Company  Board  of  Directors  feel  as  though  they 
have  to  have  more  expertise  in  this  area  of  tolls  increases. 

In  other  words,  in  1974  you  did  not  anticipate  and  you  did  not 
take  into  consideration  the  need  to  raise  tolls  more  and  now  in  1976 
we  are  talking  about  an  additional  increase. 

Are  we  going  to  be  making  the  same  mistake  then  in  evaluating 
what  the  percentage  is  going  to  be  ? 

IVhat  did  we  learn  from  that  ? 

Mr.  Veysey.  Mr.  Chairman,  I think  you  raise  a very  good  question. 

I think  conditions  have  changed.  Conditions  of  world  trade  have 
changed  between  the  present  time  and  1974  when  the  initial  toll 
increase  was  undertaken.  What  has  happened,  of  course,  is  there  has 
been  a world  recession  which  has  caused  a very  substantial  decline 
in  the  tonnage  transiting  the  canal.  This  in  turn  has  resulted  in  a 
very  clear  fall-off  in  the  revenue  of  the  canal. 

Since,  in  the  experience  of  the  Governor  and  the  President  of  the 
Panama  Canal  Company  and  of  the  Board,  it  is  impossible  to  cut 
costs  in  the  operation  of  the  canal  proportionate  to  a fall-off  in 
revenues,  the  only  recourse  is  either  a tolls  adjustment  or  some  other 
action  to  handle  the  shortfall. 


201 


Mr.  Metcalfe.  Now,  I recognize  the  distinguished  chairman,  Mrs. 
Sullivan. 

Mrs.  Sullivan.  Thank  you,  Mr.  Chairman. 

May  I yield  to  Mr.  Leggett  first,  since  he  was  not  here  this  morn- 
ing and  he  can  ask  some  questions  ? Let  him  ask  a few  questions  first. 

Mr.  Metcalfe.  Fine. 

Mr.  Leggett.  Very  good. 

Thank  you  very  much.  Madam  Chairman  and  Mr.  Chairman. 

Mr.  Secretary,  it  is  very  nice  to  have  you  back  on  the  Hill  and  I 
want  to  commend  you  and  Governor  Parfitt  for  your  courage  which 
you  have  shown  sandwiched  into  this  vice-like  situation  we  have 
down  there  in  Panama,  the  Panama  Canal  Zone. 

You  have  indicated  that  you  need  more  dough.  So,  since  you  try 
to  get  it  the  shippers  are  on  your  neck  and  they  are  on  our  neck. 

You  want  to  bring  more  Panamanians  into  the  Company  in  line 
with  policies  that  I support,  such  that  we  can  get  rid  of  any  dis- 
crimination, and  that  too  costs  dough. 

Also,  you  have  attempted  to  solve  somewhat  your  long-term 
labor  problems  while  you  actually  made  functional  policy  and  cul- 
tural changes  down  there  in  the  Canal  Zone.  We  are  well  aware  of 
what  you  are  doing  in  the  area  of  housing  and  schools  and  such  as 
that  and  that  kind  of  change  gets  the  employees  upset,  the  long- 
term Zone  employees,  for  whom  I have  great  respect.  These  em- 
ployees have  hung  in  there  in  thick  and  thin  and,  in  fact,  we  have 
never  had  a strike — although  we  had  the  recent  slow  down.  I think 
this  is  testament  to  their  loyalty  to  the  United  States. 

We  also  of  course  are  stimulating  the  animosity  of  the  black 
Panamanians  that  work  there  in  the  Zone  with  menial  wages.  In  the 
past  there  has  been  a discriminatory  wage  base,  but  there  has  also 
been  a policy  of  the  Company  that  was  in  effect  long  before  I was 
ever  chairman  of  the  subcommittee  to  bring  more  of  the  Pana- 
manians into  the  Company. 

I know  one  of  the  great  things  that  Governor  Parker  pointed  to 
with  pride  was  the  fact  that  over  half  the  payroll  was  being  paid  to 
Panamanians,  which  was  not  the  case  some  years  ago. 

I believe  we  have  to  recognize  that  Secretary  Kissinger  went  to 
Panama  and  signed  eight  points  in  February  about  2 or  3 years  ago. 
I had  high  reservations  of  going  and  giving  any  approval  to  the 
eight  points.  I never  did  approve  of  all  of  the  eight  points.  Since 
that  time  of  the  signing,  though,  I have  supported  negotiation  of 
some  kind  of  a new  treaty. 

So,  I would  suspect  that  some  of  your  motivation  in  policy  is 
grounded  in  the  history  of  the  Panama  Canal  Zone  and  its  relation 
to  the  Eepublic  of  Panama. 

With  respect  to  the  Canal’s  relationship  to  Panama,  we  are  also 
aware  of  certain  bravado  activity  of  the  dictator  of  Panama,  Omar 
Torrijos,  and  the  exiling  of  certain  business  folks  and  that  drives 
me  right  through  the  wall.  I cannot  understand  how  anybody  can 
expect  to  negotiate  with  a country  in  good  faith  seeing  the  actions 
that  have  been  taken  by  that  government  over  the  past  3 or  4 months. 
And  I know  other  Members  of  Congress  have  much  more  serious  and 
long-term  reservations  concerning  that  Torrijos  government  in 
Panama. 
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But,  it  would  appear  to  me  that  we  have  to  run  that  Canal  Zone 
perhaps  without  solving  or  knowing  the  solution  to  the  total  ques- 
tion. You  might  have  to  take  a side  glance  at  the  problems  that 
Ambassador  Bunker  is  having,  if  any.  They  do  not  seem  to  be  sur- 
facing too  much.  You  can  take  a side  glance  at  the  attitude  of  the 
U.S.  Congress,  which  I do  not  think  is  about  to  approve  the  treaty 
that  has  been  talked  about  in  the  newspapers. 

But  in  the  meantime  we  have  to  run  that  Panama  Canal  as  part 
of  the  way  we  would  like  to  run  a canal  if  the  area  were  part  of  the 
United  States,  it  seems  to  me.  We  are  supposed  to  be  running  that 
Canal  Zone  as  though  we  were  sovereign.  That  means  whatever  the 
requirements  are  in  our  Constitution,  it  should  be  incumbent  on  the 
Governor  himself  to  implement  those  down  in  that  area  and,  for  that 
reason,  if  separate  housing  and  separate  jobs  and  separate  schools 
are  anathema  in  the  United  States,  they  ought  to  be  anathema  down 
there  in  the  Zone. 

On  the  other  hand,  with  respect  to  the  issues  you  face  we  know 
that  we  cannot  give  away  the  store  before  the  U.S.  Congress  appears 
to  be  ready.  You  are  arguing  here  about  a large  number  of  issues 
that  we  can  get  all  excited  about. 

I,  frankly,  am  of  the  view  that  we  do  have  major  labor  problems 
in  the  Canal  Zone.  The  basic  reason  that  I had  the  GAO  undertake 
the  1974-75  study  of  the  Canal  Zone  labor  problems  was  because  I 
felt  that  the  problems  presented  were  much  too  complex  for  this 
committee  alone  to  investigate ; I felt  that  the  Governor  had  a diffi- 
cult time  relating  to  these  particular  problems;  and  I believed  we 
wanted  to  look  forward  to  change. 

\Vhat  I wanted  to  see  was  a white  paper  or  resolution  of  labor 
problems  in  the  Canal  Zone  assuming  we  would  keep  the  Zone  for- 
ever. 

I presented  the  list  of  questions  for  the  General  Accounting  Office 
to  organized  labor  in  the  zone.  I presented  them  to  management.  I 
told  those  at  interest,  if  you  have  other  questions  that  you  want  to 
present  to  GAO  for  their  review,  supplement  this,  and  these  groups 
did  and  then  we  came  out  with  this  complex  study. 

Of  course,  I think  I was  no  longer  chairman  by  the  time  this 
study  came  back  from  GAO.  But  I know  the  study  was  complex. 

It  appears  to  me  that  we  are  indeed  trying  to  run  the  Panama 
Canal  Company  as  a Company-type  organization.  We  have  the 
government  down  there,  which  is  absolutely  separate,  in  a loyal 
service  but  also  indelibly  integrated  in  the  Company’s  activities. 

It  seems  to  me  that  we  ought  to  resort  to  some  kind  of  ancillary 
labor  assistance  activity  in  resolution  of  the  labor  problems  down 
there.  I suggest  to  you  that  we  move  with  conciliators,  with  media- 
tors, and  I think  that  is  a function  that  ought  to  be  maintained 
and  it  is  very  difficult.  If  we  are  not  going  to  allow  full  collective 
bargaining  to  take  place  in  the  Canal  Zone,  I believe  that  we  are 
going  to  have  to  have  a long-term  mediation  or  conciliation  effort 
there  to  solve  the  problem  between  management  and  black  employees 
or  Panamanian  employees  and  the  other  kinds  of  employees. 

As  far  as  tolls  are  concerned,  again  I think  that  we  ought  to  look 
to  outside  help.  I was  concerned  that  we  had  never  changed  the  rate 
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up  until  1974.  Now  I am  concerned  that  we  are  changing  the  rate  too 
steeply.  We  get  shippers,  the  users  of  the  Canal,  very  nervous  and  I 
know  there  was  a breaking  point  between  the  route  from  New  Or- 
leans to  Singapore  before  the  last  rate  increase  went  into  effect,  and 
that  point  may  have  been  reached. 

I would  hope  that  you  folks  could  really  manage  that  Canal  Zone. 
If  you  need  legislation,  come  back  here  and  let  us  solve  bits  and 
pieces  of  legislation,  but  recognize  that  we  are  not  here  to  manage 
the  day-to-day  activity  down  there  and  I trust  you  and  I trust  the 
government  and  I would  hope  that  if  you  need  money  on  a short- 
term basis,  if  we  have  some  cash  deposited  that  you  have  alluded  to 
upon  which  we  are  not  earning  interest,  fine.  If  you  need  legislation, 
let  us  draw  on  that  cash  deposit  which  I suspect  has  been  in  the  trust 
funds  and  has  been  spent  if  it  is  part  of  the  Treasury. 

I would  hope  that  you  would  think  about  asking  this  committee 
for  authorization  to  perhaps  borrow  some  of  that  money  back  you 
have  put  in  the  Treasury  to  take  care  of  your  short-term  deficiencies 
and  then  let  us  wait  until  business  is  better,  until  we  determine 
exactly  what  kind  of  a long-term-toll  rate  we  are  going  to  have  and 
how  it  is  going  to  fluctuate. 

I would  think  inevitably  we  should  get  some  kind  of  a cost-of- 
living  escalator  in  the  tolls  so  that  the  shippers  would  know  more 
exactly  where  they  get  on  and  where  they  get  off. 

With  that  analysis  and  philosophy,  I yield  back  to  the  balance  of 
my  time. 

I really  have  no  questions. 

Mv.  Metcalfe.  Thank  you  very  much. 

There  is  a recorded  quorum  call  and  the  committee  will  stand  in 
recess  for  10  minutes. 

[Recess.] 

Mr.  Metcalfe.  Following  a brief  recess,  the  Subcommittee  on  Pan- 
ama Canal  will  come  to  order. 

I would  like  to  make  an  announcement  to  all  of  the  witnesses 
who  are  scheduled  to  be  heard  tomorrow.  I would  appreciate, 
we  of  the  Subcommittee  would  appreciate,  if  you  would  be  here 
promptly  at  ten  o’clock. 

And  now  I recognize  the  distinguished  chairperson,  Mrs.  Sullivan. 

Mrs.  Sullivan.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  who  are  the  members  of  the  Personnel  Policy  Co- 
ordinating Board  ? 

Secretary  Yeysey.  Madam  Chairman,  there  are  three  members  of 
that  Board,  Governor  Parfitt,  General  McAuliffe,  commander-in- 
chief, Southern  Command,  and  myself. 

Mrs.  Sullivan.  You  are  the  Chairman  of  the  Coordinating  Board? 

Secretary  Veysey.  Yes,  ma’am. 

Mrs.  Sullivan.  Are  all  these  three,  members  of  all  of  the  Boards 
you  mentioned  ? 

Secretary  Veysey.  No.  Let  me  see  that  I am  responding  correctly 
to  your  question. 

My  answer  was  responsive  to  the  question  about  the  Canal  Zone 
Civilian  Personnel  Policy  Coordinating  Board,  which  I thought  you 
were  asking. 
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Now,  maybe  I was  wrong  in  that. 

Mrs.  Sullivan.  All  right,  then  who  were  the  members  of  the — 
you  say  you  are  Cochairman  of  the  Defense  Department  Negotiating 
Group?  Who  are  all  the  members  of  that  group? 

Secretary  Veysey.  The  other  Cochairman  of  the  Panama  Canal 
Negotiations  Working  Group  is  General  Dolvin,  who  is  the  Defense 
Department  designee  on  the  negotiating  team.  There  are  also  other 
members — a representative  of  the  Joint  Staff,  a representative  from 
the  Office  of  the  Secretary  of  Defense,  in  addition  to  General  Dolvin, 
the  deputy  negotiator. 

Mrs.  Sullivan.  What  I am  getting  at  is  the  following.  In  what 
fashion  do  you  relate  the  proposals  you  make  as  chairman  of  the 
Coordinating  Board  to  the  Board  of  Directors  of  the  Panama  Canal 
Company  ? How  do  you  relate  them  ? 

Secretary  Veysey.  The  proposals — how  do  I relate  to  them? 

Mrs.  Sullivan.  Yes,  as  to  the  proposals  you  make  as  Chairman  of 
the  Coordinating  Board. 

Secretary  Veysey.  Yes.  The  proposals  were  made  by  the  Personnel 
Coordinating  Board  and  then  were  relayed  to  the  several  govern- 
mental entities  concerned,  for  example,  the  military,  the  Panama 
Canal  Company,  and  the  Canal  Zone  Government. 

Each  of  these  agencies  in  turn  arranged  for  a review  of  the  pro- 
posals, including  consultation  with  its  labor  organizations. 

Mrs.  Sullivan.  Do  you  believe  there  is  any  conflict  in  your  multi- 
ple roles  as  Cochairman  of  the  Defense  Department  Negotiating 
Group  and  Chairman  of  the  Coordinating  Board? 

For  example,  is  it  possible  that  some  matter  may  arise  in  the 
negotiating  group  that  you  feel  you  could  solve  or  change  in  your 
other  chairmanship  roles  ? 

Secretary  Veysey.  I cannot  think  of  any  situation  of  the  type  you 
have  suggested. 

The  Panama  Canal  Negotiations  Working  Group,  is  mainly  en- 
gaged in  furnishing  responses  to  questions  raised  by  the  negotiators, 
or  to  areas  in  which  the  negotiators  wish  to  have  factual  information 
or  a basis  on  which  to  take  their  positions. 

The  Group’s  activity  has  relatively  little  interaction  with  the  Per- 
sonnel Policy  Coordinating  Board  and  only  to  a small  extent  with 
the  Panama  Canal  Company  Board  of  Directors. 

Mrs.  Sullivan.  Let  us  take  a for  instance.  Who  thought  up  the 
proposal  to  change  the  wage  base  structure  and  the  tropical  dif- 
ferential of  the  lowest  paid  group  of  all  of  the  employees  in  the 
Canal  Zone? 

Secretary  Veysey.  Well,  I do  not  know  who  originally  thought  it 
up.  It  was  identified  in  the  GAO  report  which  emerged  in  May  or 
June  of  1975. 

Pursuant  to  that  as  I described  in  my  testimony,  we  broke  out  the 
different  findings  in  the  report  and  began  to  work  on  them. 

Mrs.  Sullivan.  In  your  testimony  you  cite  the  General  Accounting 
Office  study  made  for  the  Panama  Canal  Subcommittee.  What  factors 
led  you  to  take  the  two  proposals  which  you  made  to  the  Personnel 
Policy  Board  in  lieu  of  others  which  are  mentioned  in  the  GAO 
report?  Did  you  believe  in  making  those  proposals  that  you  were 
proceeding  with  the  endorsement  of  the  subcommittee. 
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Secretary  Veysey.  No,  not  at  all.  We  proceeded  to  examine  all  of 
the  recommendations  in  the  GAO  report  and  we  have  proceeded 
with  the  implementation  of  several  of  them. 

Some  of  them,  as  you  recall,  related  to  schools,  to  housing,  to 
security  positions,  as  well  as  to  these  wage-base  matters  and  differ- 
entials. We  have  been  proceeding  with  the  examination  of  a number 
of  these. 

Mrs.  Sullivan.  I wonder  if  any  of  those  proposals  were  made 
because,  as  Mr.  Leggett  said,  he  requested  GAO  to  make  the  study 
of  these  things  and  to  report  back.  Was  it  felt  that  there  was  a di- 
rective of  anything  came  up  right  from  the  subcommittee? 

Secretary  Veysey.  Well,  at  least  I personally  did  not  feel  it  was 
any  directive  at  all,  because  I had  never  felt  that  the  committee  has 
sought  to  manage  the  enterprise  in  that  particular  way. 

I did  look  upon  them  as  the  observations  of  independent  outside 
people  who  presumably  came  in  with  no  axe  to  grind  and  observed 
what  was  consistent  or  inconsistent  about  our  operations,  and  what 
appeared  to  be  efficient  or  inefficient. 

Mrs.  Sullivan.  Was  this  proposal  about  the  wage  base  structure 
discussed  with  the  Board  of  Directors  of  the  Panama  Canal  Com- 
pany? 

Secretary  Veysey.  Yes,  I believe  it  was.  Although  I am  not  exactly 
clear  as  to  the  details  of  the  extent  of  the  discussion. 

]\Irs.  Sullivan.  I know  those  on  the  board  are  concerned  of  the  fi- 
nancial structure  and  soundness,  and  so  forth,  of  the  Panama  Canal 
Company,  but  do  they  have  anything  to  do  or  have  they  taken  part  in 
anything  concerning  decisions  on  the  wage  structure? 

Secretary  Veysey.  Well,  the  Board  members  have  taken  part  in  the 
general  financial  concerns  of  the  company  in  seeking  ways  to  meet 
the  congressional  direction  of  operating  on  a break-even  basis.  They 
have  been  active  in  their  concern  to  satisfy  the  directions  of  the 
Congress. 

I don’t  think  that  anyone  regarded  the  wage  base  adjustments  as 
being  a way  to  totally  solve  the  short-fall  of  revenues  over  expenses. 

Mrs.  Sullivan.  Why  would  they  just  affect  this  lower  echelon? 
Why  not  the  entire  group  of  employees  ? 

Secretary  Veysey.  The  point  which  has  been  historically  selected 
to  make  the  division  between  the  local  wage  base  and  the  U.S.  wage 
base  is  that  point  at  which  we  no  longer  recruit  from  the  United 
States.  In  other  words,  the  U.S.  wage  base  has  been,  and  I think  the 
theory  was  would  be,  paid  for  those  jobs  for  which  substantial 
recruiting  takes  place  in  the  United  States. 

But  the  local  wage  rates  would  be  paid  on  those  jobs  where  all,  or 
substantially  all,  of  the  recruitment  takes  place  in  the  local  wage 
market,  that  is  Panama. 

Now,  the  recruitment  picture  has  changed  over  time.  In  the  1950’s 
when  the  point  was  last  fixed,  it  was  set  at  one  level.  The  facts  have 
changed  since  that  time.  It  was  the  purpose  of  the  Personnel  Policy 
Coordinating  Board  to  recognize  that  change  in  facts  and  to  set  the 
break  point  in  consideration  of  the  new  recruiting  posture. 

Mrs.  Sullivan.  Of  course,  the  canal  structure  was  changed  just 
26  years  ago,  but  has  not  the  training,  the  educational  and  vocational 
training  of  the  Panamanian  changed  since  1950  ? 


206 


Secretary  Vetsey.  Yes,  of  course,  it  has,  and  that  is  exactly  what 
has  made  it  possible  to  hire  a sufficient  supply  of  persons  with  that 
training,  with  those  qualifications,  in  the  local  market  rather  than 
from  the  United  States. 

The  GAO  was,  you  see,  pointing  out  that  we  were  paying  a U.S. 
based  wage,  where  we  were  in  fact  not  recruiting  from  the  United 
States.  Their  feeling  was  that  the  U.S.  based  wage  was  intended  to 
permit  recruitment  from  the  United  States  and  we  should  not,  there- 
fore, be  paying  an  unnecessary  premium  when  recruiting  locally. 

Mrs.  Sullivan.  That  is  true,  I can  understand  that  perfectly,  but 
how  far  up  among  the  grades  have  we  been  able  to  recruit  Pan- 
amanians who  were  qualified  to  fill  the  work  positions  that  were 
not  considered  as  security  positions  ? 

Secretary  Veysey.  Well,  we  recruit  some  Panamanians  at  all  levels, 
or  certainly  try  to. 

Over  a long  period  of  years  the  Company  has  sought  to  bring 
Panamanians  into  the  operation,  to  train  them  and  to  facilitate  their 
upward  mobility  in  the  organization.  And  I think  the  figure  is  now 
what,  72  percent  Panamanian,  Governor? 

Governor  Parfitt.  Approximately. 

Secretary  Veysey.  Approximately  72  percent  of  the  Company’s  en- 
tire work  force  is  Panamanian. 

Mrs.  Sullivan.  I go  right  back  to  my  earlier  point.  Why  did  you 
just  suggest  action  on  the  lower  group  of  3,000  people? 

Secretary  Veysey.  Because  it  is  in  the  lower  skills,  where  we  are 
fully  able  to  recmit  on  the  local  wage  market.  We  are  not  able  to 
satisfy  fully  from  the  local  wage  market  our  recruitment  needs  in  the 
higher  skill  categories,  therefore  the  U.S.  wage  base  is  retained  for 
these  categories. 

Mrs.  Sullivan.  Well,  the  U.S.  wage  base,  if  it  presents  only  the 
payment  of  differential  as  a bonus,  doesn’t  let  me  see  how  you  would 
stop  at  a certain  point  without  making  budget  cuts  that  affect  every 
employee,  instead  of  just  picking  on  the  very  lowest  paid  porter  or 
stenographer  or  secretary  or  whatever. 

Now,  there  must  be  a reason. 

Secretary  Veysey.  Well,  I did  not  think,  Mrs.  Sullivan,  that  we 
felt  we  were  picking  on  anybody  in  so  doing.  We  were  merely  recog- 
nizing the  facts  in  terms  of  where  recruitment  was  taking  place. 

Mrs.  Sullivan.  How  many  employees  have  you  recruited,  do  you 
know.  Governor,  in  a year,  or  in  the  last  5 to  6 years?  How  many 
have  we  actually  brought  down  from  the  United  States. 

Governor  Parfitt.  From  the  United  States,  it  has  been  a very 
modest  amount  in  the  last  year  because  we  have  had  an  austerity 
reduction  of  workload.  Last  year  I would  say  we  recruited  all  told 
less  than  perhaps  50. 

Mrs.  Sullivan.  And  then  in  the  years  before  that,  Mr.  Veysey,  if 
I may  follow  up  ? 

Governor  Parfitt.  Unfortunately  our  statistics  here  are  related  to« 
total  recruitment  in  the  United  States  since  1970.  And  it  reflects 
that  since  1970,  we  have  recruited  13  individuals  at  grade  NM-6  and 
below  and  in  the  grade  MG-10  and  below,  119. 

Mrs.  Sullivan.  And  for  the  higher  grades  ? 
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Governor  Parfitt.  Higher  grades,  NM-7  and  above,  which  is  the 
other  portion  of  the  nonmanual  grades,  536 ; MG-11  and  above,  19 ; 
and  then  manual  leaders,  8;  manual  supervisory  personnel,  17  for 
a total  of  712  recruitments  in  the  United  States  since  1970. 

Mrs.  Sullivan.  And  that  takes  in  about  14,000  employees  or  am  I 
wrong  in  that  number  ? 

Governor  Parfitt.  That  is  all  a total  of  approximately  19,000 
employees. 

Mrs.  Sullivan.  Well,  I think  this  shows  it  is  not  only  in  the  lower 
grades  that  you  are  not  recruiting  people,  but  we  are  not  recruiting 
generally  if  it  is  only  what  did  you  say,  5 or  700  in  the  last  6 years? 

Governor  Parfitt.  Might  I correct  for  the  record,  Mrs.  Sullivan, 
the  fact  that  the  numbers  I gave  you  here  reflect  the  total  recruit- 
ment on  the  Isthmus  and  includes  the  civilian  personnel  recruited 
by  the  military  commands. 

Of  the  712,  352  are  from  the  Panama  Canal  Company,  Panama 
Canal  Government. 

Mrs.  Sullivan.  The  civilian  personnel  of  the  military  are  included 
in  that  ? 

Governor  Parfitt.  In  the  712 ; yes. 

Mrs.  Sullivan.  Mr.  Veysey,  what  constitutes  a majority  in  the 
Civilian  Policy  Board  ? 

Secretary  Veysey.  There  are  three  members  of  the  Board,  Mrs. 
Sullivan.  Although  we  have  never  had  any  divided  votes  within  the 
Board,  the  bylaws  provide  that  two  votes,  including  that  of  the 
'Chairman,  are  required  for  a decision  on  the  part  of  the  Board. 

Mrs.  Sullivan.  With  three  members  you  need  two  votes? 

Secretary  Veysey.  That  is  what  the  bylaws  provide. 

Mrs.  Sullivan.  Oh,  including  the  Chairman  ? 

Mr.  Snyder.  Including  the  Chairman. 

Secretary  Veysey.  Including  the  Chairman. 

Mrs.  Sullivan.  I understand  this  morning  the  Governor  testified 
the  majority  was  the  Chairman  plus  one.  In  other  words,  the  chair- 
man must  be  part  of  the  majority,  and  the  other  two  members  cannot 
•constitute  a majority  absent  the  Chairman? 

Secretary  Veysey.  I think  that  comes  out  exactly  the  same. 

Mrs.  Sullivan.  When  was  such  a rule  as  this  put  into  effect  in  the 
Board  and  who  recommended  it? 

Secretary  Veysey.  Well,  the  bylaws  were  adopted  by  the  Board 
after  consideration  I think  at  two  or  three  different  meetings,  prob- 
:ably  last  summer  they  were  adopted. 

Governor  Parfitt.  That  is  correct. 

Mrs.  Sullivan.  Can  you  tell 

Mr.  Snyder.  Are  you  through  with  that  subject? 

Mrs.  Sullivan.  I am  through  with  that  subject.  Go  on. 

Mr.  Snyder.  Do  you  mind  ? 

Mrs.  Sullivan.  Yes ; go  ahead. 

Mr.  Snyder.  Mr.  Secretary,  I understand  that  the  Board  existed 
prior  to  your  being  on  it.  VTien  did  this  committee  first  come  into 
being  ? 

Secretary  Veysey.  Sorry,  it  did  not  happen  on  my  watch,  but  I 
will  find  out. 


208 


Mr.  Wolfsperger  believes  in  1959. 

Mr.  Snyder.  Well,  thereabouts  anyway? 

Secretary  Veysey.  Yes. 

Mr.  Snyder.  By  what  authority  was  it  created? 

Governor  Parfitt.  Secretary  of  the  Army. 

Mr.  Wolfsperger.  Secretary  of  the  Army. 

Secretary  Veysey.  I think  the  answer  is  the  Secretary  of  the  Army 
designated  the  Board  to  be  his  local  means  of  coordination. 

Mr.  Snyder.  And  that  Board  was  the  Governor  and  the  Military 
Commander  in  Chief  ? 

Secretary  Veysey.  I think  that 

Mr.  Snyder.  Why  do  you  not  have  Mr.  Wolfsperger  answer? 

Secretary  Veysey.  He  has  the  answer;  he  is  our  institutional 
memory  in  this  regard. 

Mr.  Wolfsperger.  Originally  the  Coordinating  Board  was  made  up- 
of  five  members;  namely,  the  Commander  in  Chief,  the  Governor,, 
and  the  commanders  of  the  three  military  components  in  the  zone. 
This  composition  continued  for  some  years,  and  then  the  Board  was< 
changed  to  a two-member  Board. 

Mr.  Snyder.  Who  changed  it  ? 

Mr.  Wolfsperger.  The  Secretary  of  the  Army.  Through  a change 
in  the  Federal  regulations,  the  Board  was  changed  to  a two-member 
board,  made  up  of  the  Commander  in  Chief  and  the  Governor,  with 
the  decisions  being  made  by  a unanimous  vote;  if  there  were  a dis- 
agreement on  the  Board  the  disagreed  item  would  be  sent  to  the- 
Secretary  for  resolution. 

Then  a little  over  a year  ago,  it  was  considered  desirable  by  the 
Secretary  to  have  a three-member  Board,  with  the  Assistant  Secre- 
tary as  chairman  and  the  Governor  and  the  Commander  in  Chief  as- 
members. 

Mr.  Snyder.  Did  the  Board,  prior  to  the  1975  inclusion  of  the 
Assistant  Secretary,  have  bylaws  ? 

Mr.  Wolfsperger.  I am  sure  it  had  bylaws,  although  I am  not 
acquainted  with  the  details  of  them. 

Mr.  Snyder.  Now,  based  upon  the  way  the  Secretary  of  the  Army 
created  the  Board,  and  has  changed  the  composition  of  the  Board 
on  two  occasions,  I take  it  this  Board  exists  at  the  discretion  of  the 
Secretary  of  the  Army  ? 

Mr.  Wolfsperger.  It  does. 

Mr.  Snyder.  Then  in  1975,  when  the  Assistant  Secretary  was  ap- 
pointed, did  the  Secretary  of  the  Army  in  his  directive  or  regulation^ 
designate  that  this  new  member  was  to  be  chairman  ? 

Mr.  Wolfsperger.  Yes,  sir. 

Mr.  Snyder.  And  did  he  designate  that  this  chairman  was  to  have 
the  veto  power  enunciated  by  the  Assistant  Secretary  a moment  ago  ? 

Secretary  Veysey.  No,  I believe.  Congressman  Snyder,  the  answer 
is  no,  he  did  not.  That  was  the  decision  of  the  Board  in  adopting  itE 
bylaws. 

Mr.  Snyder.  That  was  a unanimous  decision  like  all  of  the  rest. 

Secretary  Veysey.  It  was  unanimous. 

[Laughter.] 
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Mr.  Snyder.  Kind  of  like  a party  caucus  in  California  when  you 
are  trying  to  decide  whether  they  endorse  you  or  not,  Mr.  Secretary. 

What  independence  of  thought,  of  vote,  or  of  anything  else,  do 
the  two  members  other  than  you  have  when  you  are  the  boss  and  you 
have  got  the  veto  ? 

Secretary  Veysey.  Let  me  try  to  explain  it  this  way,  Mr.  Snyder, 
I am  acting  for  the  Secretary  of  the  Army  in  this  regard  and  he 
possesses  the  authority  here. 

This  is  a coordinating  board. 

Mr.  Snyder.  But  those  other  members  are  about  as  useful  as  tits  on 
a boar  hog — if  you  will  excuse  me. 

Secretary  Veysey.  I do  not  know  if  they  would  appreciate  the 
comparison. 

[Laughter.] 

Mr.  Snyder.  I do  not  know,  but  I suspect  that  in  the  position  they 
are  in  they  would  like  for  somebody  to  speak  up  for  them. 

I suspect  they  are  pretty  intimidated. 

Secretary  Veysey.  No,  I do  not  think  you  know  these  members 
very  well,  Mr.  Snyder,  if  you  say  that. 

They  are  not  intimidated,  they  are  very  able,  and  they  do  make 
a very  real  contribution  in  the  work  of  the  Board.  I think  they  have 
never  had  any  concern  at  all  about  speaking  up. 

Mr.  Snyder.  I thank  the  gentlelady  for  yielding.  I ask  her  to  for- 
give me  for  my  comparison. 

Mrs.  Sullivan.  That  is  all  right. 

Mr.  Snyder.  You  are  from  Missouri,  I guess  you  understand. 

[Laughter.] 

Mrs.  Sullivan.  I understand. 

Mr.  Snyder.  Kind  of  like  down  home. 

Mrs.  Sullivan.  You  know,  there  are  all  of  these  invisible  faces, 
both  in  the  Department  of  the  Army  and  in  the  State  Department 
who  have  really  been  making  decisions  for  all  of  these  years,  and 
yet  when  we  want  them  to  come  before  us,  we  cannot  find  them. 

I am  glad  to  see  you  here,  Mr.  Wolfsperger.  I just  found  out  you 
have  been  working  on  this  for  a long  time,  so  you  are  probably  one 
of  those  invisible  forces  and  faces  that  have  been  coming  up  with 
some  of  these  ideas. 

But  I still  do  not  have  an  answer  that  I think  is  satisfactory  to  any 
of  us  in  ascertaining  why  we  could  select  the  3,000  lowest  income  em- 
ployees of  the  Panama  Canal  Company,  and  some  of  those  who  are 
civilian/military  workers,  and  ask  why  this  should  this  wage  base 
be  applied  to  them  when  there  are  far,  far  more  in  the  other  sections 
of  the  organization  that  were  never  touched.  I am  not  saying  that 
anyone  should  be  touched,  but  how  can  you  make  up  the  deficit  in 
totals  like  this  ? 

Here  you  are  jumping  on  the  people  upon  which  the  canal  is  de- 
pendent to  do  its  jobs  or  they  would  not  otherwise  be  hired,  and  it 
is  not  their  fault  that  you  are  not  having  enough  ships  go  through 
to  pay  the  tolls.  So  why  should  this  be  done  ? 

I am  not  going  to  make  a plea  for  the  tropical  differential,  because 
I think  that  any  of  the  Canal  Zone  workers  here  who  have  been  in 
conversation  with  me  over  the  years,  when  they  would  start  to  beef 
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to  me  about  their  problems  and  about  their  differentials,  would  find 
me  saying  you  had  better  be  quiet,  because,  frankly,  you  are  living 
in  a paradise  and  do  not  know  it,  and  I do  not  know  where  your 
hardships  are  except  you  are  away  from  the  U.S.  home  base. 

But  if  you  are  going  to  take  anything  away  from  one,  you  take  it 
away  from  another. 

Now,  it  was  explained  in  the  morning  session  that  the  idea  was  not 
to  take  away  the  differential  from  any  who  received  it,  but  to  apply 
the  rule  to  any  new  ones  coming  in.  If  they  came  and  were  recruited 
from  the  United  States,  they  would  be  paid  the  differential,  but  not 
if  they  were  living  in  Panama,  at  the  time  they  were  given  the  job 
with  the  Panama  Canal  Company. 

So  it  is  said  that  really  no  differential  should  be  paid  for  them 
because  these  employees  were  not  brought  down  with  the  idea  of 
getting  a little  more  money  but  they  were  coming  into  this  type  of 
atmosphere  from  the  zone  or  Panama. 

But  certainly  you  must  have  realized  when  this  wage  base  and 
trop-diff  proposal  was  suggested  that  it  was  only  a drop  in  the  bucket 
as  far  as  finances  go. 

Secretary  Veysey.  Let  me  respond 

Mrs.  Sullivan.  You  have  some  $16  million  deficit. 

Secretary  Veysey.  Yes,  let  me  respond,  there  is  no  one  thing  that 
can  be  done  which  adds  up  to  $16  million. 

There  was  no  concept  making  the  change  in  the  personnel  structure 
would  make  $16  million  difference,  or  even  any  major  part  of  the 
$16  million  difference.  But  as  I explained  earlier,  we  have  attempted 
to  approach  the  solution  of  the  problem  in  three  directions — one,  to 
operate  as  efficiently  and  as  effectively  and  with  as  little  waste  of 
resources  as  is  possible,  wherever  we  found  we  were  spending  money 
that  did  not  need  to  be  expended  to  operate  the  canal  efficiently,  we 
looked  into  that. 

Secondly,  we  would  have  to  adjust  the  tolls. 

And  thirdly,  we  would  have  to  appeal  to  the  Congress  to  help  us 
with  the  handling  of  our  interest  item  which  we  cannot  meet. 

Mrs.  Sullivan.  Well,  this  was  the  most  important  thing  to  me, 
that  the  deficit  would  not  affect  the  people  who  were  really  hard- 
pressed  in  order  to  arrive  at  a solution  but  rather  that  we  have  a 
withdrawal  of  the  proposal  to  freeze  their  wages. 

I think  that  the  suggestion  on  my  part  was  the  most  important  and 
T think  we  all  agree  the  morale  of  the  workers  is  terribly  important, 

I am  going  to  leave  Congress  at  the  end  of  this  term  because  I am 
not  happy  with  what  is  happening  in  Congress.  These  people  in  the 
zone  are  not  happy  with  what  is  happening  to  them,  but  they  cannot 
very  well  leave,  so  they  are  going  to  express  it  in  the  only  way  they 
can.  And  I am  terribly  sorry  that  they  lost  their  head  and  went  out 
on  this  “sick  out.”  Because  1 think  it  did  just  exactly  what  it  can  do 
to  set  this  thing  off — to  set  off  an  explosion. 

I do  not  care  who  knows  it  here  as  long  as  I have  a breath  in  me, 
I am  going  to  talk  against  the  give-away  of  the  authority  of  the 
United  States  in  running  this  Panama  Canal. 

I think  it  is  a crime  that  anyone  in  the  State  Department,  who- 
ever those  hidden  faces  there  might  be  who  started  with  President 
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Eisenhower  and  have  continued  it  ever  since,  who  say  we  must 
have  a new  treaty  because  we  are  living  in  a new  world.  They  say  we 
have  no  right  to  usurp  any  authority  of  another  country.  Now  do 
not  let  anyone  kid  you  about  not  buying  and  paying  for  that  land, 
but  we  do  not  have  that  slip  of  paper  that  states  this  is  a title  to  that 
land,  because  we  do  not  want  it,  particularly  once  the  canal  is  no 
longer  needed.  But  as  long  as  we  live  up  to  that  treaty  arrangement, 
an  arrangement  made  in  good  faith,  and  as  long  as  we  operate  the 
canal  in  good  faith,  an  efficient  and  well-run  canal  for  the  benefit  of 
world  commerce,  then  we  have  no  right  to  let  our  sovereign  authority 
be  given  away  and  taken  over.  If  anyone  cannot  see  what  is  happen- 
ing, then  I do  not  know  how  else  to  explain  it,  namely  that  this  situa- 
tion can  be  taken  over  by  the  Communist  movement. 

And  with  the  visit  of  Torrijos  to  Cuba  and  the  play  that  is  being 
made  behind  this  trip,  our  government  must  be  terribly  blind  to 
continue  these  negotiations  in  good  faith. 

We  are  going  to  have  Ambassador  Bunker  and  his  people  here 
Thursday,  but  we  will  not  learn  any  more  than  we  have  learned, 
because  they  are  determined  to  go  through  with  this  new  treaty. 
And  if  it  does  go  through  it  will  be  the  saddest  day  that  ever  hap- 
pened in  this  country. 

With  all  of  this  negotiating  that  has  gone  on  since  1964,  and  then 
finally  the  last  straw  is  that  these  3,000  people  are  going  to  have 
their  wages  frozen,  and  certain  privileges  taken  away,  and  they 
know  that  being  negotiated  away  are  their  commissaries,  recreational 
areas,  and  everything  that,  as  I say,  which  has  made  life  down  there 
a little  bit  of  paradise.  It  all  is  to  be  stripped  from  them.  Certainly 
you  cannot  blame  them  for  saying  I have  just  got  to  do  somethings 
to  express  my  displeasure  at  what  is  going  on.  We  have  not  only 
this  displeasure,  but  we  have  the  disruption  of  their  life. 

And  I hope  that  before  anything  else  happens  on  the  wage  pro- 
posal, that  some  way  the  promise  was  given  by  the  "Wliite  House 
aides  when  I left  here  on  the  17th  of  March,  when  I attempted  to 
talk  to  the  President,  and  was  only  able  to  contact  three  of  his  aides 
who  sat  with  me  on  that  day,  would  be  fulfilled.  Of  course  I con- 
tacted the  Panama  Canal  people,  and  begged  them  not  to  let  any- 
thing happed  to  stop  transits  and  play  into  the  hands  of  their 
enemies. 

The  first  time  I made  this  plea,  the  emplo5^ees  sat  back  and  waited 
for  some  answer  from  Washington — but  a week  later  they  could 
not  wait  any  longer  because  no  decision  was  made  and  no  communi- 
cation came  from  Washington. 

But  the  employees  were  promised  and  told  over  the  telephone — in 
fact,  I read  what  the  President’s  aide  wrote  out  for  me.  I had  said 
to  the  Presidential  aides : 

You  write  it  because  I want  to  read  it  to  them  and  they  will  know  you  are 
here  speaking  for  the  President,  specifically  that  if  they  will  go  back  to  work, 
there  will  be  immediate  negotiations,  and  everybody  can  sit  down  and  talk  over 
this  thing. 

I give  a great  credit  to  you  Governor  Parfitt,  for  the  influence  you 
had  on  these  employees  during  the  crisis,  because  they  believe  in  you, 
they  trust  you.  And  if  they  do  not  have  someone  to  trust,  you  cannot 
blame  them  for  doing  what  they  have  done. 
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This  is  not  our  job  up  here  to  negotiate  with  them  individually. 
33ut  by  golly,  it  is  our  job  to  try  our  level  best  to  stop  what  we  see 
happening.  And  all  of  us,  and  all  of  us  on  this  who  have  even  been 
on  this  committee,  have  worked  to  do  everything  we  could  not  only 
for  the  worker  but  to  see  that  this  Panama  Canal  transiting  opera- 
tion was  a success.  And  it  has  been.  And  we  are  proud  of  it. 

Now,  we  have  got  to  get  our  economic  world  back  into  condition 
so  we  will  have  better  trade  and  more  ships  will  go  through  the  canal. 

But  still,  Governor,  there  is  a point  beyond  which,  if  those  tolls 
are  raised,  you  are  not  going  to  have  more  transits  and  I think  we 
all  recognize  this  fact. 

And  the  idea  of  getting  more  and  more  revenue  just  by  raising  the 
tolls  is  going  to  be  a foolhardy  thing  because,  although  shippers  will 
have  to  go  along  with  it  for  a couple  of  years,  eventually  they  are 
going  to  find  other  ways  of  shipping  rather  than  going  through  the 
canal. 

They  did  it  in  Suez.  In  the  future  we  will  have  larger  ships  and 
different  trade  routes  and  it  is  going  to  be  much  better  then  to  go 
around  the  horn  or  some  other  way  if  tolls  are  raised. 

Now  I get  the  story  constantly  that  all  Latin  America  is  behind  the 
Panama — this  well  might  be  because  they  have  to  be  in  public,  but 
not  behind  Panama’s  back  do  they  have  to  go  along.  They  say, 
“Please  do  not  ever  give  away  the  authority  of  the  United  States,” 
because  they  are  going  to  be  affected. 

I probably  said  too  much,  Mr.  Chairman. 

I have  no  other  questions. 

Secretary  Veysey.  Mr.  Chairman,  if  I may,  I want  to  thank  Mrs. 
Sullivan  for  speaking  out,  in  that  fashion. 

I very  much  share  her  view  that  the  recent  “sick  out”  down  there 
was  an  unfortunate  event,  both  from  the  point  of  view  of  the  unions 
and  from  the  point  of  view  of  the  management.  And,  I am  sure,  from 
the  point  of  view  of  this  committee.  I think  it  was  probably  an  aber- 
ration that  took  place  in  light  of  the  pressure  that  you  have  so  ably 
described.  For  a very  long  time  employees  have  been  living  with  un- 
certainties, not  knowing  what  the  results  of  the  negotiations  might 
be. 

The  constant  uncertainty  regard  the  negotiations  has  led  some  of 
them  to  feel  that  somehow  their  employment  is  very  temporary,  and 
that  they  are  going  to  be  moved  out. 

Now,  we  have  tried  to  counter  this  employee  apprehension  by  say- 
ing that — as  Congressman  Leggett  stated  earlier — we  must  operate 
the  canal  just  as  efficiently  as  we  possibly  can,  just  as  though  we 
were  going  to  be  operating  it  for  the  next  thousand  years ; we  cannot 
keep  our  attention  focused  on  the  turns  of  the  treaty  negotiators. 

blowever,  I am  sure  that  the  employees  find  themselves  under  some 
emotional  stress  because  of  the  negotiations. 

We  are  going  to  try  to  operate  the  canal  as  effectively  as  we  can; 
I hope  we  can  do  it. 

Mrs.  SuLLiVx^N.  This  $8  million  owed  by  Panama  is  nothing  new, 
believe  me.  As  far  back  as  I remember  they  have  refused  to  pay  for 
their  water,  they  refused  to  pay  for  anything,  because  if  they  refused, 
they  still  receive  the  services  because  the  United  States  has  neve  gone 
in  to  use  the  rights  that  she  has  to  collect  for  them. 
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If  we  try  to  collect  they  threaten  to  either  have  a revolution  or 
they  threaten  to  come  and  turn  the  water  off,  or  do  something  else 
such  as  sabotage  the  canal. 

Not  one  word  has  gone  back  to  answer  the  charges,  the  false 
charges,  that  are  made  against  the  United  States. 

We  sit  and  take  it  like  we  are  ashamed  of  what  we  are  doing  on 
the  isthmus.  I think  we  ought  to  be  darn  proud  of  being  able  to  build 
and  run  and  operate  that  Panama  Canal,  as  we  have  done  it,  and  we 
have  only  done  it  because  we  had  loyal  people  down  there  to  work 
and  to  operate  it. 

If  these  employees  cannot  be  assured  that  they  are  going  to  be 
given  all  the  consideration  that  can  be  given  an  employee,  and  if  they 
are  as  harassed  as  they  say  they  are,  and  when  they  have  the  uncer- 
tainty of  whether  or  not  all  this  is  going  to  last,  then  I think  we  are 
doing  a great  disservice  to  them  in  our  lack  of  policy. 

Thank  you,  Mr.  Chairman. 

Mr.  Metcalfe.  Thank  you  very  much,  Madam  Chairman. 

Let  me  say  to  Madam  Chairman,  that  it  was  not  necessary  for  you 
to  extend  a policy  for  speaking  out  so  vociferously.  I think  it  was 
very  timely.  I want  to  compliment  you  on  your  statement,  because  I 
have  observed  one  overall  problem,  and  that  is  there  has  been  a lack 
of  humaneness  in  our  relationship  with  Panama.  And  I think  we 
have  got  to  reassess  our  own  values  in  order  to  bring  about  an 
amicable  solution.  Whether  or  not  all  Latin  American  supports 
Panama  or  they  do  not  support  Panama,  I think  a settlement  is 
contingent  upon  our  own  feeling  and  how  we  reflect  upon  it. 

To  me  this  is  most  important,  because  I want  to  get  into  a couple 
of  questions  here  to  which  you  have  already,  Mr.  Secretary,  addressed 
yourself.  My  inquiry  is  as  to  the  relevancy  of  the  three  positions  that 
you  hold  as  Chairman  of  the  Board  of  Directors  of  Panama  Canal 
'Company,  as  Chairman  of  the  Canal  Zone  Civilian  Personnel  Policy 
Coordinating  Board,  and  as  cochairman  of  the  Department  of  De- 
fense Negotiating  Group. 

Now,  my  question  to  you  is  whether  you  interpret  section  155  of 
title  II  of  the  Canal  Zone  as  giving  you  basically  a coordinating  role 
as  chairman  of  the  Policy  Board  ? 

Section  155  says  in  part : “The  President  shall  coordinate  the  poli- 
cies and  activities  of  the  respective  department  under  this  sub- 
chapter.” 

Secretary  Veysey.  Yes,  Mr.  Chairman. 

I believe  that  subchapter  does  give  the  Secretary  of  the  Army  the 
coordinating  authority.  And  he  has  in  turn  designated  me  to  operate 
in  his  stead. 

Mr.  Metcalfe.  The  word  “coordinated”  is  a very  important  factor 
here. 

Do  you  think  the  canal’s  financial  situation  can  be  solved  without 
legislation  and  how  would  you  perhaps  propose  to  solve  it  if  you  do 
think  that  ? 

Secretary  Veysey.  Well,  Mr.  Chairman,  the  course  that  we  have 
followed  is  three-fold.  First,  to  continue  to  pursue  the  efficient  eco- 
nomic operation  of  the  canal,  which  would  mean  elimination  of  any 
waste  or  duplication  or  losses  which  could  be  taking  place  there. 
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We  are  working  on  that  currently,  the  Governor  has  taken  a very* 
lead  role  in  doing  this. 

Secondly,  we  have  authority  to  initiate  tolls  increases,  which  by 
proscribed  procedure,  including  notice  and  public  hearings,  finallj^ 
reach  the  point  of  being  signed  off  by  the  President. 

And  it  was  contemplated  I think  in  the  original  financial  frame- 
work of  the  canal  that  tolls  would  be  adjusted  from  time  to  time  to^ 
make  the  canal  break  even. 

Now,  we  have  what  I consider  to  be  a temporary  financial  difficulty 
caused  by  a sei^ere  downturn  in  world  traffic.  And  this  can  be  met 
and  accommodated  with  the  understanding  and  perhaps  assistance 
of  the  committee  here,  in  permitting  us  to  make  two  types  of  changes 
with  respect  to  the  handling  of  an  interest  item  which  is  rather  sig- 
nificant in  our  bookkeeping. 

In  the  first  place,  we  think  it  is  just  and  correct  that  we  should’ 
receive  interest  on  the  substantial  cash  balance  which  the  Panama 
Canal  Company  has  on  deposit  with  the  Treasury  of  the  United' 
States. 

I think  that  balance  runs  on  the  order  of  perhaps  $40  million. 

You  see,  an  enterprise  of  this  type,  while  it  may  only  be  on  a break- 
even basis  or  even  a red-ink  operating  basis,  has  considerable  cash 
reserves.  We  think  we  should  be  paid  the  prevailing  rate  of  interest 
on  that  cash  on  deposit  with  the  Treasury. 

The  second  thing  that  we  think  should  be  done  is  to  permit  the- 
Panama  Canal  Company  to  defer  the  payment  of  interest  on  the 
capital  invested  in  the  enterprise,  for  a temporary  period  of  time. 
And  this  can  be  approached  in  several  ways. 

There  is  now  apparently  some  statutory  authority  that  would' 
make  it  possible  for  us  to  put  interest  last  in  the  group  of  accounts 
that  we  pay  and  thus,  by  so  doing,  defer  the  payment  to  another' 
period  of  time. 

Mr.  Metcalfe.  IMr.  Secretary,  do  we  need  legislation  for  that  ? 

Secretary  Veyset.  No,  there  is  statutory  authority  which  permits 
us  to  put  it  last  in  the  group  of  accounts  that  we  pay  and  therefore 
not  pay  it  this  year,  thus  deferring  it.  But  as  I read  the  text  of  the 
statute,  it  is  not  totally  clear  what  happens  next. 

I think  it  might  be  helpful  if  we  had  some  clarification  as  to  how 
to  handle  the  second  part  of  this.  I believe  it  is  correct  that  we  should 
recover  that  temporary  deferral  of  interest  out  of  subsequent  years 
and  I think  that  a reasonable  number  of  years  would  be  3,  4,  or  5- 
years,  something  like  that. 

But  it  is  not  clear  to  me  from  the  statute  that  we  do  not  have  tO’ 
increase  the  tolls  the  next  year  to  not  only  make  up  the  short  fall  of" 
the  current  year,  but  also  to  make  up  the  additional  deferral  of 
interest  from  the  current  year. 

In  that  case  the  increase  in  tolls  would  be  excessive  in  a single^ 
year;  and  then  in  a following  year  we  might  find  it  necessary  tO' 
adjust  the  tolls  back  down  again. 

I think  it  would  be  much  more  appropriate  to  spread  that  adjust- 
ment  over  a few  years. 

Mr.  Metcalfe.  Mr.  Secretary,  I am  not  so  sure  I understood  your 
answer  to  a question  earlier  and  I would  like  for  you  to  elucidate  on 
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that,  if  you  will,  in  terms  of  the  outside  force  to  which  you  had 
reference.  I am  not  clear  as  to  what  you  had  reference  to  when  you 
made  mention  about  outside  forces,  and  I am  not  quoting  you  on 
that,  but  the  substance,  that  is  what  I gathered  from  it,  made  me 
fhink  perhaps  there  should  be  some  clarification  as  to  what  you 
meant.  Are  you  challenging  someone’s  authority  to  come  in  in  these 
three  areas  in  which  you  have  jurisdiction? 

Secretary  Veysey.  I do  not  recall  the  reference  to  an  outside  force. 
I do  not  relate  that  at  this  moment  back  to  my  testimony. 

Mr.  :Metcalfe.  I am  not  talking  only  to  the  word  ‘‘outside  force.” 

Secretary  Veysey.  Yes. 

Mr.  Metcalfe.  But  I did  get  the  distinct  feeling  that  you  felt  as 
though  there  were  some  forces  or  some  entities  that  were  giving 
input  in  these  areas  and  that  you  felt  as  though  they  had  no  business 
doing  so. 

Secretary  Veysey.  No,  I think  that  is  a mistaken  impression,  Mr. 
Chairman.  I did  not  intend  to  convey  any  such  impression.  ^ 

I think  that  the  Panama  Canal  Company  is  subject  to — if  I used 
the  term  “outside  forces,” — the  economic  forces  that  work  in  the 
world  today,  the  forces  of  inflation  which  have  increased  our  costs 
very  rapidly  including  personnel  costs  and 

]\Ir.  ]\Ietcalfe.  That  is  within  the  Company.  I am  talking  about  the 
influences  upon  the  Company. 

Secretary  Veysey.  Upon  the  Company. 

'Well,  I am  not  certain  of  what  the  reference  might  be. 

I think  I may  have 

]\Ir.  IMetcalfe.  Maybe  I can  expedite  time  a little  bit  by  being  a 
little  bit  more  specific. 

Secretary  Veysey.  Please. 

Mr.  jVIetcalfe.  'What  is  your  position  in  regards  to  the  desegrega- 
tion of  the  schools?  MTiat  is  your  position  in  regards  to  the  upgrad- 
ing of  the  civil  servants?  M^at  is  your  position  in  regards  to  inte- 
grating the  housing?  Let  us  take  those  three  areas. 

Secretary  Veysey.  Yes.  These  are  all  areas  of  some  concern  that 
we  have  dealt  with  the  past  year. 

I believe  that  the  Canal  Zone  Government  and  the  Panama  Canal 
Company  should  be  operated  as  a show  case  of  what  America  is  like, 
wdiat  America  is  all  about.  There  for  the  world  to  observe. 

Now,  an  operation  of  a dual  school  system,  which  has  been  the 
practice  in  the  Canal  Zone  for  sometime,  to  me  smacks  very  much  of 
a segregated  school  operation ; we  have  long  since  settled  that  prac- 
tice in  America  and  we  should  not  be  practicing  it  in  the  Canal  Zone. 

Besides,  it  is  highly  inefficient  dollarwise.  The  Latin  Amercan 
Scholl  system  has  diminished  in  enrollment  over  the  years,  so  that  it 
has  become  a very  expensive  operation  and  all  factors  indicated,  to 
me  at  least,  the  desirability  of,  over  a period  of  time,  merging  these 
school  systems  to  create  a better  school  system  and  give  better  educa- 
tion to  our  young  people,  and  to  avoid  any  implication  of  segregated 
schools.  I think  the  result  will  be  a much  more  efficient  school  system. 

So  we  have  begun  to  move  in  that  direction  and  Governor  Parfitt 
has  begim  to  implement 

Mr.  ]\Ietcalfe.  Let’s  get  into  the  area  of  segregated  housing. 
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Secretary  Yeysey.  There  too 

Mr.  Metcalfe.  What  is  your  position  ? 

Secretary  Veysey.  Segregated  housing  has  not  been  the  policy  of 
our  nation.  It  is  not  practiced  in  the  military  or  in  other  public 
operations.  However  down  there  we  did  have  a form  of  segregation 
which  had  grown  up  over  a very  long  period  of  time,  historically, 
but  nonetheless  still  maintained. 

Governor  Parntt  again  took  the  lead  on  this  issue  to  say  that  in 
the  future,  all  openings  in  housing  would  be  equally  available  to  any 
employee  of  the  Company,  be  he  Panamanian  or  be  he  United  States. 

Mr.  Metcalfe.  And  you  support  him  in  that  position  ? 

Secretary  Veysey..  I certainly  do.  I support  him  in  that  and  I 
have  urged  him  to  move  in  that  direction,  and  I think  he  has  done 
so  very  courageously.  I think  that  is  the  correct  way  to  move. 

Likewise  we  had  a third  problem  area,  namely  the  “security”  jobs. 
In  looking  at  the  jobs  that  had  been  classified  as  “security”  and  thus 
precluding  their  being  filled  by  Panamanian  employees,  it  seemed 
quite  clear  that  many  of  them  were  not  truly  related  to  security. 

Governor  Parfitt  and  his  people  have  undertaken  a reexamination, 
rescreening  of  these  jobs,  in  order  to  preserve  those  jobs  that  are 
correctly  associated  with  security.  When  by  statute  or  for  some  other 
valid  reason  a position  must  be  filled  by  a U.S.  citizen,  the  position 
will  be  continued  as  a security  position ; the  security  designation  will 
be  deleted  from  other  jobs  and  such  jobs  would  then  be  open  for  the 
advancement  of  Panamanians. 

Mr.  Metcalfe.  Does  that  reasoning  not  necessarily  follow  along 
the  same  lines,  that  Mrs.  Sullivan  brought  out,  namely  that  in  terms 
of  the  freezing  of  the  pay  scale  of  a certain  salary  group,  you  fall 
into  the  same  category  where  you  are  selecting  a few  people  and  then 
having  a cutoff,  I was  not  completely  satisfied  with  your  answer  as 
to  why  the  figure  was — why  you  stopped  at  grade  levels  NM-4,  5, 
and  6, — or  the  MG-10 — without  going  any  further.  Is  that  cutoff  not 
in  itself  discriminatory  ? 

Secretary  Veysey.  That  point  is  very 

Mr.  Metcalfe.  In  other  words,  I want  to  associate  myself  with  the 
statement  Madam  Chairwoman  made  in  regards  to  that  particular 
subject  area. 

Secretary  Veysey.  Yes.  The  cutoff  point,  it  seems  to  me,  is  cor- 
rectly set  at  that  level  at  which  there  is  no  need  to  recruit  people 
from  the  United  States  to  fill  those  jobs — in  other  words,  where  there 
is  a sufficient  supply  of  properly  qualified  people  available  on  the 
local  market.  Such  was  the  nature  of  the  proposal  sent  to  Canal  Zone 
agencies  by  the  Policy  Coordinating  Board. 

Now,  I firmly  believe,  Mr.  Chairman,  that  that  point  should  be 
reexamined  periodically  as  a regular  part  of  good  personnel  practice. 

Mr.  Metcalfe.  May  I add 

Secretary  Veysey.  If,  in  fact,  we  find  it  necessary  to  recruit  again 
from  the  United  States  in  the  lower  categories,  then  the  pay  base 
used  ought  to  be  adjusted  accordingly. 

Mr.  Metcalfe.  May  I suggest,  Mr.  Secretary,  that  you  review  the 
testirnony  of  ]Mrs.  Sullivan  and  as  you  reevaluate  it,  that  you  give  it 
priority. 
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I think  I want  to  make  one  statement  before  I relinquish  the  mikey 
and  that  is,  as  I said  at  the  beginning,  I think  our  big  problem  is 
lack  of  humaneness  in  the  Panama  area.  I think  this  is  what  has  pre- 
cipitated the  condition  in  which  we  now  find  ourselves. 

I would  submit  to  you  the  relationship  between  the  U.S.  citizens 
and  Panamanians  is  at  its  worst  period  since  the  canal  was  built. 
You  may  challenge  that  if  you  will.  But  there  must  be  a reason  for  it. 

I think  we  have  got  to  very  carefully,  calmly  analyze  and  find  out 
why  this  is  the  case.  Do  we  have  any  assurance  it  is  going  to  be 
changed  with  our  present  modus  operandi  ? 

I submit  to  you  I am  not  certain  that  it  is  going  to  change.  I do 
not  see  the  breaking  of  the  sun  coming  through  the  clouds.  And  I 
think  there  are  many  clouds  over  Panama  today.  And  it  disturbs  me 
that  there  are  these  untenable  situations  and  that  there  is  this  tension 
that  exists  and  I do  not  think  it  is  good  for  our  negotiators,  I do  not 
think  it  is  good  for  Americans,  and  I do  not  think  it  is  good  for  the 
Panamanians. 

I think  we  ought  to  be  trying  to  strive  to  move  in  the  direction 
where  we  can  have  more  sunshine  and  fewer  clouds,  fewer  clouds  and 
diminishing  of  the  tensions  that  exist  there. 

And  so  it  is  probably  something  that  requires  some  analytical 
minds  thinking  objectively  in  terms  of  these  areas  which  cause  the 
people  to  be  tense — and  I am  sure  that  the  Panamanians  are  as  cog- 
nizant of  the  world  problems,  of  inflation,  of  the  inflationary  period 
we  are  going  through,  and  that  there  is  a necessity  for  an  austerity 
program. 

I think  that  should  be  the  right  and  fair  way  for  everyone. 

That  is  my  statement.  I do  not  necessarily  attempt  to  elicit  a re- 
sponse from  you,  but  I want  to  be  on  record  as  indicating  that  to 
you  so  you  will  give  serious  consideration  to  my  feelings  on  it. 

Secretary  Veysey.  Yes. 

Mr.  METCxiLFE.  I think  it  pretty  much  reflects  the  feeling  of  the 
other  members  who  have  spoken. 

Secretary  Veysey.  I appreciate  that,  Mr.  Chairman.  I think  you 
are  entirely  right. 

The  uncertainties  of  the  long  period  of  negotiations  has  led,  I 
think,  to  a deterioration  of  employee  morale. 

I have  urged  the  negotiating  team  to  put  early  on  their  agenda  a 
discussion  of  the  status  of  emplo3^ees  of  the  Panama  Canal  Company 
and  Zone  Government,  if  and  when  a new  treaty  should  be  negoti- 
ated. We  need  to  be  able  to  tell  our  employees  whether  they  are  going 
to  have  a job  there  or  they  are  not  going  to  have  a job  there,  and 
what  their  conditions  of  employment  will  be. 

I think  the  feeling  of  uncertainty,  not  knowing  the  answers,  is 
much  worse  than  the  final  outcome  will  ever  be. 

However,  there  are  practical  difficulties  in  working  out  such  assur- 
ances with  the  Republic  of  Panama  and  it  has  not  been  possible  for 
the  negotiators  to  come  forward  with  a clear-cut  statement  to  our 
employees  which  would  say  this  is  the  way  it  is  going  to  be. 

]SIr.  Metcalfe.  I yield  to  Madam  Chairwoman  Sullivan. 

Mrs.  SuLLivAX.  I wanted  to  bring  up  before  you  dismissed  the 
witnesses,  Mr.  Chairman,  question  of  the  need  for  legislation. 
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Mr.  Metcalfe.  Mr.  Snyder  still  is  to  be  recognized. 

Mrs.  Sullivan.  OK.  Let  us  talk  about  the  need  for  legislation 
and  whether  or  not  we  can  defer  payment  of  interest.  And  I do  not 
mean  to  say  forgive  payment  of  the  interest,  but  only  to  defer  it 
without  legislation.  If  we  can  defer  it  without  legislation  I think  we 
should. 

But  the  point  that  I was  trying  to  stress  when  we  got  this  piece  of 
legislation  now  before  us  written  up — and  I do  not  know  if  it  does 
the  job — is  that  in  a deficit  situation  instead  of  paying  the  $16  mil- 
lion back  to  the  Treasury  for  the — what  do  you  call  the  debt  ? 

Secretary  Veysey.  Investment. 

Mrs.  Sullivan.  Yes,  the  net  direct  investment — we  simply  defer 
it — and  then  the  next  year  you  would  have  the  $300  million  plus  $16 
million  upon  which  to  pay  interest,  and  that  would  be  an  investment 
figure  would  go  up  every  year  you  do  not  pay  the  interest,  all  of  this 
in  lieu  of  putting  that  interest  back  on  the  receipt  from  tolls. 

Because  in  order  to  recover  the  deferred  interest  under  the  present 
system,  you  have  got  to  increase  the  tolls  to  get  the  payment  for  that 
$16  million  you  deferred  and  you  are  not  helping  anything  in  that 
process. 

So  as  the  legislation  that  was  written  up,  and  I think  we  got  help, 
am  I correct,  from  GAO?  Under  the  bill  in  order  to  have  interest 
paid  on  the  amount  that  the  Panama  Company  has  deposited  with 
the  Treasury,  we  simply  transfer  that  amount,  whether  it  is  $1  mil- 
lion or  $2  million,  over  to  the  payment  of  interest  to  the  Treasury — 
and  deduct  it  from  the  interest  which  you  normally  pay,  and  then 
you  would  be  owing  another  lesser  interest  figure. 

Secretary  Veysey.  Yes. 

Mrs.  Sullivan.  So  that  it  provides  for  a bookkeeping  entry  and 
the  interest  payment  would  not  be  forgiven,  but  simply  put  off  until 
such  time  as  the  transits  increase  enough  to  have  a profit. 

Secretary  Veysey.  Yes.  Let  me  respond  to  the  two  parts  of  that  bill. 

I thoroughly  support  the  portion  of  it  which  says  that  we  should 
be  able  to  recover  from  the  Treasury  interest  on  our  cash  balance 
which  is  on  deposit  with  them. 

Other  governmental  entities  do  this,  but  for  some  reason  we  have 
been  precluded,  I think  that  would  be  helpful  to  have  the  interest 
which  would  amount  to  $1.5  million  or  something  like  that. 

Now,  I have  a little  problem  with — perhaps  because  I do  not  fully 
understand  exactly  how  your  legislation  would  work.  But  one  aspect, 
it  appears  to  me,  will  give  accountants  a good  bit  of  worry  because 
it  would  add  unpaid  interest  to  the  net  assets  of  the  canal,  that  is  the 
investment  in  the  canal,  treating  unpaid  interest  as  though  it  were 
some  kind  of  an  asset. 

Weil,  now,  unpaid  interest  really  is  not  an  asset,  it  is  just  some- 
thing you  were  not  able  to  pay.  It  earns  nothing.  And  that  form  of 
accounting  bothers  me  a good  bit  when  you  begin  adding  your  un- 
paid bills  back  to  your  assets,  to  make  things  come  out  more  com- 
fortably. 

I think  I have  a feel  for  what  you  are  trying  to  do  and  I think  we 
have  some  authority  to  defer  the  interest  payment  by  paying  the 
interest  last  and  not  pay  it  where  we  do  not  have  the  revenues  in 
any  given  year. 
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Further,  I think  you  are  holding  the  concept  that  this  would  be  a 
temporary  dip  of  2 or  3 years  or  something,  and  would  automatically 
recover  itself. 

Mrs.  Sullivax.  You  would  not  have  to  change  the  tolls  back  and 
forth,  as  you  indicated  in  your  statement. 

Secretary  Yeysey.  Yes.  But  it  might  or  might  not  work  out  that 
way. 

Mrs.  SuELi^^AN.  If  there  is  a constant  deficit  we  are  not  going  to 
ever  get  enough  traffic  to 

Secretary  Veysey.  If  that  situation  prevailed,  then  you  are  going 
to  add  unpaid  interest  back  to  the  investment  of  the  canal  year  after 
5"ear  after  year,  until  finally  you  would  have  a very  large  amount  of 
an  asset  called  unpaid  interest,  which  would  not  be  a real  asset  at  all. 
I think  that  may  be  a bit  misleading  in  terms  of  an  accounting  prac- 
tice. 

I believe  if  we  are  indeed  going  into  a prolonged  period  of  time  in 
which  the  canal  cannot  operate  on  a break-even  basis,  then  we  have 
to  honestly  assess  that  situation  and  determine  if  the  taxpayers  of 
the  nation  have  to  come  up  with  funds  to  cover  the  deficit.  I am 
reluctant  to  say  we  are  in  such  a situation — I do  not  believe  we  are. 
I think  we  are  dealing  with  a temporary  decline  in  revenues  and  we 
will  be  back  out  of  it.  I believe  we  can  operate  the  canal  in  an  effi- 
cient manner  and  on  a break-even  basis.  And  I think  we  should  do  so. 

I do  not  tliink  we  should  call  on  the  general  taxpayers  of  the 
United  States  to  further  support  world  commerce  in  that  way. 

Mrs.  SuLLivAX.  I thoroughly  agree  with  that  concept,  but  the 
whole  thing  is  there  has  to  be  a peak  point — this  is  what  they  gave 
us  15  years  ago — a certain  peak,  beyond  which  your  traffic  is  going 
to  go  down ; it  is  simply  not  going  to  grow. 

I do  not  know  why  that  sensitivity  figure  is  so  different  today 
than  it  was  15  years  ago  unless  we  have  different  people  looking 
at  the  results  of  studies. 

Now,  what  is  right?  I do  not  know.  But  I just  say  that  if  you  keep 
increasing  the  cost  of  something,  economics  says  that  people  are 
going  to  find  a substitute  good  or  service.  And  I think  in  this  case 
they  will  find  a substitute.  So  that  the  idea  of  just  increasing  the 
tolls  to  constantly  pay  for  the  increasing  costs  is  not  going  to  be  the 
answer. 

Secretary  Veysey.  'Well,  I fully  agree  with  jmu  on  that. 

^ I think  Governor  Parfitt  presented  an  interesting  but  perhaps 
simplistic  figure  this  morning  when  he  cited  the  increase  in  revenues 
for  a man-day  of  employee’s  time  as  being  something  like  415  percent 
over  the  period  since  1952  which  he  computed  to  be  an  18-percent 
increase  jn  revenues  per  employee  of  the  canal  every  year. 

That  is  compounded  18-percent  increase  every  year,  from  1952 
until  now. 

I do  not  know  of  any  business  that  has  experienced  such  a rate  of 
growth. 

Mrs.  Sullivan.  I wish  we  could  do  it  in  the  housing  industry. 

Secretary  Veysey.  Here  we  are,  nonetheless,  running  in  red  ink 
despite  that  kind  of  increase  because  costs  have  increased  even  faster. 
I think  that  is  astounding  to  any  businessman.  That  tells  you  some- 
thing about  the  cost  of  operating  the  canal,  what  has  happened  to 
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costs  in  that  period  of  time  and  the  difficulty  in  meeting  an  abrupt 
and  unexpected  downturn  in  revenues  when  world  traffic  falls  away, 

Mrs.  Sullivan.  Well,  I would  say,  Governor  and  Mr.  Secretary, 
there  is  no  use  just  passing  this  legislation  if  this  is  not  what  you 
need. 

This  bill  is  geared  to  avoid  putting  the  deficit  against  the  revenue 
tolls  because  if  that  does  happen,  you  have  got  to  raise  the  tolls,  and 
it  changes  the  whole  picture  again.  So  I think  we  should  not  do 
anything,  anything  at  all  until  we  hear  from  the  experts  on  what 
you  need. 

Secretary  Veysey.  Let  me  give  you  my  reaction.  The  first  part  of 
it  I think  we  do  need  and  that  should  be  made  part  of  the  law. 

Congressman  McFall  has  made  a suggestion  which  might  be  the 
most  expeditious  way  to  attack  this.  He  suggests  a clarification  of 
the  existing  statute  which  says  we  may  pay  the  interest  last  and  thus 
defer  it  by  saying  in  the  appropriations  bill  the  terms  under  which 
the  interest  payment  might  be  deferred.  I believe  he  is  considering 
going  about  it  in  that  fashion.  That  would  have  a 1 year  effect,  the 
matter  would  have  to  be  dealt  with  each  year;  if  we  should  observe 
that  we  are  in  a long-time  decline  that  cannot  be  met  that  way,  then 
we  would  have  to  do  something  different. 

Mrs.  Sullivan.  But  you  said  that  would  not  need  legislation  ? 

Secretary  Veysey.  There  is  a statute  now  which  gives  us  the  au- 
thority to  defer.  However,  it  is  not  clear  how  we  handle  it  after  we 
defer  it. 

But  I am  confident  Congressman  McFall  is  at  least  considering  the 
idea  of  spelling  that  out  in  the  appropriation  how  to  deal  with  this 
year’s  possible  shortfall. 

Mrs.  Sullivan.  Well,  this  is  why  I asked  the  staff  to  work  with  the 
Appropriations  Committee,  and  to  work  with  the  Civil  Service/Post 
Office  Committee.  Because  these  are  things  that  entail  some  operation 
other  than  those  over  which  we  have  jurisdiction. 

And  I do  not  know  if  Mr.  McFall — sent  any  of  his  staff,  did  he? 
But  he  was  invited  to  have  someone  sit  in  so  that  we  can  have  some 
kind  of  answer  as  to  what  kind  of  legislation  we  need,  because  you 
cannot  write  legislation  in  an  appropriation  bill.  If  the  problem 
needs  legislation,  it  will  have  to  be  done  here. 

If  we  can  do  it,  if  we  can  do  what  you  need  just  by  an  explana- 
tion in  a report,  and  not  in  the  bill,  but  just  clarify  the  deferral  pro- 
vision or  something  in  that  appropriation  report  where  the  canal 
gets  money,  then,  fine. 

But  we  will  have  to  know  what  kind  of  bill  we  will  need  for  that. 

Secretary  Veysey.  By  all  means,  we  do  need  clear  authority  to 
receive  the  interest  back  on  our  deposits  with  the  Treasury. 

Mrs.  Sullivan.  Thank  you. 

Mr.  Metcalfe.  Mr.  Snyder  is  now  recognized. 

Mr.  Snyder.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  you  indicated  in  your  statement  with  regard  to  the 
February  17th  proposals  on  which  comments  are  now  being  received, 
that  the  personnel  board  will  review  those  comments  and  reach  con- 
sensus as  to  the  recommendations  which  should  be  forwarded  to  the 
Secretary  of  the  Army. 
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I take  it  from  that  comment  in  the  next  to  the  last  paragraph  on 
page  7 that  none  of  the  three  members  of  the  Board  has  reached  any 
conclusion  as  to  whether  or  not  those  February  17th  proposals  should 
be  implemented  in  full  ? 

Secretary  Veysey.  No,  I am  sure  each  of  the  members  have  given 
it  considerable  thought  and  probably  have  ideas. 

Mr.  Snyder.  Mr.  Secretary,  I did  not  say  ideas  or  thought.  I said 
any  conclusions. 

Secretary  Veysey.  Well,  they  may  have  conclusions.  I think  Gov- 
ernor Parfitt  as  a part  of  his  discussions  with  the  union  people,  in 
the  Canal  Zone,  around  the  time  the  wildcat  strike  was  terminated, 
indicated  that  he  would  advocate  to  the  Personnel  Coordinating 
Board  a certain  change  or  a series  of  changes  in  the  proposals  which 
he  believes  to  be  appropriate. 

Mr.  Snyder.  In  fact.  Governor  Parfitt  testified  this  morning  in  his 
prepared  testimony  that  he — let  me  just  kind  of  read  it:  “I  recom- 
mend allowing  present  employees  in  grades  NM-4  and  NM-5  to 
continue  to  be  paid  on  the  U.S.  wage  scale  and  to  receive  all  subse- 
quent pay  increases.”  Even  back  before  that,  he  recommended  the 
withdrawal  of  the  application  of  the  proposal  to  the  MG-10  and 
equivalent  level,  as  well  as  the  NM-6  level. 

‘‘The  Commander-in-Chief,  U.S.  Southern  Command,  Lieutenant 
General  McAuliffe,  has  endorsed  my  proposed  amendment.” 

Now,  these  two  fellows  have  agreed  on  that  proposal. 

Now,  you  can  prove  my  previous  perhaps  ill-advised  comment  to 
be  in  error  if  you  will  tell  us  today  you  are  accepting  that  as  a third 
member  of  the  Board  and  as  a member  with  veto  power. 

Secretary  Veysey.  Mr.  Chairman,  they  both  stated  their  opinions. 
I have  not  communicated  directly  with  General  McAuliffe,  but 

Mr.  Snyder.  You  are  not  questioning  that  Governor  Parfitt  who 
put  that  in  his  prepared  statement  was  not  accurate,  are  you,  Mr. 
Secretary  ? 

Secretary  Veysey.  No.  My  statement  was  I have  not  communicated 
with  him. 

I assume  that  is  a correct  statement. 

Now,  the  thing  I think  you  need  to  recognize  about  this  operation 
is  it  is  the  Secretary  of  the  Army  who  must  make  the  final  decision 
in  this  matter,  and  it  is  not  myself,  it  is  not 

Mr.  Snyder.  The  Coordinating  Board  has  to  agree,  at  least  the 
two-man  vote  of  which  you  have  to  be  one. 

Secretary  Veysey.  That  is  right. 

Mr.  Snyder.  I do  not  know  what  you  are  going  to  do  about  it. 

Secretary  Veysey.  Well,  we  are  in  the  process  of  consultation. 

Mr.  Snyder.  He  testified  to  it  this  morning,  it  is  in  the  prepared 
statement,  they  have  agreed. 

^ Secretary  Veysey.  He  testified  that  he  would  advocate  that  posi- 
tion to  the  Personnel  Polic}^'  Coordinating  Board. 

I am  sure  that  was  his  testimony. 

Mr.  Snyder.  Bottom  of  page  4 of  his  prepared  statement,  if  you 
want  to  refer  to  it,  says  he  is  recommending  that,  and  tlie  General 
has  agreed  to  it,  concurred  in  it. 

Now,  I am  sure  that  he  is  a normal  man  and  will  not  go  back  on 
his  word  when  he  gets  behind  closed  doors  in  that  matter. 
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Secretary  Veysey.  I am  sure  he  is  not  going  to  go  back  on  his 
word  at  any  time. 

Mr.  Snyder.  I am  sure  the  General  is  not  going  back  on  his  word. 

Only  one  more  vote,  the  vote  with  the  veto,  and  it  is  yours,  is 
meeded.  What  are  you  going  to  do  about  it  ? 

Secretary  Veysey.  Congressman  Snyder,  the  Secretary  of  the 
Army  will  have  to  finally  adopt  this  in  a regulation. 

Mr.  Snyder.  Mr.  Assistant  Secretary,  I am  not  asking  you  what 
he  is  going  to  do  when  he  gets  your- all’s  recommendation. 

I want  to  know  what  the  Board  is  going  to  do,  the  other  two 
agreed.  Yours  is  the  other  vote,  you  are  the  veto  vote. 

Secretary  Veysey.  I cannot  actually  tell  you  at  this  time  what  the 
Board  is  going  to  do.  The  process  of  consultation  is  still  continuing. 
The  Board  will  meet  subsequent  to  the  conclusion  of  that  time  and 
the  Board  will  then  make  its  recommendation  to  the  Secretary  of 
the  Army. 

Mr.  Snyder.  So  you  are  saying  you  are  reserving  the  right  to 
veto  it  ? 

Secretary  Veysey.  It  might  come  to  that,  I would  hope  not. 

Mr.  Snyder.  That  is  what  it  amounts  to. 

Now,  in  your  statement  you  refer  to  certain  dates,  on  page  5,  Mr. 
Secretary,  middle  of  the  page.  I just  want  you  to  kind  of  explain  it 
to  me. 

“All  agencies  in  the  Zone  were  to  evaluate  in  detail  the  proposal 
and  comment  to  the  Board  by  15  April  1976.” 

And  then  two  sentences  later,  “which  consultation  would  continue 
to  take  place  until  9 April  1976.” 

That  is  a little  confusing  to  me.  Would  you  explain  those  two 
dates  ? 

You  would  not  get  comment  until  a date  after  you  get  consulta- 
tion— I do  not  quite  understand  that. 

Secretary  Veysey.  Yes.  The  April  9 date  was  the  date  set  for  agen- 
cies to  receive  input  from  labor  organizations  by  way  of  consulta- 
tion. That  is,  each  of  the  agencies  that  might  be  affected  by  the  deci- 
sion, was  to  complete  its  consultation  with  the  labor  organizations 
by  April  9 and  thereafter  by  April  15  to  forward  its  recommenda- 
tions and  input  to  the  Civilian  Policy  Coordinating  Board. 

Mr.  Snyder.  Mr.  Secretary,  in  response  to  previous  questions,  you 
indicated  that  these  actions  on  wage  base  cutoff  and  tropical  differ- 
ential were  taken  generally  in  response  to,  perhaps  in  conformance 
with,  the  GAO  report  dealing  with  the  subject  matter,  a report  dated 
May  28, 1975,  this  document  I have  here  [indicating]. 

And  referring  to  the  cover  letter  to  Chairman  Metcalfe,  which 
accompanied  that  report,  I would  read  to  you  beginning  at  the  bot- 
tom of  the  first  page  what  Mr.  Staats  says.  He  says : 

As  the  former  subcommittee  chairman  agreed,  we  are  not  recommending 
corrective  action  on  any  of  the  subjects  covered  in  the  report — we  have,  how- 
ever, included  in  our  observation  at  the  end  of  each  subject  area  in  the  re- 
port those  cases  indicated  where  corrective  action  might  be  needed. 

These  cases  are,  one,  tax  allowance ; and  two,  employee  leave. 

Now,  how  do  you  measure  this  further?  Or  are  you  stating  an 
earlier  response  that  you  are  taking  corrective  action  in  an  area 
where  the  G.A.O.  specifically  says  they  are  not  recommending  cor- 
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rective  action.  And  I assume  you  are  not  taking  corrective  action 
on  these  two  areas,  one  of  which  perhaps  is  not  within  your  domain, 
namely  the  tax  allowance.  Employee  leave  would  be  in  your  domain 
I would  assume. 

Secretary  Vetsey.  Let  me  say  the  GAO  makes  it  abundantly  clear 
they  are  not  trying  to  manage  the  enterprise.  They  merely  raise  a 
series  of  questions  or  concerns  or  issues,  and  I suppose  in  the  expec- 
tation that  someone  would  take  a look  at  them. 

For  example,  on  page  35,  the  GAO  report,  after  noting  that  a 1973 
study  by  Canal  Zone  agencies  had  concluded  that  “it  was  no  longer 
necessary  to  fill  positions  at  these  grades  (i.e.,  NM4,  NM5,  and  NM6) 
by  recruitment  from  CONTJS,  and  therefore  the  positions  could  be 
converted  to  the  Canal  Zone  wage  base,”  remarks  that  “these  grades 
are  still  being  paid  U.S.  rates  2 years  later.”  The  report  observes, 
“there  is  great  opportunity  for  generating  pay  economies  through 
efiectively  using  the  Canal  Zone  wage  base  by  converting  positions 
from  the  U.S.  wage  base.” 

We  felt  that  it  was  incumbent  upon  us  to  take  a look  at  a number 
of  suggestions. 

Now,  we  have  not  progressed  very  far  in  checking  off  the  laundry 
list  or  fulfilling  all  of  the  needs.  But  we  are,  as  I think  any  manage- 
ment team  should  be,  continuing  to  examine  into  whatever  oppor- 
tunities there  may  be  to  operate  in  the  most  equitable  and  efficient 
maimer. 

Mr.  Snyder.  In  response  to  a question  by  Mrs.  Sullivan,  or  in 
response  to  Mr.  Metcalfe,  I believe  that  you  indicated  you  had  urged 
the  negotiators  to  early  consider  the  matter  of  the  status  of  current 
employees  after — I suppose  after,  we  do  not  have  to  go  down  there 
any  more. 

Would  you  enlighten  me  a little  bit  on  that? 

Secretary  Veysey.  It  was  my  view  that  a good  deal  of  the  concern 
and  anxiety  and  unrest  among  employees  stems  from  the  uncertainty 
of  their  condition  if,  as  they  see  it,  a treaty  should  be  executed  and 
they  would  be  under  some  new  form  of  an  enterprise,  some  new  oper- 
ration. 

I had  thought  it  would  be  very  helpful  if  the  negotiators  could 
address  that  problem,  and  they  will  have  to,  of  course,  at  some  point 
in  time,  but  address  it  early  and  let  everyone  know  what  the  future 
status  of  current  U.S.  employees  and  Panamanian  employees  of  the 
present  enterprise  and  Canal  Zone  Government  would  be. 

Mr.  Snyder.  Am  I in  error  in  assuming  that  such  a suggestion  on 
your  part  to  the  negotiators  must  necessarily  preconceive  that  any 
treaty  will,  in  effect,  place  the  operation  of  the  canal  in  other  hands. 

Secretary  Yeysey.  Well,  I do  not  know  what  the  treaty  is  going  to 
contain  and  I do  not  suppose  at  this  point  in  time  the  negotiators 
know. 

Mr.  Synder.  If  you  are  not  preconceiving  the  notion  it  is  going  to 
be  in  other  hands,  why  do  you  suggest  they  talk  about  what  is  going 
to  happen  to  these  employees  ? 

Secretary  Yeysey.  Because  that  is  a possibility,  and  as  long  as 
there  is  a possibility,  the  employees  are  going  to  assume  the  worst 
case  situation  and  assume  that  is  going  to  happen.  This  I think  con- 
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tributes  to  their  concern  and  their  unrest,  and  therefore  if  that  situa- 
tion could  be  answered  to  some  extent,  I think  it  would  be  helpful. 

Mr.  Snyder.  Mr.  Secretary,  would  you  shed  some  light,  please,  on 
the  directive  reported  in  the  New  York  Times  of  September  16,  1975, 
that  President  Ford  issued,  that  seemed  to  bring  about  some  un- 
animity on  a united  front  on  negotiations,  to  wit,  the  pressure  that 
was  brought  to  bear  on  the  Pentagon  to  get  them  to  back  off  their 
strong  opposition  to  relinquishing  our  rights  in  the  Canal  Zone. 

Secretary  Veysey.  Well,  Mr.  Snyder,  I wish  I could  do  so.  But  I 
am  not  among  the  treaty  negotiators  and  was  not  a party  to  any  such 
transaction  or  information  at  that  time,  so  I really  could  not  usefully 
comment  on  it. 

Mr.  Snyder.  Now,  let  me  kind  of  get  clear,  I am  just  a country 
boy — sometimes  T get  confused. 

You  are  in  the  Pentagon? 

Secretary  Veysey.  That  is  right. 

Mr.  Snyder.  And  you  are  the  official  in  the  Pentagon  who  has  juris- 
diction and  the  responsibility  insofar  as  the  Pentagon  is  concerned 
for  this  Panama  Canal  Zone  ? 

Secretary  Veysey.  Not  the  negotiations. 

Mr.  Snyder.  No,  but  if  it’s  fact — and  we  all  know  it  is  true,  and 
Secretary  Callaway  and  I have  had  discussions  about  it — that  the 
military  folks  over  there  were  objecting  to  the  treaty,  the  proposed 
treaty,  and  that  they  were  the  thorn  in  the  side,  and  if  in  fact  there 
was  a directive  from  the  White  House  that  made  that  change,  change 
which  in  fact  it  did  bring  about,  are  you  not  in  a position  to  know 
why  your  shop,  your  office,  changed  their  position  with  regard  to  that  ? 

Secretary  Veysey.  I am  not  aware  we  changed  our  position  in  any 
period  of  time  I am  acquainted  with. 

Mr.  Snyder.  You  were  Assistant  Secretary  in  September  of  last 
3^ear  and  in  the  same  job  you  have  now? 

Secretary  Veysey.  Yes,  sir. 

Mr.  Snyder.  You  did  have  the  responsibility  of  the  Panama  Canal 
in  your  jurisdiction? 

Secretary  Veysey.  Not  the  negotiations. 

Mr.  Snyder.  I understand  that. 

I am  quoting  from  the  New  York  Times  of  September  16th: 

According  to  participants  in  Pentagon  debates,  leading  ofiScials  in  the  Defense 
Department,  including  Secretary  James  R.  Schlesinger,  expressed  sharp  antag- 
onism to  any  agreement  that  would  relinquish  defense  of  the  Canal  to  Panama 
in  less  than  50  years. 

You  do  not  know  anything  about  that? 

Secretary  Veysey.  No,  sir.  I was  not  a participant  in  any  Pentagon 
debate. 

[Discussion  off  the  record.] 

Mr.  Snyder.  You  are  not  aware  of  any  debates  over  there  that 
changed  the  attitude  of  the  Pentagon  ? 

Secretary  Veysey.  No,  sir. 

Mr.  Snyder.  Could  you  tell  me  who  might  have  been  in  on  those? 

Secretary  Veysey.  It  would  only  be  speculation,  Congressman 
Snyder. 

Mr.  Snyder.  Do  you  want  to  speculate  ? 
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Secretary  Yeysey.  No,  sir.  [Laughter.] 

Mr.  Snyder.  Would  you  comment  upon  the  fact  that  the  hard  line 
adopted  by  Mr.  Schlesinger  and  others  was  opposed  by  Secretary  of 
State  Kissinger,  Deputy  Secretary  Robert  S.  Ingersoll,  Ambassador 
Bunker,  and  Assistant  Secretary  of  State  Rogers  ? 

Secretary  Veysey.  I just  have  no  knowledge.  Congressman  Snyder, 
of  such  events.  I do  not  move  in  those  particular  circles. 

^Ir.  Snyder.  Do  you  circulate  in  the  circles  of  Deputy  Secretaries 
William  P.  Clements  and  Robert  F.  Ellsworth,  of  the  Defense 
Department  ? 

Secretary  Yeysey.  Not  really.  I work  for  the  Secretary  of  the 
Army. 

Mr.  Snyder.  You  are  not  familiar  with  the  National  Security 
Council  meeting  on  August  9th,  and  that  the  President  sent  a direc- 
tive over  to  the  Pentagon  that  same  day  and  told  them  to  cool  it  ? 

Secretary  Yeysey.  No,  sir. 

Mr.  Snyder.  You  are  not  in  position  to  deny  those  things  took 
place,  are  you? 

Secretary  Yeysey.  No,  sir. 

]\ir.  Snyder.  Mr.  Secretary,  this  morning  as  Mrs.  Sullivan  sought 
testimony  about  it,  we  learned  that  the  Republic  is  in  default  some 
$8  million,  owed  to  the  United  States.  Before  you  took  the  pay 
action,  you  proposed  to  directly  affect  the  salary  of  the  employees 
down  there.  Did  you  urge  the  Secretary  of  the  Army  that  he  propose 
to  the  Secretary  of  Defense  that  we  should  simply  hold  back  on  pay- 
ment of  the  annuities  to  Panama  to  try  to  help  our  fiscal  situation 
down  there? 

Secretary  Yeysey.  No,  Congressman  Snyder,  I did  not  urge  that 
action,  but  I was  deeply  concerned  by  the  fact  that  arrearage  would 
go  forward  and  I felt  that  in  view  of  the  fact  that  our  State  Depart- 
ment negotiators  were  negotiating  various  items  with  the  Republic 
of  Panama  that  this  ought  to  be  one  of  the  topics  that  they  should 
pick  up,  and  we  have  so  urged  them  on  several  occasions. 

I would  say  at  this  point  in  time,  to  the  best  of  my  knowledge, 
without  successful  results. 

I also  had  advised  Governor  Parfitt  to  render  our  bill  for  addi- 
tional amounts,  which  were  to  be  paid  by  Republic  of  Panama  for 
the  treatment  of  potable  water,  which  we  furnish  to  them,  and  he 
did  so. 

Now,  thereafter,  as  far  as  I know,  we  have  no  other  recourse  on 
this  particular  item. 

Mr.  Snyder.  You  indicate  you  are  cochairman  of  the  Panama 
Canal  Negotiations  Working  Group,  is  that  correct? 

Secretary  Yeysey.  Yes,  sir. 

Mr.  Snyder.  Do  they  meet? 

Secretary  Yeysey.  Yes,  quite  frequently. 

^Ir.  Snyder.  But  you  still  stand  by  your  earlier  statement  you  do 
not  have  anything  to  do  with  negotiations,  no  information 

Secretary  Yeysey.  That  is  right.  I am  not  a negotiator. 

Mr.  Snyder.  Does  the  Panama  Canal  Negotiation  Working  Group 
within  the  Department  of  Army  make  any  recommendations  gener- 
ally to  the  negotiators? 


Secretary  Veysey.  They  generally  are  engaged  in  the  furnishing  of 
factual  information  about  the  operation  of  the  Company^  or  the  Zone, 
or  the  military  or  whatever  down  there,  which  will  serve  as  a basis 
for  the  negotiators  in  their  various  moves  which  they  make. 

Mr.  Snyder.  They  get  input  from  the  Executive  generally,  from 
the  White  House. 

Secretary  Veysey.  No,  I can  never  remember  any  case  in  which 
they 

Mr.  Snyder.  In  your  capacity  as  chairman  of  the  Panama  Canal 
Working  Group,  did  you  shed  some  light  on  initial  depreciation  of 
basic  Panama  Canal  assets,  on  the  financial  picture  of  the  Panama 
Canal  Company? 

Secretary  Veysey.  You  are  seeking  information 

Mr.  Snyder.  I am  referring  to  the  new  financial,  or  relatively  new 
financial  procedure  of  depreciating  fixed  assets  so  we  get  them  depre- 
ciated out  by  when  we  give  this  canal  away. 

Secretary  Veysey.  Well,  that  matter 

Mr.  Snyder.  I make  it  blunt  so  you  understand. 

Apparently  you  do  not  understand  when  it  comes  from  the  White 
House. 

I want  to  make  sure  3^11  understand  me. 

Secretar3^  Veysey.  That  matter  has  not  come  before  the  Working 
Group  during  my  tenure. 

Mr.  Snyder.  Has  this  matter  of  depreciation  come  up  before  any- 
thing over  there  in  your  shop  which  deals  with  the  Panama  Canal? 

Secretary  Veysey.  I do  not  believe  any  change  in  that  item  has 
come  up  during  the  time  of  my  tenure,  no. 

Mr.  Snyder.  When  did  you  take  over? 

Secretary  Veysey.  One  year  ago. 

Mr.  Snyder.  All  right,  you  are  probably  right. 

Are  you  going  to  be  back  on  Thursday? 

Secretary  Veysey.  Mr.  Chairman? 

Mr.  Metcalfe.  You  are  expected  back,  Mr.  Secretary,  yes. 

Secretary  Veysey.  Yes,  I will  be  here  Thursday. 

Mr.  Snyder.  I see.  "What  would  modernization  of  the  canal,  the 
third  locks,  do  to  the  traffic? 

Secretary  Veysey.  Well,  the  problem  confronting  the  canal  during 
the  past  year  or  two  has  been  insufficient  traffic. 

A third  lock,  of  course,  could  accommodate  additional  traffic,  but 
that  could  break  into  two  categories. 

Conceivably  a third  lock  could  be  large  enough  to  accommodate  a 
certain  number  of  vessels  which  are  too  large  to  transit  through  the 
present  two  locks. 

Mr.  Snyder.  Mr.  Secretary,  that  is  the  second  bell. 

Secretary  Veysey.  Yes. 

Mr.  Snyder.  On  a recorded  vote. 

In  order  not  to  keep  you  since  you  will  be  coming  back  on  Thurs- 
day, I would  like  to  ask  you  if  you  would,  to  acquaint  yourself  with 
a St.  Louis  Post  Dispatch  story  of  March  28,  1976.  General  Dolvin, 
is  he  here?  I will  ask  you  some  questions  about  it  on  Thursday. 

Mr.  Metcalfe.  The  committee  will  stand  in  recess  for  10  minutes, 
and  after  that,  we  will  hear  from  the  National  Maritime  Union  of 
America. 
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Thank  you  very  much,  Mr.  Chairman.  We  appreciate  your  time. 
Secretary  Veysey.  Thank  you. 

['Whereupon,  a short  recess  was  taken.] 

Mr.  Metcalfe.  The  recessed  meeting  of  the  Subcommittee  on  Pan- 
ama Canal  will  come  to  order. 

I will  recognize  the  distinguished  gentleman  from  Kentucky  for  a 
unanimous  consent  request. 

Mr.  Snyder.  Mr.  Chairman,  I ask  unanimous  consent  that  a New 
York  Times  article  dated  September  16,  1975,  entitled  “Pentagon 
yielded  to  Ford  on  Canal”  be  inserted  in  its  entirety  at  this  point 
in  the  record. 

Mr.  Metcalfe.  Without  objection  it  is  so  ordered. 

[The  article  follows:] 

[From  the  New  York  Times,  Sept.  16,  1975] 

Pentagon  Yielded  to  Ford  on  Canal 

DIRECTIVE  BROKE  DEADLOCK  OVER  U.S.  POSITION  AT  PANAMA  DISCUSSIONS 

(By  David  Binder) 

WASHINGTON,  Sept.  15 — The  White  House  succeeded  in  breaking  a dead- 
lock in  the  Pentagon  on  controversial  aspects  of  a new  Panama  Canal  treaty 
last  summer,  permitting  the  Ford  Administration  to  resume  stalled  negotiations 
in  Panama  this  month,  top-level  Washington  ofificials  said  today. 

The  deadlock,  resulting  in  part  from  powerful  opposition  to  the  State  Depart- 
ment’s concept  of  a treaty  that  would  turn  over  defense  of  the  canal  to  Panama 
in  less  than  50  years,  was  broken  only  after  the  National  Security  Council  had 
met  twice  on  the  issue  and  President  Ford  had  sent  a directive  to  all  the 
agencies  concerned. 

The  canal  talks  halted  last  March  when  Ambassador  Ellsworth  Bunker,  the 
chief  United  States  negotiator,  returned  from  Panama  after  completing  agree- 
ment in  principle  on  less  controversial  aspects  of  a new  treaty. 

The  Administration  was  then  confronted  with  the  problem  of  agreeing  on 
guidelines  for  the  more  controversial  issue  of  the  duration  of  a new  treaty. 

Leading  Officials  Opposed 

According  to  participants  in  Pentagon  debates,  leading  officials  in  the  Defense 
Department,  including  Secretary  James  R.  Schlesinger,  expressed  sharp  antag- 
onism to  any  agreement  that  would  relinquish  defense  of  the  Canal  to  Panama 
in  less  than  50  years. 

“You  have  to  remember  what  was  going  on  at  that  time,”  a Pentagon  official 
said.  “We  were  being  driven  out  of  Southeast  Asia.  When  Saigon  fell  the  atti- 
tude tightened  considerably  at  the  department.  A lot  of  men  said,  ‘Why  give 
away  something  you  already  have?’  ” 

A Cabinet-level  participant  in  the  debates  recalled:  “There  were  some  quite 
high-ranking  officers  who  said  after  Saigon  that  the  United  States  should 
stand  up  if  tested  and  be  firm.  The  Mayaguez  in  spades.” 

He  added  that  “some  said  ‘Perpetuity  is  not  long  enough’  for  the  United 
States  to  defend  the  canal.” 

The  Panama  Canal  treaty  of  1903  gave  the  United  States  authority  to  operate 
and  defend  the  canal  “in  perpetuity.”  The  Ford  Administration  is  committed  to 
a new  treaty  of  limited  duration. 

Agitation  in  Panama  Feared 

The  hard  line  adopted  by  Mr.  Schlesinger  and  others  was  opposed  by  Secre- 
tary of  State  Kissinger,  Deputy  Secretary  Robert  S.  Ingersoll,  Ambassador 
Bunker  and  Assistant  Secretary  of  State  William  D.  Rogers. 

They  argued  that  to  confront  Panama  with  such  demands  would  not  only 
undermine  negotiating  efforts  but  also  invite  increasing  agitation  by  radicals  in 
Panama. 

The  impasse  continued  into  July,  with  “a  good  bit  of  passion  involved”  on 
the  Pentagon  side,  as  the  Cabinet  official  described  it. 
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But  the  State  Department  had  allies  in  the  Defense  Department,  officials 
from  both  recounted.  Among  them  were  Deputy  Secretary  William  P.  Clements 
Jr.  and  Robert  F.  Ellsworth,  the  Assistant  Secretary  for  International  Security 
Affairs. 

As  complaints  from  the  Panamanian  Government  of  Gen.  Omar  Torrijos 
Herrera  mounted  about  the  lengthening  pause  in  negotiations,  Mr.  Kissinger 
convened  a meeting  of  the  National  Security  Council  in  July. 

“Defense  was  not  leaned  on,”  Mr.  Kissinger  recently  recalled.  “Before  that 
they  just  didn’t  have  a position.” 

Directive  From  Ford 

But  it  took  a second  National  Security  Council  meeting  Aug.  9 and  a direc- 
tive from  President  Ford  the  same  day  to  all  the  agencies  concerned  to  break 
the  Pentagon  deadlock,  participants  related. 

“We  were  asked  to  go  back  and  scrub  our  arguments  very  hard  and  to  be  as 
forthcoming  as  we  could  be,”  a defense  official  said.  “We  found  a little  more 
give.” 

As  a result,  the  Administration  was  able  to  work  out  a compromise  on  the 
critical  question  of  treaty  duration. 

The  compromise  envisions  transfer  of  canal  operations  to  Panama  by  the 
year  2000  but  United  States  defense  of  the  canal  for  about  40  years. 

In  addition,  an  Administration  official  said,  the  Pentagon  won  concurrence 
for  its  demand  that  the  new  treaty  provide  for  negotiation  of  a future  bases 
agreement  with  Panama  permitting  the  United  States  to  continue  participating 
in  the  defense  of  the  canal. 

Agreement  on  this  negotiating  position  permitted  Ambassador  Bunker  to 
resume  treaty  talks  with  the  Panamanian  Government  on  Sept.  8.  According  to 
a State  Department  official,  the  talks  have  gone  “pretty  well.” 

Mr.  Metcalfe.  Our  next  witnesses  are  the  members  of  the  National 
Maritime  Union  of  America. 

Will  you  please  identify  yourself,  gentlemen,  for  the  record. 

STATEMENT  OE  SHANNON  J.  WALL,  PRESIDENT,  NATIONAL  MARI- 
TIME UNION,  ACCOMPANIED  BY  RENE  LIOEANJIE,  REGIONAL 

REPRESENTATIVE  OE  NMU  IN  PANAMA;  EDWARD  GASKIN,  BUSI- 
NESS AGENT,  NMU,  IN  PANAMA;  AND  TALMAGE  SIMPKINS,  EX- 
ECUTIVE DIRECTOR,  AEL-CIO  MARITIME  COMMITTEE 

Mr.  Wall.  Yes,  Mr.  Chairman. 

I am  Shannon  Wall,  the  President  of  the  National  Maritime 
Union. 

I am  accompanied  here  today  by  Mr.  Eene  Lioeanjie,  who  is  gen- 
eral representative  of  the  NMU  in  Panama;  Mr.  Edward  Gaskin, 
who  is  business  agent  of  the  NMU  in  Panama,  and  Tal  Simpkins, 
who  is  executive  director  of  the  AFL-CIO,  Maritime  Committee. 

Mr.  Metcalfe.  All  of  whom  are  very  well-known  with  us  on  the 
committee. 

Mr.  Wall.  Thank  you. 

I appear  here  not  only  as  President  of  the  National  Maritime 
Union,  but  also  as  chairman  of  the  AFL-CIO  Maritime  committee. 

Off  the  record,  Mr.  Gaskin’s  father  was  one  of  the  original  builders 
of  the  Panama  Canal,  so  he  has  a good  deal  of  background  and  his- 
tory to  go  along  with  his  presentation. 

We  appreciate  this  opportunity  to  appear  and  to  testify  on  the 
subject  that  is  of  major  concern  not  only  to  our  members  in  the 
Panama  Canal  Zone,  but  also  to  the  seamen  who  man  the  American- 
flag  merchant  marine  vessels. 
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The  reported  losses  for  the  past  2 years,  phis  the  projections  for 
this  fiscal  year,  would  indicate  that  the  Panama  Canal  is  in  trouble 
unless  something  is  done.  There  is  not  much  that  can  be  done  about 
the  drop-off  of  transits  due  to  the  slump  in  world  commerce.  But 
there  are  some  things  that  can  be  done,  and  some  things  that  should 
not  be  done,  in  the  vital  areas  within  our  control. 

The  proposal  to  change  the  rate  of  pay  of  the  nonmanual  posi- 
tions 4,  5,  and  6 and  the  manual  grade  10  from  the  U.S.  pay  base 
to  the  Canal  Zone  base,  while  it  would,  in  effect,  freeze  these  work- 
ers’ pay  for  over  the  10  years,  is  a crushing  blow  to  their  present 
morale  and  future  aspirations. 

We  question  where  this  proposal  came  from.  We  certainly  doubt  if 
it  came  from  anyone  in  the  zone  who  has  a knowledge  and  an  under- 
standing of  the  problems  which  exist  there.  This  attempt  to  make 
up  for  the  financial  deficit  by  taking  from  the  workers  creates  more 
problems,  by  magnifying  long-standing  discriminations  and  bad 
feelings,  than  the  dollars  saved  would  solve. 

The  Caribbean  wage  scale — the  historical  forerunner  of  the  present 
Canal  Zone  area  wage  scale — was  established  by  the  Isthmian  Canal 
Commission  around  1903  in  order  allegedly  not  to  conflict  with  the 
economy  of  the  surrounding  Caribbean  and  Latin  American  coun- 
tries from  which  local  labor  was  being  recruited  by  the  U.S. 
Government. 

When  the  U.S.  Government  entered  the  scene  in  that  part  of  the 
world  in  1903,  there  existed  a completely  different  set  of  conditions 
than  those  that  exist  today. 

In  order  to  provide  incentives  for  workers  to  brave  the  then-known 
health  hazards  of  this  area,  U.S.  officials,  from  the  very  outset,  had 
to  plan  to  provide  for  the  total  needs  of  its  army  of  imported  work- 
ers— United  States  and  tropical  labor  alike.  Armed  with  a treaty 
giving  it  wide  powers,  it  is  not  surprising  that  the  Canal  Commission 
set  up  a miniature  U.S.  city  government  almost  overnight  in  the 
zone  with  its  own  health  department  and  hospitals,  post  offices, 
police  force,  schools,  bakeries,  storehouses,  commissaries,  clubhouses, 
playgrounds,  et  cetera. 

Food  was  imported  from  the  United  States  to  maintain  the  essen- 
tial needs  of  this  work  force.  Thus,  from  the  very  outset  there  was 
established  on  the  Canal  Zone  a basically  North  American  and  U.S. 
cost-of-living  economy  throughout  the  zone  and  the  terminal  cities 
of  the  Kepublic.  It  is  to  be  noted  that  all  employees — both  United 
States  and  non-United  States — were  granted  the  right  to  purchase 
on  the  zone,  regardless  of  residence,  at  identical  prices.  This  vras 
subsequently  changed  in  1957. 

Today,  a can  of  corned  beef,  which  sells  for  $1.65  in  a Canal  Zone 
Commissary,  99  cents  in  Detroit,  and  $1.16  in  Brooklyn,  N.Y.,  sells 
in  Panama  City  for  $1.90.  Premium  gasoline  sells  throughout  the 
Republic  of  Panama  for  at  least  $1  per  gallon. 

When  viewed  today  from  the  economic  standpoint — and  this  has 
been  true  for  the  past  50  years  at  least — the  American  dollar  and  the 
Panamanian  “Balboa”  are  used  interchangeably  on  the  entire  isth- 
mian economic  scene.  The  purchasing  power  or  value  of  both  is 
identical,  and  anyone  familiar  with  the  facts  will  agree  that  this 
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condition  is  not  true  of  Costa  Kica,  Haiti,  Colombia,  San  Salvador, 
Barbados,  Jamaica,  Trinidad,  and  many  others  of  the  surrounding 
countries. 

It  is  vitally  important  to  point  out  here  that  even  though  some 
non-U.S.  citizens,  who  work  on  the  Zone,  were  “drawn  originally 
from  neighboring  Central  American  countries  and  the  West  Indies,” 
the  vast  majority  of  non-U.S.  citizen  employees  of  the  zone  are 
Panamanian  nationals.  It  is  important  to  add  here  also  that  none 
of  these  employees  live  or  fulfill  their  day-to-day  needs  in  these 
so-called  surrounding  countries,  where  the  cost-of-living  is  substan- 
tially lower  than  that  prevailing  on  the  Isthmus  of  Panama. 

They,  therefore,  must  reside  on  the  zone  or  in  the  nearby  cities  of 
the  Kepublic  of  Panama  and  must  purchase  all  their  basic  com- 
modities and  household  and  personal  goods  in  a predominantly 
North  American  economy  at  North  American  prices  while  receiving 
wages  geared  to  a “Canal  Zone  Area”  standard. 

Canal  Zone  labor  unions  have  long  been  of  the  opinion  that  the 
coverage  of  the  Canal  Zone  workers  under  the  U.S.  minimum  wage 
law  in  1966  effectively  underscored  the  inadequacy  and  indefensibil- 
ity of  any  continued  adherence  to  a dual  wage  philosophy  in  the  zone. 

Whenever  the  argument  is  advanced  that  “this  policy  is  in  accord 
with  the  general  policy  of  the  United  States  in  its  overseas  areas  to 
establish  prevailing  local  rates  of  pay  and  conditions  of  employment 
for  local  native  employees,”  we  hasten  to  point  out  that  there  are 
certain  fundamental  differences  involved  insofar  as  the  Canal  Zone 
is  concerned. 

We  partly  concede  that  in  the  instances  of  temporary  bases  estab- 
lished in  Europe,  Asia,  and  parts  of  the  Western  Hemisphere — other 
than  Panama — this  policy  may  be  construed  as  a relatively  realistic 
one;  but  in  the  case  of  the  Canal  Zone,  it  must  be  remembered  that 
this  strip  of  land  was  leased — as  widely  proclaimed — in  perpetuity. 
Unlike  tlie  shorter  sojourns  made  by  the  Army  andl/or  Navy  in 
France,  England,  and  other  countries,  the  U.S.  Government  officially 
considered  its  tenure  as  of  unusually  long  duration. 

What  we  have  here  is  a clear-cut  compounding  of  an  historical 
inequity  being  proposed  and  designed  to  achieve  dubious  economic 
savings  at  the  expense  of  non-U.S.  citizen  employees,  the  vast  major- 
ity of  whom  are  between  grades  NM-1  through  6 and  MG-1 
through  10. 

H.Ii.  12641,  this  legislation  provides  for  the  temporary  deferment 
of  payment  to  the  Treasury  on  the  net  direct  investment  of  the 
Government  in  the  Panama  Canal  Company.  As  we  understand  it, 
this  legislation  would  do  three  things : 

First,  the  annual  interest  paid  by  the  Panama  Canal  Company  to 
the  U.S.  Treasury  on  the  Government’s  net  direct  investment  in  the 
Canal  would  be  reduced  by  an  offsetting  interest  earning  on  the  cash 
that  the  company  has  on  deposit  with  the  Treasury; 

Second,  interest  payments  on  the  government’s  investment  would 
be  paid  to  the  extent  earned ; and 

Third,  the  interest  charges  not  earned  would  be  added  to  the  net 
direct  investment  of  the  Government  in  the  Panama  Canal  Companj^ 

This  differs  from  the  current  situation  in  that  the  Panama  Canal 
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Company  does  not  earn  interest  on  the  cash  on  deposit  with  the- 
Treasury  and  when  the  income  from  tolls  does  not  provide  sufficient 
funds  to  make  interest  payment  on  the  investment,  tolls  are  to  be 
increased. 

This  legislation  is  defined  as  temporary  and  we  urge  its  enactment. 
The  heavy  burden  of  costs  which  the  canal  must  bear  can  and  shouki 
be  lightened. 

The  canal,  until  1973,  bore  its  full  cost  burden,  although  even: 
then  some  critics  felt  revenue  that  could  be  used  for  further  improve- 
ments was  being  siphoned  off  to  cover  expenses  that  were  arguably 
outside  the  range  of  reasonable  responsibilities  for  those  who  benefit 
from  the  use  of  the  passage. 

Then  the  Suez  Canal  was  reopened,  the  price  of  oil  shot  up,  and 
world  trade  began  slumping.  Nothing  else  could  happen  but  that 
transits  would  decline  and  revenues  fall. 

Can  we  allow  the  canal  to  become  so  expensive  as  to  dry  up  its 
traffic  and  then  perhaps — like  the  eastern  railroads  of  the  United 
States — have  to  be  ‘‘bailed  out”  by  some  publicly  sponsored  and 
financed  corporation?  What  benefit  would  that  bring  to  anyone? 

That  does  not  seem  a rational  way,  but  an  answer  is  at  hand.  The 
Canal  Company  simply  must  be  relieved  of  some  of  its  cost  burdens. 

There  are  costs  of  the  Canal  Zone  Government  that,  if  not  beyond 
the  obligations  of  the  users  to  support,  certainly  ought  to  be  exam- 
ined to  see  if  these  could  not  be  dealt  with  in  such  a way  as  to  avoid 
overburdening  the  costs  of  using  this  valuable  artery. 

Some  $9  million  of  the  Panama  Canal  Government’s  $23.5  million 
budget,  paid  by  the  Canal  Company,  goes  to  cover  expenses  of  oper- 
ating customs  and  immigration,  postal  service,  police  and  fire  pro- 
tection, a judicial  system  and  civil  defense. 

We  do  not  expect  our  fire  departments  and  police  departments 
to  pay  their  own  costs.  They  perform  essential  services  for  the  public 
and  are  supported  in  that  vein. 

We,  therefore,  suggest  that  these  expenses  be  paid  out  of  the 
General  Treasury  in  the  name  of  national  defense. 

“Self-sustaining”  and  “pay-as-you-go”  are  fine-sounding  theories 
until  the  circumstances  are  examined. 

The  company,  already  hit  by  its  first-ever  deficit  in  fiscal  1973, 
was  under  the  self-sustaining  requirement,  left  little  option  but  to 
raise  tolls.  This  was  done  in  1974.  However,  conditions  have  changed 
little  since — certainly  not  for  the  better — and  tolls  have  again  been 
boosted  by  a change  in  the  ship  admeasurement  system  and  Canal 
Company  officials  have  left  little  doubt  that  another  general  increase 
is  coming  within  the  year. 

The  question  now  is:  How  can  higher  tolls  really  help  when  the 
higher  tolls  can  be  avoided  by  many  carriers  by  using,  not  only  the 
competing  Suez  Canal,  but  also  the  growing  practice  of  moving 
international  freight  overland  in  landbriclge  and  mini-bridge 
services  ? 

The  answer  would  seem  to  be  that  toll  collections  will  not  be 
helped  and  much  like  our  experience  with  public  transportation 
in  the  Nation’s  cities,  costs  rise,  fares  are  increased,  patronage  falls 
off,  revenues  fall,  fares  are  again  hiked,  and  the  cycle  ends  in 
financial  collapse. 
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"V^Hiile  we  may  not  be  verging  on  such  a downward  spiral  with 
the  canal,  that  possibility  exists.  Sea-Land  Service,  a big  U.S.-flag 
user  of  the  canal,  has  warned,  in  effect,  that  if  tolls  go  up  much 
more,  it  will  cease  using  the  canal.  Other  carriers  are  likely  facing 
similar  circumstances. 

As  an  example  of  the  effect  of  landbridge,  the  following  is  taken 
from  a recent  Seatrade  publication  study  on  “Soviet  Shipping”: 

The  Russian’s  “.  . . trans-Siberian  landbridge  has  creamed  off  cargoes  from 
the  shipping  lines.”  The  Russian  landbridge  “.  . . has  surpassed  even  the  expec- 
tations of  the  Soviets,  and  its  carriage  of  70,000  containers  in  1975  dwarfs  the 
30,000  container  traffic  predicted  by  consultants  McKinsey  & Co.  back  in  1969.” 

The  canal  still  has  value.  The  defense  of  the  country  certainly 
still  counts  the  quick  passage  for  warships  between  the  two  oceans 
as  a definite  strategic  and  tactical  advantage. 

Commerce  continues  heavily  dependent  upon  the  canal,  both  our 
own  and  that  of  other  nations.  It  would  seem  that  the  canal  then 
retains  commercial  value  as  a useful,  and  hopefully  competitive, 
means  of  moving  this  country’s  trade,  and  that  of  much  of  the  world. 

Carriers  have  never  objected  to  paying  tolls  to  help  support  the 
canal.  They  do  not  now.  Now,  however,  they  are  being  forced  to  pay, 
in  effect,  through  tolls,  the  original  $380  million  investment  plus  the 
value  of  the  treaty  rights  and  titles,  now  valued  at  close  to  $332  million. 

The  St.  Lawrence  Seaway  was  saved  from  a somewhat  similar 
dilemma  by  being  excused  from  having  to  pay  interest  to  the  Treas- 
ury on  the  U.S.  Government’s  share  of  the  development  of  that 
waterway — a joint  United  States-Canadian  undertaking  with  far 
less  commercial  and  strategic  value. 

Without  bogging  down  in  the  details  of  falling  transits  and  reve- 
nues, which  the  appropriate  authorities  will  supply,  or  the  legal 
requirements,  it  seems  quite  clear  that  a fundamental  rethinking 
of  handling  this  kind  of  publicly  provided  project  with  broad 
benefits  is  in  order. 

Gentlemen,  this  concludes  our  formal  statement.  We  wish  to  add 
just  certain  informal  thoughts  if  we  may. 

First  we  are  here  to  offer  our  views  on  the  financing  of  the  canal 
enterprise  and  on  H.R.  12641,  our  views  and  causes  as  seen  by  the 
NMU  and  possible  solutions. 

We  submit  our  remarks  have  covered  pretty  well  the  outline  of 
that  intent. 

NMU  is  made  up  of  some  25,000  American  seamen.  We  have 
some  6,000  to  7,000  canal  workers,  majority  of  whom  are  non-U.S. 
citizens.  In  fact,  I think  it  is  indisputable  that  we  are  the  largest 
union  in  the  Canal  Zone. 

We  have  been  concerned  about  the  operation  of  the  canal  for  many 
years.  We  certainly  have  appreciation  for  the  effort  of  Governor 
Parfitt  during  these  difficult  times. 

NMU  has  had  a presence  in  the  Eepublic,  in  the  Panama  Canal 
Zone  for  15  years.  And  I have  made  during  that  time  at  least  annual 
visits,  quite  often  more,  over  this  period  of  time,  I have  often  found 
that  the  various  heads  of  the  departments  of  the  Canal  Company 
have  either  been  coming  from  or  going  to  meetings  in  which  projec- 
tions of  the  operation  of  the  canal  for  either  a 5-year  term  or  a 
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10-year  term  were  being  undertaken.  And  I have  often  asked  them 
which  one  of  these  projections  of  anticipated  capital  pertained  to  the 
present  situation. 

And  we  have  been  told  that  in  none  of  their  most  recent  projec- 
tions haA^e  they  enAusioned  the  situation  that  they  are  faced  with 
today. 

We  find  that  this  is  extremely  amazing,  certainly  everybody  on  this 
committee,  everybody  acquainted  with  the  maritime  industry,  knows 
what  has  been  happening  to  this  industry  for  the  past  10  or  15  years, 
for  e\’ery  new  A-essel  has  been  replacing  some  five  to  seven  older  ves- 
sels. And  echoing  the  words  of  Bob  Blackwell  in  the  case  of  tankers 
and  supertankers,  it  could  be  as  high  as  20  or  21,  T-2  equivalents. 
And  yet  Ave  find  that  the  Panama  Canal  Company  has  not  envisioned 
this  kind  of  reduction  in  force  since  then. 

It  was  Nicholas  Johnson,  about  ten  years  ago,  Avho  predicted  there 
would  be  500  American  flag  vessels — apparently  no  one  paid  any 
attention  to  him. 

We  can  not  speak  for  the  longshoremen  here,  but  we  know  of  the 
concern  of  the  American  longshoremen  on  all  coasts  because  they  are 
being  dramatically  and  drastically  hit  by  the  landbridge  and  mini- 
bridge concept. 

We  tried  to  make  it  quite  clear  in  our  Ausit  to  the  canal  recently, 
that  we  could  not  alloAv  anything  to  happen,  we  could  not  take  any 
position  that  Avould  aid  the  steamship  industry  of  utilizing  greater 
utilization  of  the  minibridge  and  landbridge  concept  to  the  detriment 
of  the  jobs  of  American  longshoremen.  So  that  it  is  not  only  the 
Canal  Zone  Avorker,  it  is  not  only  the  American  seamen,  but  it  is  the 
American  longshoremen  as  well  Avho  could  be  drastically  affected  by 
any  curtailment  in  the  use  of  the  canal. 

We  certainly  agree  with  the  remarks  of  Mrs.  Sullwan  earlier  that 
the  deficit  should  not  be  made  up  on  the  gains  made  by  the  workers 
OA’er  the  past  number  of  years.  We  have  heard  it  said  that  the  Pan- 
ama Canal  should  be  a showcase.  Well,  this  is  certainly  the  phrase 
that  Rene  Lioeanjie  and  myself  haA^e  used  throughout  Latin  America 
Avherever  we  haA^e  traveled  talking  to  trade  unions  and  this  is  what 
we  liaA-e  talked  to  our  membership  in  Panama  about. 

And  the  security  angle,  it  is  the  NMU  that  has  pushed  for  the  Pan- 
amanian worker  to  aspire  to  better  jobs  in  the  canal.  And  just  at  the 
time  when  we  are  showing  some  results  that  they  are  aspiring  to  the 
better  jobs,  they  are  raising  the  grade  from  4 to  6 up  to  10. 

Our  statistics  sIioav  that  there  are  less  than  200  jobs,  100  in  some 
jobs  aA'ailable  to  these  people  from  grades  7 on  up  to  grade  13.  So 
that  this  one  thing  has  effectiA^el}"  eliminated  their  aspiration  to  bet- 
ter jobs  and  working  conditions  in  the  Canal  Zone  and  we  say  that 
that  must  not  happen. 

Thank  you  very  much.  And  whateA^er  questions  that  the  committee 
has  we  Avould  certainly  try  to  answer. 

IMr.  Metcalfe.  Thank  you  very  much,  Mr.  Wall,  for  your  A^ery  pro- 
found prepared  statement,  as  Avell  as  the  statements  that  you  have 
giA^en  us  after  the  conclusion  of  your  prepared  statement. 

You  are  to  be  complimented  on  the  contents  of  this  statement. 

I Avould  hope  that  you  Avould  submit  that  statement  to  the  Board 
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of  Directors  of  the  Panama  Canal  Company,  the  Canal  Zone  Civilian 
Personnel  Policy  Coordinating  Board,  and  to  the  Department  of 
Defense  negotiating  team,  as  well  as  to  the  Secretary  of  the  Army. 

I would  not  ask  but  one  question,  since  your  presentation  was  so 
lucid  and  clear,  and  that  is  with  reference  to  the  analogy  that  you 
made,  the  price  of  the  can  of  corned  beef,  is  that  an  isolated  pricing 
or  is  that  typical  of  most  of  the  items  that  are  purchased? 

Mr.  Wall.  I am  advised  that  it  is  not  only  typical,  but  that  the 
corned  beef  that  is  available  in  the  other  surrounding  countries  is 
Argentine  beef  canned  in  Argentina,  wdiereas  the  price  we  used  is 
a price 

Mr.  Metcalfe.  I did  not  mean  that 

Mr.  Wall.  No. 

Mr.  Metcalfe.  But  for  other  items  other  than  corned  beef? 

Mr.  Wall.  Yes,  this  is  a total  across-the-board,  just  used  as  a rep- 
resentative example. 

Mr.  Metcalfe.  Thank  you  very  much. 

I now  recognize  the  chairperson,  Mrs.  Sullivan. 

Mrs.  Sullivan.  I am  delighted  to  have  all  of  you  here  this  after- 
noon and  it  is  for  many  long  years  that  I have  worked  with  Mr. 
Lioeanjie,  and  I have  always  had  trouble  pronouncing  his  name,  and 
Mr.  Gaskin.  And  I think  they  can  tell  you,  Mr.  Wall  because  they 
were  down  there  when  our  group  would  go  down,  and  you  were  not 
always  down  at  the  same  time,  that  our  whole  effort  was  always  to 
treat  the  Panamanian  as  well  as  the  U.S.  Canal  Zone  worker  with 
the  same  consideration. 

And  I think  we  all  suffered  through  that  1967  treaty  when  we  had 
to  get  it  on  the  streets  of  Panama  at  50  cents  a copy,  when  we  could 
not  get  it  here  from  our  State  Department. 

And  I do  not  know  what  is  going  to  happen  to  the  next  one.  But  I 
do  know  of  the  great  loyalty  of  the  Panamanian  worker  as  well  as 
the  great  loyalty  of  the  American  worker,  and  I know  that  they  have 
great  pride  for  their  jobs  with  the  Panama  Canal. 

And  as  I said  earlier  today,  we  can  look  with  real  pride  at  what 
has  been  accomplished  since  the  canal  was  opened  in  1914 — the  great 
strides  that  have  been  made.  It  is  difficult  to  think  that  they  would 
attempt  this,  whoever  had  the  bright  idea  of  trying  to  gather  a little 
of  the  needed  money  to  get  out  of  the  red  from  the  backs  of  the 
working  people  who,  through  no  fault  of  their  own,  found  the  rev- 
enue was  down. 

I hope  that  what  the  President’s  aides  promised  me  on  the  17th  of 
March;  namely,  that  the  administration  will  sit  down  quickly  and 
talk  over  and  negotiate  some  kind  of  withdrawal  of  these  proposals, 
because  they  said,  remember,  they  are  only  proposals,  would  prevail. 

But  you  cannot  just  live  on  primises  on  this  matter  and  I think  it 
all  has  to  be  done  and  has  to  be  done  quickly. 

There  are  other  ways  that  we  are  trying  to  find  to  solve  the  finan- 
cial problem,  but  it  should  not  be  taken  out  of  the  workers  them- 
selves unless  they  are  going  to  take  something  from  everyone  from 
the  top  to  the  bottom,  and  I do  not  think  that  would  ever  be  done. 

But  I am  glad  that  you  have  come  with  your  testimony  today.  You 
did  not  have  to  show  your  interest,  but  you  have  expressed  it  beau- 
tifully. 
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Tomorrow  we  are  going  to  hear  from  a few  other  labor  representa- 
tives, but  we  cannot  have  full  testimony  from  each  because  there  just 
is  not  that  much  time.  We  know  what  their  problems  are,  but  what 
we  are  trying  to  do  now  is  to  try  to  find  some  kind  of  good  solutions 
as  to  what  we  can  do.  As  I said  this  afternoon,  we  have  got  to  find 
some  way  to  build  up  the  economy  of  the  world  and  get  our  U.S. 
trade  back  into  real  activity,  so  that  v/e  have  the  cargo  passing  back 
and  fourth  and  transiting  the  canal. 

And  I just  want  to  thank  you  for  taking  the  time  to  come  up  here, 
and  for  presenting  this  testimony.  And  I implore  you,  go  back  to  all 
of  those  people  that  sort  of  lost  their  temper  and  their  head  a few 
weeks  ago — and  say  this  is  not  going  to  help  because  it  seems  a little 
different  when  you  realize  that  those  ships  are  standing  out  there  idle 
and  that  it  costs  on  the  average,  I understand,  of  $8,000  a day  to 
operate  a ship,  all  that  canal  slowdown  is  doing  is  just  making  the 
debt  that  much  greater. 

I tried  to  express  this  point  in  the  contacts  that  I made  where  we 
were  concerned,  that  we  were  ’working  on  the  problem,  and  that  your 
Governor  was  working  on  it.  He  is  doing,  and  as  I said  before,  he 
has  done  a beautiful  job  in  trying  to  work  this  thing  out. 

We  can  trust  him.  He  is  not  going  to  tell  you  something  and  turn 
around  and  do  something  else,  and  I think  if  you  have  this  confidence 
in  the  leaders  in  the  Canal  Zone  and  in  Congress,  and  of  those  on  this 
committee,  then  you  can  be  assured  we  will  do  everything  that  is 
humanly  possible,  but  we  cannot  withdraw  that  proposal.  We  can 
do  everything  we  can  to  push  those  who  have  proposed  it  to  remove 
it.  So  thank  you  for  coming. 

Mr.  Wall.  If  I might  just  re-echo  ^mur  sentiments  in  behalf  of 
Governor  Parfitt.  We  have  said  that  we  are  the  largest  union  in 
Panama.  And  while  we  realize  the  frustrations  that  provoke  the 
other  organizations  or  the  other  individuals,  we  did  not  participate 
in  any  sick-out  or  slowdown. 

Mrs.  Sullivan.  I know  that. 

Mr.  Wall.  We  also  represent  in  addition  to  the  men  working  for 
the  Panama  Canal  Company,  those  aboard  the  S.S.  Cristobal.  And 
in  all  government  agencies,  the  union  has  taken  the  pledge  that  they 
will  not  strike  the  U.S.  Government.  And  we  do  not  think  you  can 
strike  one  piece  of  it  and  still  maintain  that  same  position. 

And  we  understand  the  people  are  lookng  at  the  crystal  ball.  We 
thought  that  the  purpose  of  this  discussion  being  generated  was  to 
save  money  and  it  is  our  understanding  that  the  Cristobal  is  a very 
efficient  vessel  and  they  may  even  be  going  to  retrofit  the  vessel,  to 
modernize  the  ship  so  the  crew  reductions  might  be  m.ade,  and  they 
will  have  the  full  cooperation  of  the  National  Maritime  Union  as 
well  as  the  other  officer  unions  that  are  aboard  those  ships,  so  thank 
you  very  much  for  your  time. 

Mr.  Metcalfe.  The  Chair  recognizes  the  gentleman  from  Kentucky. 

Mr.  Sn'vder.  Thank  you,  Mr.  Chairman. 

I am  glad  to  see  you  folks  again.  I appreciate  your  statement. 

I have  a couple  of  questions,  on  page  2 where  you  make  compari- 
son in  prices. 

Mr.  Wall,  you  ad-libbed  the  ability  of  both  U.S.  and  non-U.S.  citi- 
zens to  buy  in  the  zone,  purchase  in  the  zone,  being  changed  in  1957. 
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Mr.  Wall.  Yes.  Those  non-U. S.  citizens  living  off  the  base  no 
longer  have  the  right  to  purchase. 

Mr.  Snyder.  So  that  10  percent  of  the  Panamanian  work  force  live 
on  the  base  and  can  purchase  on  the  base  ? 

Mr.  Wall.  Yes. 

Mr.  Snyder.  Ninety  percent  live  off  the  base? 

Mr.  Wall.  Not  in  the  zone,  right. 

Mr.  Snyder.  The  thrust  of  that  part  of  your  statement  was  that 
this  Government,  in  effect,  has  created  in  that  whole  area  a North 
American  economy. 

But  there  does  seem  to  be  some  differentiation  between  the  prices 
in  the  zone  and  those  in  the  Eepublic,  immediately  outside. 

You  referred  to  corned  beef  as  25  cents  more  a can  if  you  buy  it 
in  Panama  City  than  in  the  zone. 

Mr.  Wall.  Yes. 

Mr.  Snyder.  Do  they  both,  in  that  particular  instance,  both  of 
those  come  from  the  same  source  ? 

Mr.  Wall.  Well,  no,  I am  advised  that  the  corned  beef  that  is 
sold  in  the  Canal  Zone  is  an  American  canned  product  and  that  the 
corned  beef  sold  in  the  surrounding  areas  is  an  Argentine  product, 
which  I understand  is  an  inferior  product  to  the  United  States.  So 
not  only  does  it  cost  more,  the  quality  of  what  they  are  buying  is 
less. 

Mr.  Snyder.  I am  trying  to  rationalize  in  my  own  mind,  I am  not 
disputing  what  you  think  at  all,  how  the  American  involvement 
there  causes  a can  or  Argentine  corned  beef  to  cost  more  in  Panama 
City  than  the  American  can  of  corned  beef  in  the  zone. 

Mr.  Wall.  Well,  unless 

Mr.  Gaskin.  Let  me  explain. 

Historically  when  the  Americans  came  to  the  zone  in  1903,  you 
realize  there  was  a great  deal  of  malaria  and  yellow  fever.  A large 
number  of  the  employees,  even  the  native  workers,  were  more  in 
the  interior  of  the  country  because  it  unhealthy  to  be  in  canal  area. 

So  when  the  Americans  came  in,  there  was  not  even  sufficient  food- 
stuff to  take  care  of  the  people  there.  So  when  they  began  bringing 
in  supplies  to  maintain  the  needs  of  their  workers,  both  tropical 
workers  brought  in  from  West  Indies  Islands  and  the  Americans 
brought  in  from  America,  they  had  to  bring  food  and  other — 
clothing,  everything  for  them. 

They  made  it  possible  for  those  who  worked  on  the  zone  and  lived 
on  the  Eepublic  to  purchase  from  the  zone,  which  meant  they  had  a 
greater  variety  of  goods  than  the  average  worker  in  Panama  or  the 
average  tenant  who  lived  in  Panama  had. 

But  as  the  years  rolled  on,  a number  of  businessmen  began  bring- 
ing in  goods,  because  they  knew  these  people  had  developed  a taste 
for  these  goods  and  they  brought  them  in,  but  naturally  they  cost 
more  than  were  being  sold  for  on  the  zone. 

So  you  found  a situation,  an  ironic  situation,  wherein  many 
instances  things  that  are  even  inferior  cost  more  than  a similar  item 
on  the  zone. 

Sometimes  the  same  brand,  in  fact  mostly  the  same  brand  is  dearer 
in  Panama  than  on  the  zone. 
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Servicemen  stationed  there  will  tell  you  this  is  true. 

Mr.  Snyder.  T am  wondering  whether  the  change  in  policy  was 
initiated  by  the  business  interests  of  the  Republic  pressuring  through 
their  government,  or  whether  it  was  initiated  by  the  Government  of 
the  Canal  Zone? 

Mr.  TV ALL.  I do  not  know  that  vre  have  the  answer.  It  could  be  that 
the  businessman  in  Panama  has  been  used  to  passing  on  any 
increases,  whatever  the  traffic  will  bear. 

I think.  Congressman,  the  point  we  were  trying  to  make  here,  that 
contrary  to  the  testimony  of  the  last  speaker  that  their  reason  for  the 
cut-off  was  they  were  no  longer  hiring  the  quantity  of  U.S.  citizens 
to  come  work  there.  And  that  they  are  hiring  from  the  Republic  of 
Panama. 

Our  answer  to  that  is  that  all  of  them  are  subjected  to  the  same 
cost  of  living,  both  the  U.S.  and  non-U.S.  citizen;  that  the  balboa 
and  the  dollar  are  interchangeable,  it  is  a dollar  economy,  where 
(ffista  Rica  and  the  surrounding  countrysides  are  on  their  own  econ- 
omy, and  not  pegged  to  the  dollar,  and  have  a less  cost  of  living,  a 
smaller  cost  of  living. 

Mr.  Snyder.  What  does  a gallon  of  premium  gas  cost  in  the  zone? 

Mr.  Wall.  About  62  cents. 

Mr.  Snyder.  It  seems  to  me  you  make  the  case  that  actually  for  the 
Panamanian,  90  percent  of  the  work  force,  the  cost  of  living  is  even 
higher  than  it  is  for  the  American  citizen  working  down  there. 

Mr.  Wall.  Right. 

Mr.  Snyder.  Rather  than  less. 

Mr.  TValls  Yes. 

Mr.  Snyder.  Which  I think  perhaps  strengthens  your  case. 

I am  a little  concerned,  I have  not  gotten  this  total  situation  par- 
ticularly. I know  it  has  been  talked  about  by  the  Governor  earlier 
and  Mrs.  Sullivan. 

To  be  honest  with  you,  I do  not  know  where  I fall  on  that  because 
I want  to  hear  a little  bit  more.  I am  trying  not  to  commit  myself  to 
something  I do  not  know  everything  about.  I think  I want  to  know 
about  it  before  I say. 

I see  you  fall  on  the  side  of  not  increasing  the  tolls,  too,  in  your 
statement,  Mr.  Wall,  with  your  comparison  to  eastern  railroads,  and 
talk  about  the  landbridges  and  the  minibridges  in  competition. 

I am  going  to  expose  my  ignorance  to  an  extent ; what  specifically 
is  a landbridge?  What  is  minibridge? 

Mr.  TV  ALL.  All  right.  The  landbridge  and  the  minibridge  is  a fairly 
recent  concept  in  the  steamship  industry  in  which  cargoes  from  we 
will  say  Europe 

Mr.  Snyder.  Needless  to  say,  we  do  not  have  many  of  those  in 
Kentucky,  those  steamships.  [Laughter.] 

Mr.  TVall.  TVell,  those  cargoes  that  would  be  destined  for  the  Far 
East,  that  would  formally  be  going  on  an  all-water  route  through 
the  Panama  Canal  and  then  on  out  to  the  Pacific,  and  then  back 
again,  would  be  instead  offloaded  in  New  York  City  and  then  sent 
by  piggyback  out  to  a port  on  the  west  coast. 

Mr.  Snyder.  OK. 

Mr.  Wall.  Picked  up  and  delivered 
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Mr.  Snyder.  By  rail  ? 

Mr.  Wall.  Yes,  by  rail. 

Mr.  Snyder.  Probably. 

Mr.  Wall.  There  is  controversy  over  this,  whether  the  rates  are 
compensatory  and  what  not.  But  you  talk  to  the  people  in  the  indus- 
try and  they  fear  that  a rate  increase,  any  uncertainty  over  the  use 
of  the  canal  will  convince  more  of  them  that  the  absolute  way  of 
getting  their  cargoes  from  the  Pacific  to  Europe  or  to  the  east  coast 
would  be  by  landing  them  in  the  Pacific  Northwest,  piggybacking 
them  across  the  country  and  vice  versa. 

Now,  we  do  not — we  made  quite  a point  that  the  change  in  the 
admeasurement,  particularly  in  regards  to  the  containers  on  deck 
and  lumber  cargoes,  that  at  this  particular  time  we  think  it  would 
be  disastrous  that  that  certainly  would  add  another  20  some  percent 
to  the  cost  of  transporting  those  particular  cargoes.  And  we  notice 
that  they  have  dropped  that  from  their  proposal.  So  at  least  they 
are  aware  that  there  is  only  so  much  you  can  take  out  of  this  industry 
without  affecting  your  tolls  revenues. 

Mr.  Snyder.  I am  sure  you  are  aware  that  the  Governor’s  testimony 
this  morning  indicated  they  recommended  additional  tolls,  and  I 
believe  he  said  they  would  probably  recommend  the  container  cargo 
charge  that  the  President  did  not  approve,  so  it  looks  like  they  will 
be  looking  at  that  again. 

Mr.  Wall.  The  government  and  the  NMU  have  had  discussions  on 
this  in  the  past.  I guess  we  will  continue  to  have  them  in  the  future. 

Mr.  Snyder.  Let  me  say  for  the  record  that  my  parochialism  of 
being  a landlubber,  and  one  from  where  we  have  a considerable 
amount  of  rail,  does  not  lead  me  to  want  to  see  the  tolls  raised  to  the 
point  that  it  would  not  be  advantageous  to  run  this  canal — I think  it 
has  many  advantages  to  use  over  and  above  the  transit — because  of 
the  attractive  competition  of  rail.  I want  you  to  understand  that. 

We  are  somewhat  concerned  about  one  of  the  companies  here, 
Sea-Land  Service. 

Mr.  Wall.  Yes. 

Mr.  Snyder.  They  are  one  of  the  big  users  of  the  canal  ? 

Mr.  Wall.  Yes;  they  are. 

Mr.  Snyder.  Do  you  have  any  idea  how  much  of  their  traffic  goes 
the  canal? 

Mr.  Wall,  I do  not  mean  what  percentage  of  the  canal  traffic  is  Sea- 
Land,  but  what  percentage  of  Sea-Land’s  business  goes  through  it? 

Mr.  Wall  They  are  not  an  NMU  contracted  company.  We  just 
used  them  because  of  their  own  position  on  this,  but  we  can  get  you 
the  information. 

Mr.  Snyder.  They  are  going  to  be  here  tomorrow.  I will  just  ask 
them.  I will  not  burden  you  with  that. 

I hate  to  let  them  in  on  this — were  you  aware  of  the  fact  that 
Sea-Land  Service  spends  more  for  entertainment  than  they  do  for 
canal  toll? 

Mr.  Wall.  No.  [Laughter.] 

I was  not  a recipient  of  the  entertainment. 

No ; I do  not. 

Mr.  Snyder.  I guess  I will  forewarn  them,  I am  going  to  ask 
them  to  tell  me  about  that  tomorrow.  [Laughter.] 
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Mr.  Wall.  Well,  presumably  it  is  all  spent  in  the  development  of 
cargoes  for  American  ships,  in  that  way  I would  support  it. 
[Laughter.] 

Mr.  Snyder.  Well,  if  I might  again  be  parochial,  I want  to  assure 
you  that  coming  from  bourbon  country,  I would  like  to  be  sure  they 
ure  spending  an  adequate  amount  of  their  entertainments  on  my 
State’s  favorite  product.  [Laughter.] 

This  last  statement  on  page  8,  you  indicate  the  carriers  have  never 
objected  to  paying  tolls  to  help  support  the  canal;  however,  they  are 
now  being  forced  to  pay,  in  effect,  through  tolls,  the  original  $380 
million  investment  plus  the  value  of  the  treaty  rights  and  titles,  now 
valued  at  some  $332  million. 

I do  not  think,  and  the  Governor  can  correct  me — I do  not  think 
they  made  any  payment  on  the  investment  other  than  interest  for 
some  little  time. 

Mr.  Wall.  That  I believe  is  correct. 

Mr.  Snyder.  So  they  are  not  paying  anything  on  the  principal  of 
the  investment  and  have  not  for  quite  some  little  time. 

]^ow,  what  is  the  $332  million,  Mr.  Wall  ? 

^Ir.  Simpkins.  These  are  the  payments,  as  I understood  the  Gover- 
nor was  referring  to  this  morning,  they  make  to  Panama. 

Mr.  Snyder.  The  Governor  is  shaking  his  head  negatively. 

Mr.  Simpkins.  No? 

Mr.  Snyder.  It  is  in  your  statement,  if  you  could 

Mr.  Simpkins.  We  understand  there  are  certain  treaty  rights  that 
are  paid  for  in  Panama. 

Mr.  Snyder.  Would  you  mind  if  the  Governor  responded? 

Mr.  Simpkins.  I would  appreciate  it. 

Governor  Parfitt.  I think  what  they  are  talking  about,  sir,  is  the 
fact  we  added  to  the  unrecovered  investment  the  value  of  the  exca- 
vations which  amounted  to  about  $332  million,  including  title  rights, 
excavations,  and  that  amount  is  now  being  included  under  unrecov- 
ered investment  depreciated. 

Mr.  Snyder.  Oh,  yes. 

The  amount  on  which  you  pay  interest,  Governor,  what  is  that 
amount  ? 

Governor  Parfitt.  Roughly  300-some. 

Mr.  Snyder.  That  is  the  $380  figure? 

Governor  Parfitt.  It  is  $380-some. 

Mr.  Steers.  Interest  paying  investment  at  which  we  are  paying 
interest  June  30,  1975,  was  $318  million;  the  figure  that  was  referred 
to  was  approximate  value  of  the  assets  that  had  not  heretofore  been 
depreciated. 

Their  value  is  reflected  in  the  U.S.  Government’s  interest-bearing 
investment,  has  been  since  that  investment  was  developed  back  in 
1951. 

Mr.  Snyder.  I would  like  for  you  to  take  a look  at  that  paragraph, 
JMr.  Wall,  again,  and  supply  an  answer  that  would  amplify  just  what 
you  are  talking  about,  there,  if  you  do  that  for  the  record. 

Mr.  AYall.  Yes.  We  certainly  shall. 

Thank  you  for  pointing  it  out  to  us. 

Mr.  Simpkins.  Yes. 
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Mr.  Snyder.  Thank  you,  Mr.  Chairman. 

Mr.  Metcalfe.  Thank  you. 

[The  information  follows :] 

AFL  CIO  Maritime  Committee, 

The  Voice  of  Maritime  Labor 
Washington,  D.C.,  May  13, 1976. 

Hon.  M.  Gene  Snyder, 

Subcommittee  on  Panama  Canal,  House  Merchant  Marine  & Fisheries  Commit- 
tee, Washington,  D.C. 

Dear  Congressman  Snyder;  When  we  testified  on  April  6th,  concerning  tlie 
Panama  Canal  financial  problems  you  asked  wbat  was  the  $332  million  referred’ 
to  in  our  testimony.  You  also  asked  that  we  “.  . . supply  an  answer  that  would 
amplify  just  what  you  are  talking  about  . . .”  We  do  so  here  for  your  infor- 
mation and  also  for  the  Record. 

This  figure,  $332,426,681,  was  taken  from  the  Annual  Report  of  the  Panama 
Canal  Company  Government — Fiscal  Year  Ended  June  30,  1975 — and  is  as 
follows : 


Table  5. — Statement  of  Property,  Plantj  and  Equipment — June  30,  1975,  and  1974 


Depreciation 
and  valuation 
allowances 

Titles  and  treaty  rights $368,  222 

Interest  during  original  construction 50,  892,  311 

Canal  excavation,  fills,  and  embankments 8,  590,  410 

Canal  structures  and  equipment 111,  939,  415 

Other  maritime  facilities 20,  046,  490 

Supporting  and  general  facilities 87,  603,  836 

Plant  additions  in  progress 

Facilities  held  for  future  use 5,  545,  124 

Suspended,  construction  projects 40,  145,  798 

Minor  items  of  plant  and  equipment 7,  295,  075 


Total 332,  426,  681 


The  Annual  Report  further  explains  this  $332  million  as  follows  : 

“2.  Accounting  Change  During  Fiscal  Year  1974-  The  provision  for  depreci- 
ation in  fiscal  year  1973  excluded  amounts  historically  not  depreciated  for 
titles,  treaty  rights,  and  excavation  of  channels,  harbors  and  basins  and  other 
works  costing  $332  million  at  June  30,  1973.  However,  the  Company  no  longer 
considers  it  appropriate  to  assume  that  these  assets  have  indefinite  economic 
lives.  Accordingly,  the  Company  initiated  depreciation  of  these  assets  over  a 
period  of  40  years  beginning  with  fiscal  year  1974.  This  change  in  policy 
resulted  in  an  additional  annual  charge  to  expense  of  $8.3  million.  Also,  effec- 
tive in  fiscal  year  1974,  the  Company  changed  the  service  life  of  the  Thatcher 
Ferry  Bridge  to  coincide  with  the  remaining  life  of  the  above  described  assets. 
This  change  increased  annual  depreciation  by  approximately  $116  thousands.” 
Respectfully, 


Talmage  E.  Simpkins, 

Executive  Director. 


Mr.  Metcalfe.  Before  we  adjourn,  the  Chair  will  recognize  the 
chairwoman,  Mrs.  Sullivan,  for  a unanimous-consent  motion. 

Mrs.  Sullivan.  Mr.  Chairman,  I ask  unanimous  consent  to  have 
the  treaties  mentioned  in  my  opening  remarks  this  morning  and 
other  pertinent  treaties  to  be  made  part  of  the  record  following  my 
opening  statement. 

Mr.  Metcalfe.  Without  objection,  it  will  be  so  ordered. 

Mrs.  Sullivan.  Thank  you. 

Mr.  Metcalfe.  Let  me  again  express  our  thanks  to  the  panel  for 
being  here  and  say  to  you,  Mr.  Wall,  we  have  always  looked  forward 
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to  meeting  with  Mr.  Lioeanjie  and  Mr.  Gaskins  as  well  as  Mr.  Tal 
Simpkins,  in  all  of  the  hearings  we  have  had,  both  here  as  well  as 
in  Panama,  and  we  have  always  felt  as  though  they  have  been  very 
objective  and  analytical  in  their  presentation,  and  have  given  us 
good  guidance. 

I am  very  happy  to  see  that  you  are  working  cooperatively  with 
the  gentleman  whose  achievement  I referred  to.  Governor  Parfitt,^ 
who  is  doing,  as  I said  in  my  opening  statement,  an  oustanding  job. 
I think  you  make  a good  team. 

With  that  in  mind,  I want  to  express  our  thanks  to  all  of  the  mem- 
bers of  your  panel  for  being  with  us,  and  for  being  so  tolerant. 

I am  sure  that  you  could  understand  that  with  the  Governor  on 
the  witness  stand  and  with  the  Assistant  Secretary,  Mr.  Veysey, 
that  we  could  not  have  rushed  through  the  testimony  any  sooner.  We 
would  like  to  have  been  adjourned  not  later  than  5 o’clock,  but  it  was 
important  that  we  finish  the  hearings,  and  we  appreciate  your  toler- 
ance and  understanding. 

With  that,  we  express  our  thanks  to  you,  and  the  meeting  stands 
recessed  until  10  o’clock,  tomorrow  morning. 

Thank  you  very  much. 

[Whereupon,  at  5:50  p.m.,  the  subcommittee  meeting  recessed,  to 
reconvene  at  10  a.m.,  Wednesday,  April  7, 1976.] 
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PANAMA  CANAL  FINANCES 


WEDNESDAY,  APRIL  7,  1976 

House  of  Kepresentatives, 

Committee  on  Merchant  Marine  and  Fisheries, 

Subcommittee  on  the  Panama  Canal, 

Washington^  D.C, 

The  subcommittee  met,  pursuant  to  recess,  at  10 :05  a.m.,  in  room 
1334,  Longworth  House  Office  Building,  Hon.  Ralph  H.  Metcalfe 
(chairman  of  the  subcommittee)  presiding. 

Mr.  Metcalfe.  The  recessed  hearings  of  the  Subcommittee  on  the 
Panama  Canal  will  please  come  to  order. 

Madam  Chairman  and  members,  ladies  and  gentlemen,  this  is  the 
second  day  of  what  we  hope  are  very  productive  hearings  on  the 
finances  of  the  Panama  Canal. 

Yesterday  the  subcommittee  heard  from  the  Governor  of  the  Canal 
Zone  and  the  Assistant  Secretary  of  the  Army,  as  well  as  the 
National  Maritime  Union,  whose  president  could  not  be  here  today. 

The  Treasury  Department  and  the  General  Accounting  Office  will 
file  statements  for  the  record  of  these  hearings,  and  so  we  will  have 
all  the  additional  Executive  agency  comments  from  them. 

Today  we  have  another  group  of  distinguished  witnesses.  Arthur 
Andersen  & Co.,  very  well  known  financial  experts,  will  lead  off  our 
testimony. 

We  have  the  American  Institute  of  Merchant  Shipping,  a key 
organization  representing  canal  users,  who  will  follow. 

The  third  witness  today  will  be  Sea-Land  Service,  one  of  the 
carriers  which  are  major  users  of  the  canal. 

We  will  also  hear  from  various  labor  organizations,  represented 
by  their  leaders  in  the  Canal  Zone  locals,  as  well  as  by  the  national 
representatives. 

Since  we  have  so  many  groups  representing  organized  labor  inter- 
ests today,  we  have  decided  to  ask  that  each  labor  group  limit  their 
testimony  to  ten  minutes,  and  with  unanimous  consent  we  will  pro- 
ceed to  hear  each  of  the  groups  and  their  representatives,  and  we 
shall  not  attempt  to  unduly  interrupt  their  presentations. 

Following  all  their  presentations  the  representatives  of  all  the 
labor  groups,  whom  we  will  ask  to  sit  at  the  witness  table  as  a panel, 
will  discuss  the  canal’s  financial  problems,  and  how  this  matter 
relates  to  them  and  their  organizations. 

We  also  will  hear  from  the  Civic  Councils  of  the  Canal  Zone. 

I want  to  emphasize  that  the  subcommittee  is  intent  in  its  desire 
to  help  solve  these  financial  and  employee  problems.  We  want  to 
listen  closely  to  all  the  groups  who  come  before  us. 
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Now  that  we  have  set  the  stage  for  today’s  deliberations,  let  us 
welcome  Mr.  Leonard  J.  Kujawa  and  Mr.  Donald  Kane,  unless  the 
ranking  minority  member  from  Kentucky,  or  Madam  Chairman,  have 
anything  that  they  would  like  to  offer  at  this  point. 

Mrs.  SunnivAN.  I have  nothing. 

]Mr.  Snyder.  I have  no  statement. 

Mr.  Metcalfe.  Then  may  we  hear  from  you,  Mr.  Kujawa  and 
Mr.  Donald  Kane? 

Please  identify  yourselves  for  the  record. 

STATEMENT  OE  LEONARD  J.  KUJAWA,  PARTNER  IN  ARTHUR 

AITOERSEN  & CO.,  CERTIEIED  PUBLIC  ACCOUNTANTS,  ACCOM- 
PANIED BY  DONALD  V.  KANE,  PARTNER  IN  THE  WASHINGTON, 

D.C.  OEEICE 

Mr.  Kujawa.  My  name  is  Leonard  J.  Kujawa.  I am  a partner  in 
Arthur  Andersen  & Co.  I am  a certified  public  accountant,  and  am 
a member  of  the  American  Institute  of  Certified  Public  Accountants 
and  several  other  professional  societies  and  organizations.  My  entire 
20  years  of  professional  experience  have  been  concerned  with  rate 
regulated  public  utilities  and  major  governmental  organizations.  My 
clients  include  some  of  the  largest  public  utilities  in  the  United  States. 

I am  accompanied  by  my  partner  Mr.  Donald  V.  Kane,  who  is  a 
member  of  our  Washington  office,  dedicated  to  rendering  professional 
services  to  departments  and  agencies  of  the  U.S.  Government. 

As  a matter  of  further  background  I have  been  a consultant  to  the 
Panama  Canal  Company  on  various  financial  and  accounting  matters 
since  1962. 

As  an  expert  witness  I previously  testified  before  this  committee  on 
two  occasions,  and  it  is  a pleasure  that  I appear  before  you  again 
at  your  invitation. 

My  firm,  Authur  Andersen  & Co.,  is  an  international  firm  of  inde- 
pendent public  accountants  with  49  offices  in  the  United  States,  and 
57  offices  in  34  other  countries.  Our  personnel  number  in  excess  of 
14,000.  We  serve  approximately  50,000  clients,  and  are  among  the 
largest  of  public  accounting  firms  in  the  world. 

Our  relationship  with  the  Panama  Canal  Company  started  in  1951 
when  we  assisted  in  the  determination  of  the  initial  accountability 
for  the  property  which  was  to  be  assumed  by  the  newly  formed 
federally  chartered  Panama  Canal  Company.  Our  work  for  the 
Panama  Canal  Company  has  included  tolls,  tonnage  systems,  com- 
puterization programs,  and  the  subject  of  my  testimony  this  morning, 
which  is  accounting  and  financial  matters. 

My  testimony  and  the  summarization  I will  give  this  morning  are 
in  the  interest  of  time,  and  therefore  I request  that  my  prepared  testi- 
mony become  a part  of  the  I’ecord  at  this  point  in  these  hearings. 

]\Ir.  Metcalfe.  Without  objection,  it  is  so  ordered. 

[The  following  was  received  for  the  record :] 

Prepared  Statement  of  Leonard  J.  Kujawa  op  Arthur  Anderson  & Co. 

My  name  is  Leonard  J.  Kujawa.  I am  a partner  in  Arthur  Andersen  & Co.  I 
am  a certified  public  accountant  and  am  a member  of  the  American  Institute 
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of  Certified  Public  Accountants  and  several  other  professional  societies  and 
organizations.  My  entire  20  years  of  professional  accounting  experience  has 
been  concentrated  on  work  for  rate-regulated  utilities  and  governmental  organi- 
zations. Among  private  companies  I have  responsibility  for  my  firm’s  work  for 
the  railroad  industry  and  my  clients  include  United  Air  Lines,  Chicago  and 
North  Western  Transportation  Company  and  several  other  major  rate-regulated 
utilities.  In  the  governmental  sector  I had  responsibility  for  my  firm’s  sub- 
stantial engagement  as  financial  and  accounting  advisors  during  the  organi- 
zation phase  of  Amtrak  and  I am  responsible  for  my  firm’s  work  for  the 
Chicago  Board  of  Education  and  several  other  government  clients.  Regarding 
the  Panama  Canal  Company,  I have  been  a consultant  on  various  financial  and 
accounting  matters  since  1982.  As  an  expert  witness  I have  previously  testified 
before  this  Subcommittee  on  two  occasions  regarding  toll  matters.  In  addition, 
I have  testified  before  various  Federal  and  state  regulatory  bodies.  Federal 
courts  and  the  National  Arbitration  Board. 

I am  accompanied  by  Mr.  Donald  Y.  Kane,  a partner  in  our  Washington,  D.C., 
office.  Mr.  Kane  joined  the  firm  in  1945.  He  is  a certified  public  accountant  in 
Maryland  and  numerous  other  states,  a member  of  the  American  Institute  of 
Certified  Public  Accountants,  the  American  Accounting  Association  and  numer- 
ous other  professional  organizations.  He  is  a member  of  the  Greater  Baltimore 
Committee,  the  Chamber  of  Commerce  of  Baltimore  and  other  civic  organiza- 
tions. Mr.  Kane  is  a member  of  our  Washington,  D.C.,  organization  dedicated 
to  rendering  professional  services  to  departments  and  agencies  of  the  United 
States  Government.  He  has  had  extensive  practice  in  the  areas  of  operating 
and  capital  cost  studies,  capital  financing  programs,  subsidy  evaluations,  short- 
and  long-range  rate-making  studies,  cost  accounting  principles,  financial  report- 
ing and  information  systems  and  electronic  data  processing,  and  has  provided 
expert  testimony  to  many  different  levels  and  types  of  government  agencies 
and  courts  on  these  matters. 

Arthur  Andersen  & Co.  is  an  international  firm  of  independent  public  account- 
ants with  49  offices  in  the  United  States  and  57  offices  in  34  other  countries. 
Our  personnel  number  in  excess  of  14,000.  We  serve  approximately  50,000 
clients  and  are  among  the  largest  of  public  accounting  firms  in  the  world.  Our 
relationship  with  the  Panama  Canal  Company  started  in  1951  when  we  assisted 
in  the  determination  of  the  initial  accountability  for  the  property  which  was 
to  be  assumed  by  the  newly  formed  Federally  chartered  Panama  Canal  Com- 
pany. Of  more  immediate  significance  is  the  work  we  have  done  through 
continuous  engagements  for  the  Company  from  1962  to  the  present  time.  Fol- 
lowing is  a brief  description  of  some  of  our  work : 

1.  We  have  consulted  with  the  Company  and  prepared  extensive  studies  to 
determine  the  most  appropriate  method  to  assess  tolls  on  individual  ships  for 
the  use  of  the  Panama  Canal. 

2.  We  have  performed  an  evaluation  of  the  universal  measurement  system 
developed  by  the  Inter- Governmental  Maritime  Consultive  Organization,  an 
agency  of  the  United  Nations.  The  universal  measurement  system  is  now  in 
the  final  adoption  process  by  the  various  governments  of  the  world  as  a replace- 
ment for  existing  national  tonnage  systems.  It  should  be  considered  as  a pos- 
sible substitute  for  the  Panama  Canal  and  Suez  tonnage  systems  which  have 
been  separately  developed  as  a basis  for  assessing  ships  for  the  use  of  these 
respective  canals.  Our  studies  involving  an  evaluation  of  the  possible  problems 
for  canals  and  ports  in  adopting  the  universal  measurement  system  are  the 
most  extensive  of  any  studies  available  in  the  world. 

3.  We  recently  as.sisted  in  the  change  in  the  level  of  tolls  to  reflect  increased 
costs  of  operation.  This  was  the  first  toll  increase  in  the  history  of  the  Panama 
Canal. 

4.  We  assisted  the  Company  in  the  initial  feasibility  studies  regarding  com- 
puterization of  many  data  processing  activities.  This  included  the  selection  of 
a computer,  the  training  of  personnel  and  the  application  of  computer-based 
systems  to  the  many  diverse  activities  of  the  Panama  Canal. 

5.  We  assisted  in  developing  its  management  reporting  system  for  the  pur- 
pose of  controlling  and  reporting  costs  to  all  levels  of  management. 

6.  We  have  reviewed  certain  of  the  Company’s  accounting  policies  with 
respect  to  cost  recognition.  Such  reviews  principally  focused  upon  the  adher- 
ence of  such  policies  to  generally  accepted  accounting  principles,  considering 
that  the  Company  is  similar  to  a rate-regulated  public  utility  from  a legal 
viewpoint. 
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7.  Reports  we  have  issued  over  the  last  few  years  to  the  Panama  Canal 
Company  include:  Report  On  Development  Of  Tolls  Analytical  Data  (May, 
1969),  Report  On  Impact  Of  Universal  Measurement  System  (March,  1970), 
Report  on  Development  and  Evaluation  of  Tolls  Policies  And  Alternative  Sys- 
tems (November,  1970),  Accounting  For  The  Cost  of  Excavations  (April,  1972), 
Evaluation  of  Accounting  Policy  Changes  During  Fiscal  Year  1973  (August, 
1973),  Reevaluation  Of  Universal  Measurement  System  (October,  1974). 

SUMMARY  OF  TESTIMONY 

It  should  be  noted  that  we  are  not  the  Company’s  auditors  and,  accordingly, 
we  have  not  expressed  an  opinion  on  its  financial  statements  as  of  any  date  or 
for  any  period. 

The  thrust  of  my  testimony  today  is  that  there  are  no  fundamental  fiaws  in 
the  financial  structure  of  the  Panama  Canal  Company.  A review  of  the  Com- 
pany’s financial  history  will  show  that  it  has  been  a financial  success  in  sharp 
contrast  with  other  governmental  bodies  such  as  the  U.S.  Postal  Service, 
ConRail  and  Amtrak,  which  were  initiated  with  great  optimism  but  soon  came 
back  to  Congress  for  large  sums  of  Federal  subsidies.  Contributing  to  the 
financial  success  of  the  Company  has  been  its  sound  accounting  policies  which 
properly  recognize  all  costs  so  that  tolls  can  be  set  at  levels  to  recover  costs 
and  maintain  the  Company’s  financial  health.  We  do  not  find  toll  increases  of 
the  magnitude  made  by  the  Company  to  be  shocking,  but  rather  necessary  and 
not  uncommon  in  the  infiation-impacted  era  being  experienced  by  economic 
entities  around  the  world. 

Throughout  our  years  of  association  with  the  Company,  we  have  observed 
and,  to  a certain  degree,  admired  the  ability  of  the  Company  to  finance  its 
operations  and  generate  sufficient  capital  internally  to  replace  and  expand 
Canal  facilities  as  ever-increasing  demands  were  placed  upon  its  capacity  to 
render  service.  The  high  quality  of  Panama  Canal  service  has  continued  unim- 
paired from  the  date  our  relationship  with  the  Company  began.  Since  its 
organization  in  the  early  1950’s,  the  Company  has  never  had  to  seek  further 
financial  assistance  from  the  Congress  and  has  increased  toll  rates  only  once. 
In  an  era  when  government  has  had  to  subsidize  an  ever-increasing  segment  of 
our  economy  and  when  prices  for  most  goods  and  services  have  risen  almost 
constantly,  this  is  quite  an  achievement.  The  fundamental  economic  factor 
contributing  to  this  success  has  been  traffic  growth.  Credit  for  this  accomplish- 
ment should  also  be  given  to  the  Congress  in  the  wisdom  and  foresight  of  its 
legislation  governing  the  financial  affairs  of  the  Company,  as  well  as  manage- 
ment of  the  Company,  which  has  adapted  to  continuous  changes  in  the  economic 
environment  in  which  it  operates.  The  fact  that  the  Company  has  been  able  to 
sustain  itself  and,  through  recycling  of  its  own  capital,  maintain  and  improve 
the  facilities  of  the  Canal,  has  benefited : 

1.  The  shipping  industry  through  relatively  stable  rates. 

2.  The  employees  of  the  Company  whose  substantial  wage  increases  over  a 
period  of  time  have  been  financed  through  revenues,  and  particularly  the 
Panamanian  employees  who  are  now  paid  based  on  U.S.  wage  standards. 

3.  The  economy  of  the  Republic  of  Panama  through  the  funds  that  pass 
through  its  citizen  employees  and  businesses  that  are  generated  initially  by 
Panama  Canal  revenues. 

4.  Consumers  worldwide  who  must  ultimately  bear  the  burden  of  Canal  tolls 
through  the  prices  they  pay  for  goods  shipped  through  the  Canal. 

5.  The  U.S.  Government  and  its  taxpayers  who  have  not  been  required  to 
subsidize  the  world  trade  that  enjoys  the  benefits  of  Panama  Canal  world 
service. 

SIGNIFICANCE  OF  RATE  REGULATION 

The  difference  between  regulated  and  nonregulated  businesses  arises  as  a 
result  of  the  capital  intensity  of  regulated  types  of  business.  In  commercial 
businesses,  substantially  less  relative  capital  is  required  and  duplicate  facilities 
are  prudent  considering  the  pressures  that  free  competition  brings  to  the 
competitors  in  the  business.  To  have  such  free  competition  in  regulated  public 
utilities  or  in  a capital-intensitive  canal  would  require  more  than  one  utility 
or  canal  to  serve  each  locality  of  customer  and  the  capital  requirement  would 
be  completely  prohibitive.  No  group  of  customers  could  afford  two  Panama 
Canals  competing  with  one  another  in  order  to  get  lower  prices.  Such  an 
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economic  structure  was  proven  to  be  completely  imprudent  in  the  early  days  of 
construction  of  public  utilities  in  the  United  States. 

As  a substitute  for  this  competition,  the  states  organized  regulatory  com- 
missions to  grant  rights  to  serve  customers  in  certain  geographic  areas  and  to 
establish  fair  prices  to  be  charged  for  the  services  since  competition  could 
not  be  relied  upon  to  serve  that  function.  The  early  legislation  at  the  beginning 
of  this  century  for  regulated  businesses  recognized  that  it  was  necessary  to 
allow  costs  for  rate-making  purposes  to  include  both  the  recovery  of  capital 
(depreciation)  and  return  on  capital.  Only  after  recovery  of  the  cost  dedicated 
to  the  capital  service  facilities  and  the  cost  of  serving  that  capital  could  the 
companies  be  kept  whole,  maintained  on  a solvent  basis  and  kept  viable  so  as 
to  be  able  to  serve  the  customers’  needs  and  the  purpose  of  the  legislative 
bodies  in  creating  the  regulatory  commissions  and  the  utility  enterprises. 

THE  TOLLS  AND  FORMULA  AND  COST  RECOGNITION 

The  U.S.  Congress  has  legislatively  required  the  Panama  Canal  Company 
to  be  a self-sustaining  entity  whose  operations  are  financed  through  user 
charges.  This  requirement  is  set  forth  in  Section  412  of  Title  2 of  the  Canal 
Zone  Code  which  provides  the  formula  for  tolls.  Under  this  statutory  formula, 
tolls  are  required  to  be  set  at  rates  calculated  to  cover,  as  nearly  as  practicable, 
ail  costs  of  maintaining  and  operating  the  Panama  Canal  and  the  facilities  and 
appurtenances  related  thereto,  including  interest,  depreciation  and  an  appro- 
priate share  of  the  net  costs  of  operation  of  the  Canal  Zone  Government. 

The  legislation,  in  our  opinion,  causes  the  Company  to  be  similar  to  a rate- 
regulated  public  utility,  such  as  an  electric  or  gas  company,  a railroad  or 
airline.  The  type  of  costs  incurred  by  the  public  utility  is  no  different  than 
the  costs  incurred  by  any  nonregulated  entity.  They  consist  of  (1)  cash  costs, 
such  as  labor  and  materials;  (2)  capital  costs  recognized  through  depreciation 
(which,  simply  put,  is  an  allocation  of  labor  and  material  costs  over  an  esti- 
mated period  during  which  the  benefits  of  those  costs  will  be  realized)  ; and 
(3)  return  on  capital  recognized  as  interest  and/or  dividends  which  constitute 
compensation  to  the  investor  who  provided  the  funds  which  were  transformed 
into  revenue-producing  assets. 

Since  all  costs  of  maintaining  and  operating  the  Panama  Canal  must  be 
recognized  to  comply  with  the  provisions  of  the  statutory  tolls  formula,  it  is 
important  that  the  term  “cost”  be  thoroughly  understood.  The  American 
Institute  of  Certified  Public  Accountants  has  defined  “cost”  in  its  Accounting 
Terminology  Bulletin  No.  Jf  as  follows  : 

“Cost  is  the  amount,  measured  in  money,  of  cash  expended  or  other  property 
transferred,  capital  stock  issued,  services  performed,  or  a liability  incurred,  in 
consideration  of  goods  or  services  received  or  to  be  received.  Costs  can  be 
classified  as  unexpired  or  expired.  Unexpired  costs  (assets)  are  those  which 
are  applicable  to  the  production  of  future  revenues.  Examples  of  such  unex- 
pired costs  are  inventories,  prepaid  expenses,  plant,  investments,  and  deferred 
charges.  Expired  costs  are  those  which  are  not  applicable  to  the  production  of 
future  revenues,  and  for  that  reason  are  treated  as  deductions  from  current 
revenues  or  are  charges  against  retained  earnings.  Examples  of  such  expired 
costs  are  costs  of  products  or  other  assets  sold  or  disposed  of,  and  current 
expenses.  Unexpired  costs  may  be  transferred  from  one  classification  to  another 
before  becoming  expired  costs  as  above  defined,  e.g.,  depreciation  or  insurance 
on  plant  may  be  included  in  unexpired  costs  ascribed  to  inventories.” 

CASH  FLOW  IS  CRITICAL  TO  CONTINUING  FINANCIAL  HEALTH 

In  a manner  similar  to  any  business  entity,  the  cash  flow  provides  the  means 
to  maintain  the  financial  health  of  the  Panama  Canal  Company. 

From  an  accounting  standpoint,  the  tolls  formula  requires  that  all  costs  of 
maintaining  and  operating  the  Panama  Canal  be  recognized  (reflected  in  the 
accounting  records),  for  costs  which  are  not  recognized  cannot  reasonably  be 
reckoned  with  in  the  tolls  setting  process.  It  should  be  appreciated  that  the 
accounting  process  for  a rate-regulated  public  utility  such  as  the  Panama 
Canal  Company  has  special  significance  in  that  the  level  of  costs  recognized 
through  the  accounting  process  establishes  the  level  of  the  price  to  be  charged 
for  the  service.  Thus,  the  accounting  process  has  a direct  relationship  on  the 
actual  cash  received.  This  is  in  contrast  to  a profit-oriented  company  wherein 
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the  accounting  process  serves  the  principal  function  of  measuring  the  level  of 
profit  earned  by  the  company. 

It  is  abundantly  apparent  that  tolls  must  be  equal  to  operating  expenses.  The 
more  difficult  concept  to  grasp  is  the  importance  of  the  recycling  of  capital 
for  a capital-intensive  operation  such  as  the  Panama  Canal.  When  the  Company 
was  incorporated  in  1950,  the  U.S.  Government  provided  it  with  some  $600 
million  of  assets  in  terms  of  dollar  values  existing  at  that  time.  Restated  to 
price  levels  existing  today,  this  amount  is  probably  over  $2  billion.  The  related 
facilities  which  this  capital  purchased  must  be  replaced  and  improved  to  pro- 
vide service  to  world  shipping.  This  has  been  accomplished  by  the  Panama 
Canal  Company  through  the  process  of  recognizing  depreciation  which  it  is 
recovering  through  tolls,  thus  producing  cash.  This  cash  in  turn  has  been  for 
the  most  part  recycled  or  reinvested  in  new  facilities. 

To  ignore  the  existence  of  depreciation  or  any  other  cost  in  whole  or  in  part 
is  tantamount  to  requesting  an  external  subsidy  for  Canal  operations.  For 
example,  if  the  Canal  were  to  cease  to  depreciate  and  thus  recognize  the  cost 
of  its  facilities,  tolls  would  be  set  at  a lower  level,  producing  no  cash  to  provide 
for  their  replacement.  Under  these  circumstances,  the  Panama  Canal  Company 
would  be  left  with  no  means  to  finance  the  capital  replacements  and  improve- 
ments in  the  future  that  will  undoubtedly  be  required.  Under  these  circum- 
stances, there  would  be  no  alternative  but  to  request  external  subsidies  to 
provide  necessary  funds  to  replace  plant  facilities. 

COMPOSITION  OF  CANAL  COSTS  AND  EFFECT  ON  TOLL  BATES 

Our  long-tme  association  with  the  Company  has  given  us  a unique  insight 
into  its  operations  and,  in  turn,  its  cost  characteristics.  It  is  obvious  that  the 
results  of  recent  Panama  Canal  Company  financial  operations  demonstrate  that 
its  ability  to  recover  costs  has  been  deteriorating.  The  causes  underlying  these 
financial  difficulties  are,  however,  not  so  obvious.  It  appears  to  us  that  such 
difficulties  have  been  caused  principally  by  a change  in  the  economic  environ- 
ment in  which  the  Company  operates.  This  change  in  economic  environment 
has  resulted  from  an  interaction  of  the  effects  of  infiation  and  a diminution  of 
traffic  growth  which  formerly  produced  marginal  revenues  sufficient  to  offset 
cost  increases  resulting  from  infiation. 

In  connection  with  our  Report  on  the  Development  and  Evaluation  of  Toll 
Policies  and  Alternative  Sources  completed  in  1970,  we  did  an  analysis  of  the 
costs  of  the  Panama  Canal  and  its  relationship  to  revenues.  Using  this  as  a 
basis  for  an  approximation,  the  Company  can  reasonably  assume  that  the  costs 
of  operating  the  Panama  Canal  are  65%  fixed  and  35%  variable.  This  high 
percentage  of  fixed  costs  is  not  unusual  for  a capital-intensive  facility  which 
must  incur  a high  level  of  costs  to  maintain  minimum  capability. 

For  purposes  of  illustrating  how  infiation  and  changes  in  traffic  levels  impact 
on  the  financial  results  of  Company  operations,  assume  that  tolls  have  been 
set  to  recover  $200  million  of  costs.  Based  on  a 65%/35%  fixed/variable  cost 
ratio,  $130  million  of  the  $200  million  of  total  costs  would  be  fixed  and  $70  mil- 
lion variable.  A reduction  of  10%  in  traffic  would  reduce  revenues  by  $20  million. 
Assuming  that  variable  costs  would  respond  directly  to  decreases  in  traffic- 
volume,  a $7  million  decrease  of  costs  (10%  of  the  $70  million  variable  costs) 
could  be  expected.  Thus,  it  would  be  reasonable  to  conclude  that  in  this  case  a 
10%  decrease  in  traffic  would  produce  a $13  million  ($20  less  $7)  loss  under 
the  circumstances  described. 

Under  conditions  of  inflation,  using  the  same  example  of  a $200  million  cost 
level  and  assuming  a 10%  inflation  rate,  a $20  million  increase  in  costs  may 
occur.  To  compensate  for  this  cost  increase,  a traffic  level  increase  producing 
revenues  in  excess  of  $20  million  is  necessary  because  as  traffic  increases,  vari- 
able costs  will  increase,  with  the  latter  increase  being  over  and  above  the 
effects  of  inflation. 

For  many  years,  the  Company  benefited  from  both  its  preponderance  of  fixed 
costs  and  traffic  growth.  Generally,  each  additional  dollar  of  revenue  increased 
costs  by  only  35^-,  leaving  the  remaining  65<?^  to  cover  the  effects  of  inflation. 
However,  the  Company  has  become  the  victim  of  the  interaction  of  decreased' 
traffic  and  inflation.  IJnder  these  circumstances,  toll  levels  previously  estab- 
lished to  match  cost  levels  are  likely  to  fall  short  of  cost  levels,  even  with  the- 
most  aggressive  cost  cutting,  unless  fundamental  changes  are  made  in  the 
programs  that  constitute  the  fixed  cost  base. 
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From  our  experience  with  the  Company  over  the  years,  some  cost  reductions 
may  be  possible  through  the  continuation  of  recent  austerity  measures  and 
possibly  by  changing  the  scope  of  certain  activities  currently  performed  within 
the  Canal  operation.  However,  it  is  clear  to  us  that  such  actions  would  not  be 
sufficient  to  sustain  the  Company  without  future  toll  rate  increases  unless 
worldwide  inflation  subsides  and/or  strong  continuing  Canal  traffic  growth 
resumes.  To  be  more  specific,  if  inflation  continues  at  an  annual  rate  of  about 
8%,  Canal  costs  will  increase  by  almost  50%  in  the  next  five  years  and  there  is 
no  forseeable  offset  to  cost  rises  of  this  magnitude  through  cost  or  service 
reductions. 

PANAMA  CANAL  ACCOUNTING  POLICIES  FOR  COST  RECOGNITION 

Our  firm  has  on  occassion  been  called  upon  by  the  Panama  Canal  Company 
to  review  certain  of  its  accounting  policies.  In  recent  years,  the  more  significant 
of  such  assignments  were  reviews  we  made  of  the  Company’s  policy  with 
respect  to  depreciation  of  certain  assets  and  of  changes  in  policy  being  effected 
in  1973.  The  reports  we  issued  as  a result  of  those  reviews  are  entitled  Account- 
ing for  the  Cost  of  Excavations  and  Evaluation  of  Accounting  Policy  Clia7iges 
During  Fiscal  year  1973,  respectively,  and  were  issued  in  April,  1972,  and 
August,  1973,  respectively.  We  understand  that  these  reports  have  been  sub- 
mitted to  the  Committee. 

In  the  1972  report,  we  concluded  that  “.  . . the  Company  should  begin  to 
recognize  the  costs  of  the  land  and  excavations  through  depreciation  charges 
over  a period  of  30  to  40  years  and  that  the  depreciation  should  be  recovered 
from  the  users  of  the  Canal  through  tolls.  . . .”  Effective  July  1,  1974,  the 
Company  adopted  this  recommendation.  Our  1973  review  covered  changes  in 
Company  policies  with  respect  to  recognition  of  costs  associated  with  minor 
items  of  plant  and  equipment,  depreciation  of  certain  assets,  uncollectible 
accounts  receivable,  obsolete  and  excess  operating  materials  and  supplies,  major 
systems  or  engineering  studies  or  extraordinary  maintenance,  lock  overhauls 
and  marine  accidents.  We  concluded,  among  other  things,  that  the  new  account- 
ing policies  appeared  to  comply  with  legal  requirements,  allowed  for  a reason- 
able recognition  of  all  costs  in  the  rate-making  process  and  adhered  to  generally 
accepted  accounting  principles.  Further,  it  was  our  opinion  that  the  newly 
established  policies  were  particularly  relevant  to  the  requirements  of  a rate- 
regulated  business  and  were,  therefore,  appropriate  for  the  Panama  Canal 
Company. 

In  summary,  each  of  the  Company's  accounting  policies  which  we  have 
reviewed  or  which  were  implemented  as  a result  of  a review  by  us  appropri- 
ately provides  for  proper  recognition  of  the  costs  of  providing  service. 

COST  RECOGNITION  ALTERNATIVES 

It  should  be  noted  that  accounting  policies  are  the  bases  for  determining 
when  costs  should  be  recognized,  normally  within  a framework  of  guidelines 
known  as  generally  accepted  accounting  principles.  However,  neither  accounting 
policies  nor  generally  accepted  accounting  principles  exercise  any  influence 
over  the  incurrence  of  cost,  for  the  term  “accounting”  in  and  of  itself  implies 
that  an  event  or  transaction  has  already  taken  place  which  must  be  accounted 
for. 

Decisions  on  when  to  recognize  costs  which  have  been  incurred  require  the 
exercise  of  judgment  based  upon  an  understanding  of  the  economic  realities 
of  an  event  or  transaction  and  the  application  of  generally  accepted  accounting 
principles.  These  judgments  are  to  a degree  subjective.  However,  the  alterna- 
tives of  not  recognizing  incurred  costs  at  all,  or  recognizing  such  costs  based 
only  upon  physical  events  is  to  ignore  economic  fact  and  is  wrong. 

For  example,  Company  X acquires  an  asset  whose  physical  characteristics 
are  such  that  it  has  been  determined  to  have  a physical  life  of  40  years,  but 
due  to  anticipated  technological  advances  will  have  an  economic  life  (i.e.,  will 
produce  revenue)  for  only  20  years.  Some  people  might  contend  that  any  of 
the  following  four  alternative  accounting  treatments  might  be  acceptable : 
(1)  write  off  the  entire  cost  of  the  asset  upon  purchase;  (2)  write  off  the  cost 
of  the  asset  through  depreciation  charges  over  its  anticipated  economic  life  of 
20  years;  (3)  write  off  the  cost  of  asset  through  depreciation  charges  over 
its  anticipated  physical  life  of  40  years ; or  (4)  not  write  off  the  cost  of  the 
asset  at  all. 
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However,  if  the  two  objectives  of  the  accounting  process — to  match  costs 
with  the  revenue  generated  from  operation  of  the  asset  and  to  show  the  asset 
in  a balance  sheet  at  a reasonable  cost — are  to  be  met,  the  only  proper  policy 
for  Company  X would  be  to  recognize  the  cost  of  this  acquired  asset  under  the 
second  alternative.  Each  of  the  other  alternatives  would  misstate  the  cost  of 
producing  revenues  in  varying  degrees  and  misstate  the  balance  sheet  during 
the  economic  life  of  the  asset. 

If  the  Company  chose  the  first  alternative  and  prices  were  set  at  a level  to 
equal  costs,  the  customers  receiving  service  during  the  year  of  purchase  would 
unjustifiably  have  had  to  bear  costs  properly  attributable  to  future  periods  in 
which  the  asset  continued  to  provide  service.  If,  on  the  other  hand,  the  Com- 
pany chose  the  third  or  fourth  alternative,  revenues  realized  during  the  eco- 
nomic life  of  the  asset  would  have  had  insufiicient  costs  attributed  to  them 
and,  assuming  that  the  Company’s  product  was  priced  based,  in  part,  on  its 
costs,  when  the  asset  ceased  to  produce  revenues,  it  is  likely  that  the  Company 
would  not  have  fully  recovered  from  revenues  what  it  had  originally  paid  for 
the  asset. 

The  above  example  indicates  that  the  setting  of  rates  based  on  proper 
accounting  for  costs  must  balance  the  interests  of  present  and  future  users, 
for  if  too  great  a proportion  of  costs  are  recognized  today,  then  today’s  user 
is  charged  for  tomorrow’s  cost.  Conversely,  if  insufficient  costs  are  recognized 
today,  today’s  user  will  benefit  potentially  to  the  detriment  of  tomorrow’s  user. 
However,  in  the  latter  case,  chances  are  that  the  regulatory  body  with  juris- 
diction would  intervene  tomorrow  on  behalf  of  that  day’s  user  and  the  pro- 
vider of  the  service  might  not  be  allowed  to  recover  costs  which  should  have 
been  recognized  yesterday. 

Applying  this  example  to  the  Panama  Canal  Company,  it  can  be  seen  that, 
if  costs  are  properly  recognized  (as  has  been  the  case  to  date),  U.S.  taxpayers 
wnll  not  have  to  subsidize  the  recipients  of  Canal  services  and  future  users  will 
not  have  to  bear  costs  properly  attributable  to  those  who  went  before  them. 
If  the  Panama  Canal  Company  were  to  recognize  costs  on  an  improper  basis 
or  not  recognize  costs  at  all,  the  converse  would  be  a reality  to  the  detriment 
of  future  users  of  the  Canal  and  of  the  U.S.  taxpayers. 

COMMENTS  EEGAEDING  H.E.  12641 

We  have  read  the  proposed  revision  of  2CZ  Code  Section  62(e)  and,  while 
we  feel  that  it  may  be  appropriate  that  the  Company  receive  interest  on  the 
funds  it  has  deposited  with  the  U.S.  Treasury,  we  have  misgivings  regarding 
the  remainder  of  the  proposed  change.  The  existing  law  provides  substantially 
financial  fiexibility  by  recognizing  the  possibility  that  temporary  economic 
declines  can  occur.  Such  short-term  distress  can  be  accommodated  by  the 
temporary  deferral  of  payments  to  the  U.S.  Treasury  for  interest,  the  net  cost 
of  Canal  Zone  Government,  and  the  annuity  to  the  Republic  of  Panama.  These 
deferrals  are  accounted  for  as  unearned  costs  to  be  subsequently  recovered 
through  tolls  and  when  recovered  the  deferred  payment  is  due  and  payable 
to  the  U.S.  Treasury.  This  process  acts  as  a relief  valve  in  periods  of  tempo- 
rary financial  distress  such  as  the  Company  is  currently  experiencing  without 
frustrating  the  self-sufficiency  requirement  wherein  the  users  of  the  Canal 
must  pay  for  the  service  they  receive. 

In  contrast,  H.R.  12641  proposes  to  increase  the  net  direct  investment  of  the 
U.S.  Government  in  the  Panama  Canal  Company  to  the  extent  that  such  inter- 
est is  not  earned,  resulting  in  a likely  permanent  deferral  of  costs  and  an 
immediate  subsidization  in  the  like  amount  by  U.S.  taxpayers.  The  proposal 
provides  no  mechanism  for  these  deferred  costs  to  be  recognized  as  operating 
costs  for  the  setting  of  toll  rates.  Thus,  there  is  no  realistic  provision  for 
ultimate  repayment  of  the  deferred  costs.  This  results  in  the  inequity  of  the 
users  of  Canal  services  not  reimbursing  the  Company  for  the  economic  costs 
of  the  services  they  have  received.  In  our  opinion,  the  existing  law  properly 
recognizes  that  interest  costs  are  costs  associated  with  rendering  Canal  serv- 
ice and  as  such  are  properly  recoverable  through  user  charges. 

This  theory  of  attempting  to  recoup  deficiencies  in  earnings  by  capitalizing 
them  in  the  hope  that  they  might  be  recovered  at  some  future  time  was 
attempted  in  the  transit  industry  during  the  early  years  of  regulation  in  this 
country.  The  compounding  of  the  problem  merely  added  to  the  problems  of 
that  industry. 
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COx^^CLUSION 

The  financial  strength  breathed  into  the  Panama  Canal  organization  by  Con- 
gress in  1950  and  perpetuated  by  the  Company  itself  through  sound  financial 
and  accounting  policies  has  been  in  the  best  interests  of  all  parties  affected 
by  its  operation,  including  the  shipping  industry,  the  Republic  of  Panama, 
consumers  worldwide  and  the  U.S.  Government  as  well  as  its  taxpayers.  There- 
fore, it  is  our  opinion  that  the  current  financial  difllculties  of  the  Panama 
Canal  can,  and  should  be,  resolved  within  the  framework  of  the  law  as  it 
exists  today.  Further,  if  toll  rates  were  to  be  determined  without,  or  with 
only  partial,  regard  for  all  costs  incurred  in  rendering  Canal  service,  the  result 
would  be  that  the  Panama  Canal  operation  would  no  longer  be  self-sufficient, 
users  would  no  longer  bear  the  true  cost  of  rendering  Canal  service  and  sub- 
sidies would  be  required  to  continue  Canal  operations. 


EXHIBIT  - 1 


PANAMA  CANAL  COMPANY 
FIXED  AND  VARIABLE  COST  RELATIONSHIPS 


$ 

(IN  MILLIONS) 


TRAFFIC 

FC  NET  TONS  (IN  MILLIONS) 


79-367  0-77-17 
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PANAMA  CANAL  COMPANY 
REVENUE  RELATIONSHIPS  TO  TRAFFIC 


EXHIBIT  - 2 


$ 

N MILLIONS 


TRAFFIC 

PC  NET  TONS  (IN  MILLIONS) 
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300 

275 

250 

225 

200 
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100 

75 

50 

25 
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PANAMA  CANAL  COMPANY 
BREAK  EVEN  POINT 


EXHIBIT  - 3 


110  130  150  170  190  210  230 


TRAFFIC 

PC  NET  TONS  (IN  MILLIONS) 

Break  even  point  at  $200  million  in  costs  with  toil  rate  of  $1.30  FC  net  ton  is 
50  million  PC  net  tons  of  traffic. 
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EXHIBIT  - 4 

PANAMA  CANAL  COMPANY 
EFFECT  OF  DECREASE  IN  TRAFFIC 
BY  10%  ON  INCOME 


$ 


TRAFFIC 

PC  NET  TONS  (IN  MILLIONS) 
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PANAMA  CANAL  COMPANY 
EFFECT  OF  10%  INFLATION  ON  INCOME 


EXHIBIT  - 5 


$ 


PRE  INFLATION 
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PANAMA  CANAL  COMPANY 
EFFECT  OF  THE  COMBINATION  OF  A 10%  TRAFFIC 
DECREASE  AND  A 10%  INCREASE  IN 
THE  COST  OF  INFLATION 


EXHIBIT  - 6 


TRAFFIC 

PC  NET  TONS  (IN  MILLIONS) 


POST  INFLATION  PRE  INFLATION 

Mr.  Kujawa.  The  thrust  of  my  testimony  today  is  that  there  are 
no  fundamental  flaws  in  the  financial  structure  of  the  Panama  Canal 
Company.  A review  of  the  Company's  financial  history  will  show 
that  it  has  had  financial  success  in  sharp  contrast  with  other  govern- 
mental bodies,  such  as  the  U.S.  Postal  Service,  ConPail,  and 
xVmtrack,  whicli  were  initiated  with  great  optimism,  but  soon  came 
back  to  the  Congress  for  large  sums  of  Federal  subsidies. 

I share  the  optimism  expressed  by  members  of  the  committee 
yesterday,  which  included  admiration  for  what  the  Panama  Canal 
has  been  able  to  accomplish  over  the  years. 
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Contributing  to  the  financial  success  of  the  Company  has  been  its 
sound  accounting  policies  which  properly  reflect  all  costs  so  that  tolls 
can  be  set  at  levels  to  recover  costs,  and  maintain  the  Company’s 
financial  health. 

We  do  not  find  toll  increases  of  the  magnitude  made  by  the  Com- 
pany to  be  shocking,  but  rather  necessary,  and  not  uncommon  in 
this  inflationary  period  being  experienced  by  economic  entities 
around  the  world. 

I think  it  would  be  difficult  to  convince  a wage  earner  who  had 
experienced  a 10  percent  increase  in  his  cost  of  living  in  terms  of  oil 
prices,  in  terms  of  food  prices,  and  in  terms  of  housing,  that  a 10 
percent  wage  adjustment  to  reflect  that  cost  of  living,  in  fact,  re- 
flected an  increase  in  wages.  He  would  consider  that  merely  a 
catchup,  that  he  is  the  same  after  the  wage  increase  as  he  was  before. 

Similarly,  the  Panama  Canal  Company  needs  to  catch  up,  and  I 
think  it  is  a double  standard  to  condemn  the  Panama  Canal  for 
necessary  toll  increases  to  reflect  cost  increases  when,  in  fact,  all  the 
Panama  Canal  Company  is  doing  is  financially  standing  still. 

If  inflation  occurs  in  the  future,  toll  increases  will  have  to  be  made. 

Throughout  our  years  of  association  with  the  Panama  Canal  Com- 
pany, we  have  observed  and  admired  the  ability  of  the  Company  to 
finance  its  own  operations  and  generate  sufficient  capital  internally  to 
replace  and  expand  Canal  facilities  as  ever-increasing  demands  are 
placed  upon  its  ability  to  render  service. 

The  high  quality  of  the  Panama  Canal  service  has  continued  unim- 
paired since  1950  when  it  was  organized.  The  Company  has  never 
had  to  seek  further  financial  assistance  from  Congress,  and  it  has 
increased  toll  rates  generally  only  once. 

The  fundamental  economic  factor  contributing  to  this  success  has 
been  the  traffic  growth.  Credit  for  this  accomplishment  should  also 
be  given  to  Congress  and  the  wisdom  and  foresight  of  its  legislation 
governing  the  financial  affairs  of  the  Company,  as  well  as  manage- 
ment of  the  Company,  which  has  adapted  to  continuous  changes  in 
the  economic  environment  in  which  it  operates. 

The  fact  that  the  Company  has  been  able  to  sustain  itself,  and, 
through  recycling  of  its  own  capital,  maintain  and  improve  facilities 
of  the  Canal,  has  benefited  many  parties. 

It  has  benefited  the  shipping  industry,  through  relatively  stable 
toll  rates. 

It  has  benefited  the  employees  of  the  Company,  whose  substantial 
wage  increases  over  time  have  been  financed  totally  through  company 
revenues. 

It  has  benefited  the  economy  of  the  Kepublic  of  Panama  through 
the  funds  that  pass  through  its  citizen  emjDloyees  and  businesses  that 
are  generated  initially  by  Panama  Canal  revenues. 

It  has  benefited  consumers  worldwide  who  ultimately  bear  the  cost 
of  the  Panama  Canal  tolls. 

Finally,  the  Panama  Canal’s  financial  stability  has  benefited  the 
U.S.  Government  and  its  taxpayers  who  have  not  been  required  to 
subsidize  the  world  trade  that  enjoys  the  benefits  of  Panama  Canal 
service. 

Changing  now  to  the  subject  of  the  tolls  formula  and  cost  recog- 
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nition,  the  U.S.  Congress  has  legislatively  required  that  the  Panama 
Canal  Company  be  a self-sustaining  entity  whose  operations  are 
financed  through  user  changes.  This  requirement  is  set  forth  in  sec- 
tion 412  of  title  2 of  the  Canal  Zone  Code,  which  provides  the 
formula  for  tolls.  Under  this  statutory  formula,  tolls  are  required  to 
be  set  at  rates  calculated  to  cover  as  nearly  as  practicable  all  costs 
of  maintaining  and  operating  the  Panama  Canal,  including  interest, 
depreciation,  and  an  appropriate  share  of  the  net  costs  of  operation 
of  the  Canal  Zone  Government. 

From  an  accounting  standpoint,  the  tolls  formula  requires  that  all 
costs  of  maintaining  and  operating  the  Panama  Canal  be  recognized, 
that  is,  reflected  in  the  accounting  process,  for  costs  which  are  not 
recognized  cannot  easily  be  reckoned  with  in  the  toll-setting  process. 

It  should  be  appreciated  that  the  accounting  process  for  rate- 
regulated  public  utilities,  such  as  the  Panama  Canal  Company,  has 
special  significance  in  that  the  level  of  costs  recognized  through  the 
accounting  j)rocess  establishes  the  basis  for  the  level  of  the  price  to 
be  charged  for  the  service.  Thus,  the  accounting  process  has  a direct 
relationship  with  the  actual  cash  received  by  the  Panama  Canal. 

It  is  abundantly  clear  and  apparent  that  tolls  must  be  equal  to 
operating  expenses  for  the  Company  to  sustain  itself.  The  more 
difficult  concept  to  grasp  is  the  importance  of  the  recycling  of  capital 
for  a capital-intensive  operation  such  as  the  Panama  Canal. 

When  the  Company  was  incorporated  in  1950,  the  U.S.  Govern- 
ment provided  it  with  some  $600  million  of  assets  stated  generally 
in  terms  of  the  original  cost  to  the  Company’s  predecessor,  the 
Panama  Canal  Agency.  Kestated  to  the  price  levels  existing  today, 
this  amount  is  probably  in  excess  of  $2  billion,  so  we  are  talking 
about  a huge  economic  resource,  costing  in  excess  of  $2  billion  when 
we  talk  about  the  Panama  Canal. 

The  related  facilities  Avhicli  this  capital  purchased  must  be  re- 
placed and  improved  to  provide  service  to  wmrld  shipping.  This  has 
been  accomplished  by  the  Panama  Canal  Company  through  the 
process  of  recognizing  depreciation,  which  it  is  recovering  through 
tolls,  thus  producing  cash.  This  cash,  in  turn,  has  been  used  for  the 
most  part  to  reinvest  in  capital  facilities  of  the  Panama  Canal. 

To  ignore  the  existence  of  depreciation,  or  any  other  costs,  in  whole 
or  in  part,  is  tantamount  to  requesting  an  external  subsidy  for  Canal 
operations. 

For  example,  if  the  Canal  were  to  cease  to  depreciate,  and  thus 
recognize,  the  cost  of  its  facilities,  tolls  will  be  set  at  a lower  level, 
producing  no  cash  to  provide  for  the  replacement.  Under  these  cir- 
cumstances, the  Panama  Canal  Company  will  be  left  with  no  means 
to  finance  the  capital  replacement  and  improvements  in  the  future 
that  will  undoubtedly  be  required.  Under  these  circumstances,  there 
will  be  no  alternative  but  to  request  external  subsidies  in  cash  to  pro- 
vide necessary  funds  to  replace  plant  facilities. 

The  Panama  Canal  Company  is  a complex  economic  animal.  I 
would  like  to  explain  for  a few  minutes  my  perception  of  that 
financial  animal  in  terms  of  the  problems  it  is  now  presenting.  This 
perception,  of  course,  is  obtained  through  our  long  time  association 
with  the  Company,  which  has  given  us  a unique  insight  into  its 
operations  and,  in  turn,  its  cost  characteristics. 
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It  is  obvious  that  the  results  of  recent  Panama  Canal  Company 
operations  demonstrate  that  its  ability  to  recover  costs  has  deteri- 
orated. The  causes  underlying  these  financial  difficulties  are,  however, 
not  so  obvious,  Mr.  Chairman.  It  appears  to  us  that  such  difficulties 
have  been  caused  principally  by  a change  in  the  economic  environ- 
ment in  which  the  Company  operates.  This  change  in  economic 
environment  has  resulted  from  an  interaction  of  the  effects  of  infla- 
tion, and  a decrease  in  traffic  growth,  which  formerly  produced 
marginal  revenues  sufficient  to  offset  cost  increases  resulting  from 
inflation. 

In  connection  with  previous  studies  we  have  made  for  the  Panama 
Canal,  we  have  concluded  that  Panama  Canal  costs  are  approxi- 
mately 65-percent  fixed  and  SS-j^ercent  variable.  This  high  percent- 
age of  fixed  cost  is  not  unusual  for  a capital-intensive  facility  which 
must  incur  a high  level  of  cost  to  maintain  minimum  capability. 

Thus,  the  basic  fixed  cost  of  the  Canal  is  about  65  percent  of  their 
total  cost.  Let  us  keep  that  in  mind  as  we  go  forward  and  analyze 
what  this  means. 

For  purposes  of  illustrating  the  effect  of  inflation  and  changes  in 
traffic  growth  and  the  impact  on  the  Company,  assume  that  tolls 
have  been  set  to  recover  around  $200  million  in  costs.  Based  on  a 
65-35  percent  fixed/ variable  cost  ratio,  $130  million  of  that  $200 
million  of  total  cost  would  be  fixed,  and  $70  million  variable  with 
volume  of  traffic. 

A reduction  of  10  percent  in  traffic  would  reduce  revenues  by  10 
percent,  obviously,  or  $20  million.  Assuming  that  variable  costs 
would  respond  directly  to  a decrease  of  this  traffic  volume  only  a 
$7  million  decrease  in  cost  could  be  expected.  Thus,  it  would  be 
reasonable  to  conclude  that  in  this  case  a 10-percent  decrease  in 
traffic  produces  a $13  million  loss  if  tolls  are  not  changed. 

Under  circumstances  of  inflation,  using  the  same  example  of  $200 
million  cost  level,  and  assuming  a 10-percent  inflation  rate,  a $20 
million  increase  in  cost  would  incur.  To  compensate  for  this  cost 
increase,  a traffic  level  increase  producing  revenues  in  excess  of  $20 
million  would  be  necessary  just  to  stand  still  in  terms  of  cost  recovery. 

For  many  years,  the  Company  benefitted  from  both  its  preponder- 
ance of  fixed  cost  and  traffic  growth.  Generally,  each  additional 
dollar  of  revenue  produced  from  traffic  growth  left  the  Company 
with  65  percent  to  cover  the  effects  of  inflation.  However,  the  Com- 
pany has  become  the  victim  of  the  interaction  of  decreased  traffic  and 
inflation. 

Under  these  circumstances,  Mr.  Chairman,  toll  levels  previously 
established  to  match  cost  levels  are  likely  to  fall  short  of  cost  levels, 
even  with  the  most  aggressive  cost  cutting,  unless  fundamental 
changes  are  made  in  the  programs  that  constitute  the  fixed  cost  base. 

From  our  experience  with  the  Company  over  the  years,  some  cost 
reductions  may  be  possible  through  the  continuation  of  recent 
austerity  measures,  possibly  by  changing  the  scope  of  certain  activi- 
ties currently  performed  within  the  canal  operation.  However,  it  is 
clear  to  us  that  such  actions  would  not  be  sufficient  to  sustain  the 
Company  without  future  toll  rate  increases,  unless  worldwide  infla- 
tion subsides,  and  a strong  traffic  growth  resumes. 


260 


To  be  more  specific,  if  inflation  continues  at  an  annual  rate  of 
about  8 percent,  canal  costs  will  increase  by  almost  50  percent  in  the 
next  5 years,  and  there  is  no  foreseeable  offset  to  cost  rises  of  this 
magnitude  through  cost  or  service  reductions.  Tolls  must  be  increased 
to  compensate  for  that  kind  of  inflation. 

Mr.  Cliairman,  regarding  accounting  policies,  our  firm  has  on  oc- 
casion been  called  upon  by  the  Panama  Canal  Company  to  review 
certain  of  its  accounting  policies.  Regarding  depreciation,  which  was 
talked  about  here  yesterday,  we  issued  a report  to  the  Company  in 
1972  regarding  its  depreciation  of  excavation  costs,  and  concluded 
that  the  Company  should  begin  to  recognize  the  cost  of  the  land  and 
excavations  through  depreciation  charges  over  a period  30  to  40 
years,  and  that  the  depreciation  should  be  recovered  from  the  users 
of  the  canal  through  tolls.  Effective  July  1,  1974,  the  Company 
adopted  this  recommendation. 

Our  1973  review  covered  changes  in  Company  policies  with  respect 
to  certain  other  accounting  matters  including  recognition  of  costs 
associated  with  minor  items  of  plant  and  equipment,  uncollectable 
accounts  receivable,  obsolete  and  excess  materials  and  supplies,  major 
systems  and  engineering  projects,  lock  overhauls,  and  marine  acci- 
dents. We  concluded,  among  other  things,  that  the  new  accounting 
policies  appeared  to  comply  with  legal  requirements,  allowed  for  a 
reasonable  accommodation  of  all  costs  in  the  ratemaking  process, 
and  adhered  to  generally  accepted  accounting  principles.  Further, 
it  was  our  opinion  that  the  newly  established  policies  were  particu- 
larly relevant  to  the  requirements  of  the  rate-regulated  business,  and 
were  therefore  appropriate  to  the  Panama  Canal  Company. 

In  summary,  each  of  the  Company’s  accounting  policies  which  we 
have  reviewed,  or  which  were  implemented  as  a result  of  our  review, 
appropriately  provides  for  proper  recognition  of  the  cost  of  provid- 
ing service  to  worldwide  shipping. 

I wish  now  to  comment  briefly  on  proposed  H.  R.  12641.  While  we 
feel  that  it  may  be  appropriate  that  the  Company  receive  interest 
on  the  funds  it  has  deposited  with  the  U.S.  Treasury,  we  have  mis- 
givings regarding  the  remainder  of  the  proposed  change. 

The  existing  law  provides  substantial  financial  flexibility  by  recog- 
nizing the  possibility  that  temporary  economic  declines  can  occur. 
Such  short  term  distress  can  be  accommodated  by  the  temporary 
deferral  of  payments  to  the  I^.S.  Treasury  for  interest,  the  net  cost 
of  Canal  Zone  Government  and  the  annuity  to  the  Republic  of 
Panama.  These  deferrals  are  accounted  for  as  unearned  cost,  to  be 
subseciuently  recovered  through  tolls,  and  when  recovered,  the  de- 
ferred payments  due  and  payable  to  the  IT.S.  Treasury  are  made. 

This  process  acts  as  a relief  valve  in  periods  of  temporary  financial 
distress,  such  as  the  Company  is  currently  experiencing,  without 
frustrating  the  self-sufficiency  requirement,  wherein  the  users  of  the 
canal  must  pay  for  the  services  receiv^ed. 

In  contrast,  H.  R.  12641  proposes  to  increase  the  net  direct  invest- 
ment of  the  U.S.  Government  in  the  Panama  Canal  Company  to  the 
extent  that  such  interest  is  not  earned  resulting  in  the  likely  per- 
manent deferral  of  cost  and  immediate  subsidization  in  a like  amount 
by  U.S.  taxpayers.  The  proposal  provides  no  mechanism  for  these 
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deferred  costs  to  be  recognized  as  operating  costs  for  the  setting  of 
toll  i*ates.  Thus,  there  is  no  realistic  provision  for  ultimate  repay- 
ment of  these  deferred  costs. 

Tn  conclusion,  the  financial  strength  breathed  into  the  Panama 
Canal  organization  by  the  Congress  in  1950,  and  perpetuated  by  the 
Company  through  sound  financial  and  accounting  policies  has  been 
in  the  best  interests  of  all  parties  affected  by  its  own  operation. 
Therefore,  it  is  our  opinion  that  the  current  financial  difficulties  of 
the  Panama  Canal  Company  can  and  should  be  resolved  within  the 
framework  of  the  law  as  it  exists  today.  Further,  if  toll  rates  were 
to  be  determined  without,  or  with  only  partial  regard  for  all  costs 
incurred  in  rendering  canal  service,  the  result  would  be  that  the 
Panama  Canal  operation  would  no  longer  be  self-sufficient,  users 
would  no  longer  bear  the  true  cost  of  the  Panama  Canal  rendering 
service,  and  subsidies  would  be  required  to  continue  canal  operations. 

Thank  you  for  this  opportunity. 

Mr.  jNIetcalfe.  Thank  you  very  much,  Mr.  Kujawa. 

I wish  you  would  go  back  and  review  the  deferred  payment.  We 
would  like  to  know  your  recommendation  regarding  the  deferred 
payment. 

Mr.  Kujawa.  Well,  the  present  law,  as  we  understand  it  from  an 
accounting  standpoint,  recognizes  that  there  can  be  situations  in 
which  canal  revenues  fall  short  of  canal  expenses  for  short  periods 
of  time,  and,  therefore,  the  law  in  its  wisdom  provides  that  under 
such  circumstances  payments  to  the  U.S.  Treasury  could  be  deferred, 
and  the  Company  could  thus  retain  cash  to  keep  its  operations  going. 

These  deferred  costs,  and  deferred  payments  are  accounted  for  on 
the  books  of  the  Company.  In  the  future  when  the  opportunity  comes 
to  change  toll  rates,  or  traffic  resumes,  revenues  then  are  expected  to 
recover  these  costs,  and  when  they  do  recover  the  costs,  then  the 
Panama  Canal  must  remit  the  dollars,  that  is  the  cash,  to  the  U.S. 
Treasury.  It  is  a very  sound  mechanism  from  a financial  standpoint. 

Mr.  Metcalfe.  Do  you  contemplate  this  system  as  a balancing  fac- 
tor, because  during  your  testimony  you  constantly  referred  to  there 
being  a need  to  increase  the  toll  rates,  but  you  did  not  indicate  how 
high  you  can  go  with  these  increased  toll  rates. 

You  were  here  yesterday,  and  you  heard  the  statement  that  I think 
there  is  a point  beyond  which  we  cannot  go,  that  for  this  period  it 
may  be  more  detrimental  to  the  financial  status  of  the  Canal  Zone 
itself  and  the  canal  to  raise  tolls. 

In  other  words,  we  just  cannot  escalate  the  toll  increases  to  an  un- 
limited degree,  and  we  had  asked  the  Governor  how  high  it  could  go. 

Now,  I am  concerned  about  that,  that  we  do  not  contemplate  rais- 
ing the  toll  to  the  detriment  of  the  future  success  of  the  canal  itself. 

Ml’.  Kujawa.  Of  course,  inflation  has  a direct  impact  on  the  ability 
to  raise  tolls. 

I think  to  characterize  the  Panama  Canal,  its  economic  function  is 
to  provide  a shortcut  for  world  shipping,  in  getting  from  point  A to 
point  B.  The  alternative  to  the  ship,  is,  if  I may  use  the  term,  “the 
longcut,”  the  other  way.  The  value  then  of  the  shortcut  is  the  differ- 
ence in  cost  between  the  Panama  Canal  route  and  the  alternative 
route. 
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With  inflation,  the  cost  of  the  longcut  also  increases,  and  obviously, 
we  have  seen  huge  increases  in  oil  costs,  that  is  bunkers  for  ships  that 
have  changed  the  economics  of  their  longcut  alternative  substantially. 

In  a way,  if  you  have  continued  inflation  in  the  future,  the  Panama 
Canal  probably  can  match  that  inflation  in  terms  of  toll  increases 
pretty  much  dollar  for  dollar,  without  any  huge  or  major  impact  on 
its  traffic.  The  cost  of  the  longcut  is  also  going  to  increase  by  a like 
amount. 

Mr.  Metcalfe.  Do  you  not  also  have  to  take  into  consideration  the 
third  alternative  that  a shipper  has,  and  that  is,  using  the  land 
bridges,  in  order  to  avoid  going  through  either  the  Panama  Canal  or 
going  around  the  Horn? 

Mr.  Kujawa.  But  the  economics  of  the  land  bridge  are  also  im- 
pacted in  like  amounts  by  inflation.  If  you  have  10-percent  infla- 
tion, the  cost  of  rail  rates  in  the  United  States  will  probably  go  up 
10  percent,  so  that  each  of  those  alternatives  to  the  use  of  the  Panama 
Canal  is  affected  by  inflation. 

Now,  it  is  true  that  it  may  not  be  the  exact  effect,  but  it  is  likely  to 
be  a similar  effect  for  each  of  the  alternatives. 

Mr.  Metcalfe.  In  1974  the  Panama  Canal  Company  began  expens- 
ing all  minor  plant  assets  which  were  less  than  $1,000. 

Do  you  think  that  is  a good  policy,  to  write  off  these  assets  in  a 
1-year  period? 

Mr.  Kujawa.  Yes,  I do. 

This  is  mainly  an  accounting  simplicity. 

We  are  talking  about  a huge  economic  enterprise  here.  I character- 
ize it  as  a $2  billion  operation.  These  minor  items  do  not  have  much 
effect  on  cost  levels. 

The  Interstate  Commerce  Commission,  in  the  case  of  railroads,  pre- 
scribes a $1,500  range,  that  is,  a $1,500  item  purchased  by  a U.S.  rail- 
road is  expensed  when  purchased. 

Mr.  Metcalfe.  What  about  the  expenses  less  than  $1,000? 

Do  you  think  that  the  depreciation  should  be  over  a period  of 
years,  or  should  it  be  written  off  in  1 year  ? 

Mr.  Kujawa.  I think  that  since  the  effect  on  the  level  of  cost  in  any 
one  year  is  minor  as  a matter  of  accounting  simplicity  to  write  them 
off  immediately  is  proper. 

Mr.  jMetcalfe.  AWiat  is  your  position  as  to  whether  the  process  of 
treaty  negotiation  ought  to  affect  the  canal  finances? 

Mr.  Kujawa.  I do  not  think  one  can  ignore  the  realities  of  the 
world.  Those  treaty  negotiations  are  taking  place,  and  we  must  be 
aware  of  them  in  terms  of  the  possible  effect  on  your  financial  plan- 
ning. Today,  they  have  had  no  fundamental  effect,  to  my  knowledge, 
however,  on  the  Panama  Canal. 

Mr.  Metcalfe.  On  page  10  in  your  prepared  testimony  you  indicate 
that  the  accounting  process  has  a direct  relationship  to  the  cash  re- 
ceived. If  this  is  the  case,  does  it  not  mean  that  Congress  should  have 
a direct  interest  in  some  of  the  fundamental  accounting  decisions  of 
the  Company,  or  do  you  think  the  Company  should  be  handling  those 
alone? 

Mr.  Kujawa.  I think  that  the  Congress  has  established  the  policy 
that  the  tolls  should  be  set  to  ecpial  costs.  The  problem  of  determining 


263 


what  constitutes  the  cost  for  any  period,  is  accomplished  by  the 
accounting  process. 

Congress,  of  course,  has  its  General  Accounting  Office,  which  is  an 
arm  of  the  Congress,  which  has  financial  and  accounting  experts,  and 
they  audit  the  Panama  Canal  Company  on  an  annual  basis,  to  assure 
that  the  costs  are  accounted  for  by  the  Company  properly.  I think 
Congress  can  take  confidence  from  the  fact  that  the  GAO  makes  sure 
that  the  Company  follows  sound  accounting  practices. 

Mr.  Metcalfe.  Can  you  tell  us  the  composition  of  the  $318  million 
that  makes  up  the  net  direct  investment  in  the  canal,  and  how  it  came 
about  ? 

^Ir.  Kujawa.  Yes. 

IVe  must  go  back  to  1950  to  answer  your  question,  Mr.  Chairman. 
In  1950,  there  was  a financial  reorganization  directed  by  the  Con- 
gress. Tliere  was  concern  that  proper  accounting  was  not  taking 
place,  that  the  defense  facilities  were  being  charged  to  the  users,  and 
so  forth. 

There  was  a fresh  start,  through  an  inventory  taken  of  all  the 
assets  that  were  directly  involved  in  providing  canal  services.  Those 
assets  involved  in  defense  facilities,  and  the  abandoned  third  locks 
project,  were  not  recognized  as  being  proper  charges  to  the  shippers. 

IVhen  the  costs  of  all  the  assets  were  added  up,  there  was  sub- 
tracted an  estimate  of  what  the  depreciation  was  on  those  assets.  If 
the  asset  had  a 20-year  life  and  it  was  now  10-years  old,  it  was  valued 
at,  in  effect,  50  percent  of  its  original  cost  for  purposes  of  the  books. 

After  all  these  assets  were  added  up,  accumulated  depreciation  sub- 
tracted, and  the  liabilities  subtracted,  that  is  accounts  payable,  in- 
cluding the  payroll,  and  so  forth,  the  difference  was  represented  as 
the  net  direct  investment  of  the  United  States  in  the  canal  enterprise. 
In  other  words,  that  was  the  net  worth  of  the  U.S.  Government  in 
terms  of  the  Panama  Canal  assets.  In  1950,  Mr.  Chairman,  that  came 
out  at  over  $300  million. 

Mr.  Leggett.  Will  the  gentleman  yield? 

Mr.  Metcalfe.  Yes. 

^Ir.  Leggett.  You  are  talking  about  the  worth.  The  worth  is  not 
the  inA^estment  50  years  before,  but  the  worth  is  the  fair  market  value 
on  the  date  you  determine  wdiat  the  market  value  is,  is  it  not  ? 

AVe  are  getting  confused,  I think,  with  what  are  legitimate  and  rea- 
sonable deductible  expenses  for  Federal  Income  tax  purposes,  and 
what  is  worth,  and,  of  course,  you  have  mainly  the  former,  and  I 
think  we  are  confusing  ourselves  a little  bit. 

Mr.  Kujawa.  That  was  an  unfortunate  term  on  my  part,  Mr.  Leg- 
gett. I agree,  because  it  was  arrived  at  based  on  cost.  There  was  an 
accounting  for  the  costs,  original  cost,  that  is,  of  constructing  the 
Panama  Canal.  This  was  done  through  an  elaborate  engineering  and 
accounting  process  by  the  Company  in  1950,  1951  and  1952.  This  took 
several  years  to  accomplish,  to  add  up  in  a meticulous  manner,  all  the 
original  costs  of  all  the  facilities  that  were  then  in  use  and  providing 
service  to  world  shipping.  Depreciation  was  subtracted  from  that 
original  cost.  There  was  furthermore  subtracted  the  liabilities  and 
the  difference  represented  the  net  direct  investment  of  the  United 
States  related  to  the  cost  of  the  assets.  That  is  the  $318  million. 
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Mr.  Chairman,  tliat  is  on  the  books  now.  It  grossly  understates  those 
costs  in  terms  of  today’s  dollars  as  Mr.  Leggett  suggested. 

Mr.  Metcalfe.  Thank  you. 

I have  one  final  question. 

IVhat  do  you  think  would  be  the  advisability  of  the  issuance  of 
debt  instruments  by  the  Panama  Canal  Co.  ? 

I would  like  for  you,  in  the  interest  of  time,  if  you  could  give  us 
an  answer  now,  and  then  elaborate  on  it  for  the  record,  if  you  will, 
please. 

Mr.  Kujawa.  As  a brief  answer,  Mr.  Chairman,  if  the  cash  flow  of 
the  Company  is  inadequate  to  provide  for  the  required  improvement 
of  its  capital  facilities,  under  those  circumstances  the  issuance  of 
some  form  of  debt  may  be  necessary.  However,  it  would  only  be  ap- 
propriate if  the  debt  could  be  repaid  through  toll  revenues. 

I The  material  provided  for  the  record  is  as  follows :] 

Issuance  of  Debt  by  Canal  Company 

To  the  extent  the  Company  requires  capital  to  replace  or  expand  its  facili- 
ties in  order  to  continue  to  render  efficient  and  effective  service  to  the  shipping 
industry,  and  such  capital  could  not  be  internally  generated  by  recovery  of 
depreciation  charges  from  tolls,  it  could  be  appropriate  for  the  Company  to 
issue  bonds  or  similar  obligations,  if  appropriate  legislative  authority  were 
obtained.  Provided  that  a market  for  such  obligations  exists,  the  propriety  of 
such  a decision  would,  in  our  opinion,  be  dependent  upon  a clear  demonstra- 
tion that  future  tolls  could  be  set  at  rates  sufficient  to  recover  the  costs  of 
interest  on  such  obligations  as  well  as  the  costs  of  the  facilities  themselves 
(through  depreciation  charges).  From  a financial  standpoint,  it  would  be 
economically  inadvisable  to  incur  any  cost  which  could  not  be  recovered  from 
those  who  benefit  from  its  incurrence. 

Mr.  Metcalfe.  Thank  you  very  much. 

The  Chair  now  recognizes  the  distinguished  Chairman  of  the  full 
committee,  Mrs.  Sullivan,  for  any  questions  she  may  have. 

Mrs.  Sullivan.  Thank  you,  Mr.  Chairman. 

I do  not  think  I have  too  many  questions,  but  I would  like  to  ask 
you  again  about  the  need  for  legislation. 

First  let  me  say  I believe  we  are  all  in  agreement  that  the  Panama 
Canal  Co.  should  not  be  subsidized,  nor  should  the  Company’s  debt 
interest  payment  be  forgiven,  for  that  would  be  a subsidy.  But  from 
what  I gathered  in  your  statement  you  feel  that  the  law,  as  it  is 
written  today,  will  permit  us  to  defer  that  interest  payment,  and  we 
will  need  no  further  legislation  from  the  Appropriations  Committee 
to  defer  that  payment  until  such  time  as  we  hope  that  revenues  will 
increase  to  the  point  where  this  debt  can  be  paid  off. 

Mr.  Kujawa.  As  I read  the  law,  that  is  right. 

Mrs.  Sullivan.  Now,  I do  not  understand,  and  perhaps  I cannot 
see  clearly  enough  without  seeing  it  in  writing,  why  that  is  just 
carried  on  the  books  without  adding  it  to  either  one  of  the  totals,  the 
net  direct  investment  costs,  or  the  accounts  receivable? 

It  is  simply  shown  as  a deferred  payment  due  the  Treasury  when 
it  can  be  repaid? 

Mr.  Kujawa.  Right;  it  will  be  shown  as  a liability;  the  deferred 
payment  to  the  U.S.  Treasury. 

On  the  other  side  of  the  balance  sheet,  the  accountant  must  always 
balance  things,  and  it  would  be  another  asset  representing  a claim 
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against  future  earnings  chargeable  in  determining  future  toll  rates. 
The  objectives,  of  course,  is  always  that  tolls  revenue  equals  cost. 

Mrs.  SuLLivAX.  Well  then,  we  go  back  to  what  I had  so  assumed 
in  the  beginning,  that  the  deferment  would  be  charged  to  the  toll 
costs  and  not  to  the  investment  costs  ? 

Mr.  Kujawa.  Yes,  madam. 

Mrs.  Sullivan.  We  need  no  legislation  for  that  interest  deferral. 

Would  we  need  legislation;  that  is,  direct  legislation  on  an  interest 
payment  for  the  amount  of  Company  cash  that  is  deposited  now  with 
the  Treasury  ? 

Mr.  Kujawa.  Yes,  as  I understand  it,  you  would. 

Mrs.  Sullivan.  I think  that  is  clear  now  but  I was  in  doubt 
previously.  In  having  the  legislation  drawn  up  we  had  the  staff 
consult  with  the  General  Accounting  Office,  and  they  gave  us  an 
idea  of  how  this  could  be  handled  as  a bookkeeping  problem,  and  we 
so  worded  the  legislation  to  accomplish  this  objective. 

I think  that  the  language  on  deferment  would  be  useless  in  what 
we  are  trying  to  do,  if  you  say  we  can  accomplish  it  without 
legislation. 

At  the  moment  that  is  all  I have. 

Mr.  Metcalfe.  Thank  you.  Madam  Chairman. 

The  Chair  recognizes  the  distinguished  gentleman  from  Kentucky, 
Mr.  Snyder. 

Mr.  Snyder.  Thank  you,  Mr.  Chairman. 

Mr.  Kujawa,  I am  very  interested  in  your  statement.  I think  it  is 
very  helpful. 

When  did  Arthur  Andersen  & Co.  begin  doing  work  for  the 
Panama  Canal  Company  ? 

Mr.  Kujawa.  In  1951. 

Mr.  Snyder.  Did  the  act  cite  that  the  original  money  to  buy  the 
zone  and  build  the  canal  was  to  be  a grant  or  loan,  or  how  did  they 
refer  to  it? 

Mr.  Kujawa.  The  original  law,  sir  ? 

Mr.  Snyder.  Yes. 

Mr.  Kujawa.  I am  not  familiar  with  the  Spooner  Act.  Is  that 
the  one  that  established  the  Panama  Canal  Company  in  1950? 

Mr.  Snyder.  In  1903,  and  1902,  back  in  there. 

Mr.  Kujawa.  I am  not  familiar  with  that  law. 

Mr.  Snyder.  Well,  concerning  the  accounting  you  have  approved, 
the  payment  on  the  interest  on  the  obligation  to  the  Federal  Govern- 
ment, I was  just  wondering  what  is  the  basis  for  that  in  law? 

Mr.  Kujawa.  Tlie  basis  for  all  accounting  that  takes  place  now  is 
the  1950  act,  establishing  the  Panama  Canal  Company. 

Mr.  Snyder.  Does  that  1950  act  specify  the  interest  to  be  paid 
to  the  Federal  Government  on  its  investment? 

Mr.  Kujawa.  Yes;  it  does. 

Mr.  Snyder.  In  line  with  Mrs.  Sullivan’s  questions,  the  Panama 
Canal  Company  first  suffered  a loss  in  what  year? 

Mr.  Kujawa.  1973. 

Mr.  Snyder.  And  has  had  successive  losses  since  that  time? 

Mr.  Kujawa.  That  is  right. 

Mr.  Snyder.  What  year  did  you  begin  your  depreciation  process? 
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Mr.  Kujawa.  July  1, 1974. 

Mr.  Snyder.  So  the  depreciation  factor  was  in  existence  in  1974, 
but  not  in  1973  ? 

Mr.  Kujawa.  That  is  correct. 

Mr.  Snydp:r.  Projected  loss  for  1976  I believe  is  $14  million  plus, 
is  that  not  correct  ? 

Mr.  Kujawa.  That  is  the  Company’s  projection. 

Mr.  Snyder.  And  what  is  the  depreciation  item  hi  the  1976 
calculations? 

Mr.  Kujawa.  The  depreciation  on  all  assets,  I believe,  would  be 
in  tlie  range  of  $20  million. 

Mr.  Snyder.  And  that  $20  million  depreciation  item  is  considered 
in  making  the  determination  that  there  will  be  an  estimated  $14 
million  plus  loss? 

Mr.  Kujawa.  Certainly. 

Mr.  Snyder.  Does  that  not  then  mean  that  there  is  a cash  flow  of 
$20  million  that  exists  that  is  not  reflected  in  that  deficit  situation, 
which  means  that  they  do,  in  fact,  have  the  cash  to  make  the  payment 
of  their  interest  to  the  Federal  Government? 

Mr.  Ku.tawa.  Yes.  The  cash  flow,  of  course,  is  different  than  the 
cost  flow  for  all  kinds  of  reasons,  including  depreciation. 

Mr.  Snyder.  The  cash  flow  is  taking  into  consideration  the  $20 
million  depreciation  which  is  in  effect,  is  it  not? 

Mr.  Kujawa.  Well,  your  example,  we  have  a $20  million  number, 
and  $14  million  number. 

Mr.  Snyder.  Depreciation  is  $20  million  in  1976,  is  that  not  just 
what  you  testified  to  ? 

Mr.  Kujawa.  Yes. 

Mr.  Snyder.  Now,  that  means  you  have  $20  millon  that  you  are 
taking  off  your  balance  sheet  as  an  expense,  but  for  which  you  are 
not  putting  out  any  money  that  year,  so,  in  effect,  you  have  $20  mil- 
lion more  in  cash  than  that  $14  million,  I mean  that  the  balance 
sheet  shows. 

Mr.  Kujawa.  If  you  ignore  everything  else  that  is  going  on,  that 
is  correct. 

Mr.  Snyder.  Well,  then,  are  they  not  in  a cash  position  to  make  a 
payment  ? 

Mr.  Kujawa.  Well,  whether  they  are  in  a cash  position,  you  have 
to  take  into  account  all  other  factors. 

In  your  example,  they  had  a $14  million  loss,  so  $14  million  is 
being  lost  someway,  so  the  net  then  is  $6  million  in  your  example. 

At  best  we  have  a net  cash  of  $6  million. 

Mr.  Snyder.  If  your  deprecition  is  an  expense  on  your  books. 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Snyder.  And  it  is  charged  at  the  rate  of  $20  million  to  come 
up  with  a $14  million  loss. 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Snyder.  But  you  are  not  paying  that  $20  million  out  in  cash. 

Mr.  Kujawa.  Not  in  terms  of  existing  assets. 

Mr.  Snyder.  Many  years  ago. 

Mr.  Kujawa.  But  the  Canal  has,  each  year,  to  keep  it  operating, 
had  to  replace  those  assets  that  are  being  depreciated. 
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If  you  stop  replacing  them,  at  some  point  the  place  will  fall  apart. 

Mr.  Snyder.  I understand  that.  But  if,  in  fact,  you  did  not  change 
your  accounting  procedures  in  1973,  the  same  numbers  that  they  are 
using  now  in  their  projections  without  using  a depreciation  item 
would  actually  show  them  making  $6  million,  instead  of  losing  $14 
million,  right? 

Mr.  Kujawa.  No,  sir. 

Mr.  Snyder.  Why  not  ? 

Mr.  Kujawa.  Because  the  toll  rates  were  set  in  1974,  including  all 
depreciation. 

If  depreciation  would  have  been,  let  us  say,  $10  million  instead 
of  $20  million,  toll  rates  would  have  been  set  at  a level  of  $10  mil- 
lion less.  The  loss  would  still  be  $14  million. 

Mr.  Snyder.  Sir,  I said  assuming  all  the  numbers  were  the  same 
in  the  projection,  except  you  leave  out  the  depreciation  which  you 
began  to  crank  in  in  1973,  then,  with  all  the  other  numbers  being 
the  same,  and  your  depreciation  just  dropped  out  of  the  expense 
items,  you’d  show  $20  million  less  expense.  You’d  have  a difference 
in  your  total,  and  you’d  show  a $6  million  profit,  is  that  not  correct  ? 

Mr.  Kujawa.  If  you  leave  out  $20  million  of  any  cost,  you  will 
have  a profit. 

Mr.  Snyder.  That  is  right. 

Now^,  if  you  can  answer  this,  and  I do  not  know  whether  you  can 
or  not,  but  a subsequent  witness  will  testify,  according  to  the  pre- 
pared testimony  laying  up  here,  that  after  60  years  the  Company 
for  the  first  time  began  on  July  1,  1974  to  depreciate  treaty  rights, 
and  excavations  of  channels,  harbors,  basins,  and  other  original 
works  which  had  a valuation  of  $332  million. 

This  led  to  the  creation  of  the  annual  $8.3  million  depreciation 
charge  against  revenues,  which  in  itself  accounts  for  most  of  the 
loss  in  1975  and  in  1974,  which  slightly  exceeds  1975. 

Do  you  know  where  that  $8.3  million  figure  would  come  from? 
Would  you  tell  us? 

Mr.  Kujawa.  Yes,  I am  aware  of  that.  That  is  the  amount  of 
depreciation  on  principally  the  excavation  costs. 

Mr.  Snyder.  How  much  do  you  charge  for  the  purpose  of  depre- 
ciation, that  is,  what  value  have  you  set  upon  the  treaty  rights? 

Mr.  Kujawa.  The  treaty  rights  are  $10  million  of  the  $332  mil- 
lion of  costs  for  which  depreciation  was  started  in  1974. 

Mr.  Snyder.  The  value  of  the  treaty  rights  was  set  at  $10  million. 

Was  that  the  total  before  you  deducted  for  depreciation  allowed 
on  previous  years,  I mean  not  taken,  which  is  what  you  talked  about 
a while  ago  when  you  cut  some  things  in  half,  or  is  that  the 
total  now? 

Mr.  Kujawa.  The  $10  million  is  the  cash  payment  to  the  Republic 
of  Panama  in  1904. 

Mr.  Snyder.  So  what  value  did  you  put  on  the  treaty  rights  in 
1972  or  1973  w^hen  you  made  this  determination? 

Mr.  Kujawa.  The  same  $10  million  cost. 

Mr.  Snyder.  You  are  depreciating  that  over  the  40  years  also? 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Snyder.  A letter  dated  April  30,  1972,  directed  to  Mr.  Philip 
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Steers,  Comptroller,  Panama  Canal  Company,  signed  Arthur  An- 
dersen & Co.,  rather  than  by  an  individual,  but  on  your  stationery, 
on  page  ten,  the  last  page  of  that  letter — do  you  have  it? 

Mr.  Kujawa.  Yes,  I do. 

Mr.  SxYDER.  Keading  from  the  last  paragraph,  it  says: 

There  is  a wide  range  of  depreciation  periods  for  the  Canal  excavations 
which  could  be  considered  to  be  within  reason.  However,  since  the  United 
States  Government  has  indicated  a willingness  to  accept  a termination  date 
of  ‘sometime  in  the  next  century’  for  the  existing  treaty,  a depreciation 
period  of  30  to  40  years  would  seem  to  have  a sound  economic  basis  and  to  be 
reasonable. 

Who  were  you  quoting  when  you  put  “sometime  in  the  next 
century”  within  quotation  marks? 

Mr.  Kujawa.  Ambassador  David  H.  Ward. 

Mr.  Snyder.  F rom  what  document  ? 

Mr.  Kujawa.  From  an  address  entitled  “A  Modern  Treaty  for 
the  Panama  Canal.” 

Mr.  Snyder.  Was  there  any  direct  communication  to  Arthur 
Andersen  & Co.,  or  to  the  Panama  Canal  Company,  that  you 
know  of  ? 

Mr.  Kujawa.  Not  to  my  knowledge. 

Mr.  Snyder.  Where  was  that  address  made  ? 

Mr.  Kujawa.  Chicago. 

Mr.  Snyder.  When  ? 

Mr.  Kujawa.  On  May  12, 1972. 

Mr.  Snyder.  Well,  sir,  your  letter  is  dated  April  30,  1972. 

Did  you  have  a pre-release  ? 

Mr.  Kujawa.  No. 

Mr.  Snyder.  Then  how  did  you  quote  from  a speech  which  was 
not  made  until  12  days  later? 

Mr.  Kujawa.  Our  reports  take  a substantial  period  of  time  to 
prepare. 

The  complete  original  draft  was  dated  on  April  30,  and  that 
date  was  used  for  the  final  report. 

Mr.  Snyder.  Would  you  repeat  that  again,  please?  I did  not 
quite  understand  you. 

Mr.  Kujawa.  This  particular  report  on  depreciation  was  prepared 
over  a period  of  several  months. 

The  work  on  the  report  started,  as  I recall,  early  in  1972,  and, 
in  fact,  the  report  was  not  physically  issued  until  probably  June  or 
July  of  1972. 

Mr.  Snyder.  I do  not  want  to  know  “probably”  when  it  was  issued. 

The  Panama  Canal  Company  furnished  us  a photocopy  of  this 
letter  dated  Aj)ril  30,  1972,  in  response  to  questions  propounded  by 
this  committee  in  writing. 

I want  to  Imow  have  they  doctored  the  document,  or  are  you 
doctoring  the  document,  or  is  it  falsified  in  any  way,  or  is  it  an 
April  30  document? 

Mr,  Kujawa.  The  document,  as  I stated,  is  dated  April  30,  and 
neither  the  Company  nor  ourselves  have  doctored  the  document. 

Mr.  Snyder.  Then  if  it  is  dated  April  30 — well,  first,  is  your 
document  dated  April  30,  in  front  of  you? 
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Mr.  Kujawa.  Yes,  Sir. 

Mr.  Snyder.  Is  that  the  official  one  ? 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Snyder.  A duplicate  of  the  official  one  ? 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Snyder.  I want  to  know  how  you  quoted  in  that  a speech 
made  on  May  12. 

Mr.  Kujawa.  The  five-word  quotation  of  the  speech  was  entered 
into  the  document  after  the  speech  was  given,  which  was  after  the 
date  shown  on  the  letter. 

Mr.  Snyder.  Did  you  go  down  to  Mr.  Steers,  and  say  I want  that 
letter  back  so  I can  change  it? 

Mr.  Kujawa.  No,  sir. 

Mr.  Snyder.  What  you  are  saying  is  you  dated  it  April  30,  but 
did  not  type  it  up  until  after  May  12. 

Mr.  Kujawa.  The  final  report  was  not  issued  until  well  after 
April  30,  which  is  not  at  all  unusual. 

Mr.  Snyder.  Why  did  you  not  date  it  the  day  you  issued  it?  Why 
did  you  backdate  it  ? 

Mr.  Kujawa.  That  was  the  date  we  completed  the  field  work 
with  the  Panama  Canal  Company  and  reached  a conclusion  that 
depreciation  was  appropriate. 

Mr.  Snyder.  I am  not  asking  when  you  completed  the  field  work. 

You  got  this  report.  It  is  a letter  dated  April  30,  1972,  and  you 
are  purporting  now  to  tell  me  you  are  quoting  in  that  letter  state- 
ments made  by  Ambassador  Ward  on  May  12,  1972. 

I want  to  know,  is  it  customary  within  your  shop  to  write  reports 
in  your  shop,  and  then  to  backdate  them? 

Mr.  Ktijawa.  I do  not  consider  this  a backdating  process. 

Mr.  Snyder.  I do. 

I would  like  for  you  to  tell  me  why  it  is  not. 

According  to  your  testimony  today  it  was  put  in  its  final  shape 
after  May  12,  because  you  quoted  Ambassador  Ward’s  statement 
after  that  date. 

Then  you  make  this  report,  and  you  say  that  you  got  this  quote 
from  Ambassador  Ward’s  speech  of  May  12,  but  your  letter  is  dated 
April  30,  1972. 

Is  there  any  way  you  can  tell  me  from  your  records  when  you 
actually  issued  this  report  ? 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Snyder.  Would  you  do  that? 

Mr.  Kujawa.  Yes,  sir. 

[The  following  was  submitted  in  response  to  the  question :] 
Dating  of  Arthur  Andersen  & Co.  Report 

Our  reports  customarily  bear  the  date  on  which  we  either  concluded  field 
work,  as  on  an  audit,  or  reached  a conclusion  on  a matter  under  professional 
consideration.  In  the  case  of  our  report,  “Accounting  for  the  Cost  of  Excava- 
tions”, we  had  concluded  by  April  30,  1972,  that  the  Panama  Canal  Company 
should  begin  to  recognize  the  costs  of  lands  and  excavations  through  deprecia- 
tion charges  and  had  communicated  this  conclusion  to  the  Company.  Our  report 
then,  as  a matter  of  practice,  bore  the  date  of  April  30,  1972.  Drafts  of  the 
report  were  issued  beginning  in  June  of  1972  and  the  report  was  formally 
issued  to  the  Company  in  March  of  1974. 
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Mr.  Snyder.  Do  you  state  definitely  the  State  Department  or  the 
Panama  Ganal  Company  never  advised  you,  that  you  only  lifted  this 
from  k speech,  or  a news  story  ? 

Mr.  Kujawa.  I am  from  Chicago,  and  I was  physically  present 
for  that  particular  speech. 

Mr.  Snyder.  You  were  present?  I did  not  ask  you  that  question. 

1 asked  you  are  you  definitely  stating  the  State  Department,  or  the 
Panama  Canal  Company  never  specifically  advised  you  of  their  will- 
ingness to  accept  the  termination  date  of  “sometime  in  the  next  cen- 
tury,” as  stated  in  your  April  30, 1972  letter? 

Mr.  Kujawa.  No,  sir.  There  was  no  direct  communication  with  the 
State  Department  and  ourselves,  to  my  knowledge,  with  the  Com- 
pany and  the  State  Department  on  that  particular  point. 

Mr.  Metcalfe.  Are  there  further  questions  ? 

Mr.  Snyder.  I am  not  through  yet. 

You  were  present  for  the  speech  ? 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Snyder.  I think  Mr.  Steers  testified  yesterday  he  read  it  in  a 
newspaper  article. 

Do  you  recall  whether  or  not  Mr.  Steers  Avas  with  you  at  the 
meeting  ? 

Mr.  Kujawa.  He  was  not. 

Mr.  Snyder.  Both  of  you  have  relied  upon  that  speech  as  an  indica- 
tion of  the  willingness  of  the  U.S.  Government  to  give  up  the  Panama 
Canal,  is  that  correct  ? 

I will  not  say  both  of  you.  I Avill  ask  you  directly. 

Have  you  ever  relied  on  that  speech  as  the  willingness  of  the  U.S. 
Government  to  give  up  the  Panama  Canal  ? 

Mr.  Kujawa.  1 have  relied  on  that,  among  others. 

Mr.  Snyder.  I Avant  to  knoAv  Avhat  the  others  are.  Is  April  30,  1972, 
Avhen  you  made  that  report  ? 

Mr.  Kujaava.  Well,  I have  been  iiiAmh^ed  in  the  Panal  Canal 
affairs  since  1962. 

I Avas  physically  living  in  Panama  during  the  riots  in  1964.  I 
iieard  President  Johnson  in  1965  make  his  announcement  of  Avhat  he 
intended  to  do  in  terms  of  a neAv  treaty. 

I have  been  keeping  track  of  Avhat  the  Administration  has  been 
saying  as  to  their  intention  in  terms  of  a treaty  Avith  Panama,  and 
these  factors  were  influential,  although  not  controlling  factors  in  the 
final  analysis,  Avhich  Avas  that  these  costs  are  under  generally  accepted 
accounting  principles  probably  depreciable. 

Mr.  Snyder.  You  are  Avorried  about  Avhat  the  administration  is 
going  to  do,  and  Avliat  they  have  been  recommending,  but,  of  course, 
administrations  do  change. 

Are  you  familiar  Avith  a letter  AA’ritten  in  1953  by  Mr.  J.  S.  Seybold, 
then  President  of  the  Panama  Canal  Company,  in  response  to  an 
inquiry  from  this  committee,  in  AAdiich  he  said  : 

No  depreciation  or  return  on  the  capital  value  of  interest  during  the  1904 
to  1914  construction  period  has  been  included  in  the  study,  because  the  legis- 
lative history  of  the  present  tolls  clearly  indicates  the  intent  of  the  Congress 
to  exclude  this  item  from  the  toll  space. 

Likewise,  no  provision  has  been  made  for  amortization  of  lands  and  treaty 
rights  because  of  the  lack  of  statutory  authority,  although  these  assets  ha\"e 
been  included  in  the  investment  for  interest  purposes. 
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Mr.  Kujawa.  Yes,  sir,  I am  aware  of  that  letter. 

As  it  states,  no  depreciation  is  applicable  to  the  interest  cost  during 
the  construction  period.  These  costs  are  not  being  depreciated  by  the 
Company.  The  lands  and  treaty  rights  account  for  only  110  million 
of  the  $332  million  on  which  depreciation  was  started  in  1974. 

Mr.  Snyder.  So  you  want  to  base  your  determinations  on  what 
some  Ambassador  said  in  a speech,  and  what  the  Administration  has 
been  saying,  different  administrations,  that  are  changing,  more  than 
you  do  upon  Avhat  has  been  expressed  as  the  intent  of  this  committee 
and  of  the  Congress  of  the  United  States,  is  that  correct? 

Mr.  Kujawa.  No,  sir,  it  is  not  correct. 

Mr.  Snyder.  Well,  why  then  did  you  do  it? 

Mr.  Kujawa.  If  you  will  read  the  full  report,  we  relied  principally 
on  generally  accepted  accounting  principles  on  charging  this  as  a 
cost,  and  we  point  most  strongly  to  the  fact  that  economically  the 
Panama  Canal  isi  becoming  obsolete  as  it  exists  today. 

Mr.  Snyder.  What  accounting  principles  changed  between  the  time 
you  began  working  for  the  Panama  Canal  Company  in  1951,  and 
1972  or  1973  when  you  started  this,  relying  upon  established  account- 
ing principles  ? 

You  would  have  begun  to  do  that  in  1951.,  would  you  not? 

Mr.  Kujawa.  That  is  possible. 

Mr.  Snyder.  I am  not  asking  what  is  possible.  I am  asking  what 
accounting  principles  changed,  because  you  said  you  did  it  now  based 
upon  established  accounting  principles. 

Those  same  established  accounting  principles  I believe  were  in 
effect  in  1951,  1952,  1953,  and  1954,  and  on  up  to  1972  and  1973,  and 
all  of  a sudden,  in  1972  and  1973  you  found  these  established  account- 
ing principles,  is  that  right  ? 

Mr.  Kujawa.  You  say  is  it  right,  but  part  of  what  you  say  I would 
not  agree  with. 

The  basis  for  not  depreciating  the  Panama  Canal  excavation  costs 
was  the  assumption  that  they  had  a perpetual  economic  life.  Now, 
that  is  a question  of  fact.  Do  they  have  a perpetual  economic  life,  or 
do  they  not  ? 

Technological  changes  occurring  in  the  shipping  industry,  like  the 
supership,  a ship  too  large  to  transit  the  canal,  did  not  occur  until  the 
late  1960’s. 

That  is  a change  in  economic  fact  that  occurred  that  had  to  change 
one’s  judgment  as  to  the  perpetual  economic  life  of  the  canal  as  it  now 
exists,  and  that  was  fundamental  in  our  determination  of  proper 
depreciation. 

Mr.  Snyder.  You  still  have  not  heard  the  new  principles  that  have 
been  enunciated,  but  the  Chairman  is  very  tolerant  of  me. 

Who  initiated  the  policy  changes  in  1972? 

Mr.  Kujawa.  There  were  no  policy  changes  issued  in  1972,  to  my 
knowledge. 

Mr.  Snyder.  Well,  the  policy  bookkeeping  in  1973,  when  you  did 
depreciate,  Avhatever  year. 

Mr.  Kujawa.  July  1,  1974,  is  when  the  initial  depreciation  was 
recorded. 

Mr.  Snyder.  Who  initiated  those  ? 
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Mr.  Kujawa.  The  Company  asked  us  for  our  recommendations, 
which  we  made. 

The  decision  was  that  of  the  Company,  and  also,  of  course,  they 
had  in  liand  the  recommendations  of  the  General  Accounting  Office 
for  several  years  on  this  question  of  depreciating  its  assets. 

Mr.  Snyder.  Did  you  not  make  a reference  in  your  prepared  state- 
ment on  policy  changes  effective  in  1972  by  the  Company? 

I could  be  in  error. 

You  may  supply  the  answer  later. 

What  fees  has  your  company  been  paid  for  the  consulting  service 
reports  ? 

Mr.  Kujawa.  We  get  paid  based  on  federally  approved  rates,  and 
the  time  we  spend  providing  service. 

Mr.  Snyder.  Would  yon  supply  that  for  the  record,  please? 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Snyder.  And  also  the  time  you  have  been  with  them. 

Mr.  Ketjaava.  Yes,  sir. 

[The  folloAving  Avas  received  for  the  record :] 

Services  of  Arthur  Andersen  & Co.  for  Panama  Canal  Company 

Our  services  consist  principally  of  providing  technical  assistance  as  re- 
quested by  the  Company  for  work  being  performed  by  Company  personnel. 
Described  below  are  the  projects  for  Avhich  our  services  were  requested  by  the 
Company  for  fiscal  year  1976  aggregating  to  a contract  total  of  $215,300.  Based 
on  consultation  with  the  Company,  the  level  of  participation  by  Arthur  Ander- 
sen & Co.  was  estimated  and  contractually  arranged  for.  The  actual  level  of 
participation  is  adjusted  based  on  directions  from  the  Company  during  the 
year  as  more  specific  requirements  become  known. 

DESCRIPTION  OF  PROJECT 

Financial  reporting  and  control  system. — This  project  consists  of  the  design 
of  a modified  system  to  computerize  the  budget  process  and  integrate  it  with 
accounting  and  reporting  systems. 

Tolls  proposal. — This  project  consists  of  a review  of  the  current  tolls  pro- 
posal to  determine  that  the  financial  and  related  data  are  in  accordance  with 
established  accounting  policy  and  consistent  with  generally  accepted  account- 
ing principles;  and  that  they  refiect  proper  rate-making  treatment  generally 
consistent  with  that  of  regulatory  agencies. 

Financial  model. — This  project  consists  of  the  development  and  installation 
of  a comprehensive  financial  model  to  assist  in  the  evaluation  and  development 
of  financial  plans  and  alternatives. 

Tolls  study. — This  project  inA^olves  consultation  on  A^arious  tolls  matters  in- 
cluding considerations  on  the  measurement  of  ships  for  the  determination  of 
tolls. 

Accounting  policies. — This  project  involves  the  continuing  study  and  evalua- 
tion of  the  appropriate  accounting  policies  to  be  followed  by  the  Company. 

Ship  scheduling. — This  is  a project  to  design  a computer  based  system  for 
the  purpose  of  assisting  and  improving  the  scheduling  of  ships  through  the 
Canal. 

New  computer  applications. — This  project  involves  the  designation  and 
evaluation  of  various  computer  hardware  and  softAvare  applications. 

Mr.  Snyder.  On  pa^e  8 you  mentioned  the  toll  formula  in  the 
Canal  Zone.  Must  tolls  pay  for  100  percent  of  costs,  or  less? 

Yesterday  the  GoATrnor  said  tugboats  and  others  provide  some 
income  that  offset  cost. 

Mr.  Kujaava.  You  are  talking  about  Canal  Zone  GoA^ernment  costs, 
sir? 
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^Ir.  Snyder.  Yes. 

Mr.  Kujaava.  MYll,  the  statutory  requirement  is  that  tolls  recover 
an  appropriate  share  of  the  net  cost  of  Canal  Zone  Government,  and 
the  Company  in  their  charges  to  other  services  includes  a factor  to 
recover,  among  other  things,  the  Canal  Zone  Government  costs. 

Mr.  Snyder.  Now,  did  you  take  into  consideration  in  your  recom- 
mendations in  your  testimony  the  effect  of  higher  tolls  on  the  number 
of  transits  ? 

Mr.  Kujawa.  I did  not  understand  your  question,  sir. 

Mr.  Snyder.  MYll,  there  is  a theor}^  of  thought  that  has  been  devel- 
oped here  yesterday,  and  I believe  you  were  here  when  Mrs.  Sullivan 
went  into  at  quite  some  length,  the  idea  that  if  you  do  increase  tolls 
to  some  given  point,  and  I do  not  know  where  it  is,  that  you  start 
losing  business. 

Did  you  take  that  into  consideration  in  your  recommendations? 

Mr.  Ke^jawa.  Our  recommendation  basically  is  in  the  accounting. 

Mr.  Snyder.  I know  what  your  recommendation  is.  I read  your 
statement. 

Did  you  take  it  into  consideration  in  reaching  the  recommendation, 
the  effect  of  higher  tolls  on  transit  traffic  ? 

Mr.  Kujaava.  No.  sir. 

Mr.  Snyder.  AVhy  not  ? 

Mr.  Kujawa.  Because  the  thing  we  are  responsible  for  here  is  that 
the  costs  be  properly  stated. 

Mr.  Snyder.  It  sounds  to  me  like  that  is  quite  a deviation  from 
some  of  your  earlier  testimony  with  me,  if  that  is  all  you  are  con- 
cerned about,  and  not  just  treaty  business. 

Mr.  Kujawa.  I did  not  say  that  is  all  I am  concerned  about. 

Mr.  Snyder.  I did  not  say  that. 

Mr.  Kujawa.  I talked  about  superships,  and  the  existence  of 
economic  obsolescence. 

]\Ir.  Snyder.  All  you  are  concerned  about  is  the  proper  statement 
of  costs,  yet  you  got  concerned  with  the  length  of  the  treaty,  which  is 
not  an  item  of  proper  statement  of  cost. 

Maybe  the  $10  million  is  beyond  that. 

Mr.  Kujawa.  I do  not  understand  you,  sir. 

Mr.  Snyder.  I suspect  other  folks  do. 

Would  you  make  a quick  comparison  of  depreciation  as  utilized  by 
a profitmaking  business  as  a means  of  recovering  capital  literally,  by 
not  having  to  pay  out  taxes  on  that  amount  and  thereby  saving  real 
money,  and  the  purely  paper  transactions  as  applied  to  the  Canal 
Company  as  a rationale  valid  enough  to  take  in  new  capital  from 
higher  tolls? 

Mr.  Kujawa.  Most  taxpaying  private  enterprises  and  nontaxpay- 
ing governmental  or  nonprofit  institutions  have  depreciation  costs  as 
a result  of  economic  fact  and  reality.  If  you  build  a hospital  it  does 
not  make  any  difference  if  you  are  a profitmaking  hospital  or  not. 
That  building  is  going  to  last  for  a certain  period  of  time.  If  you 
do  your  accounting  properly  you  depreciate  that  hospital  over  its 
life,  regardless  of  whether  you  pay  taxes. 

Mr.  Snyder.  Except  in  the  Panama  Canal  Company  they  are 
developing  new  capital  by  charging  depreciation,  and  raising  the 
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tolls.  In  regard  to  a private  company,  they  are  recovering  the 
capital  they  already  spent  for  the  asset,  is  that  right? 

Mr.  Kujawa.  That  is  wrong. 

Mr.  Snyder.  Tell  me  what  is  wrong. 

Mr.  Kujawa.  Both  enterprises  are  recovering  existing  capital,  and 
when  you  recover  it,  you  are  recovering  original  cost.  When  you 
recover  the  capital  you  have  the  option  of  either  reinvesting  it  in  the 
enterprise  or  reducing  the  investment  in  the  enterprise. 

Mr.  Snyder.  But  it  is  a tax  matter  with  the  private  company,  but 
not  with  the  Panama  Canal  Company,  is  that  not  correct? 

Mr.  Kujawa.  What  was  that  ? 

Mr.  Snyder.  It  is  a tax  matter  with  a private  company. 

Mr.  Kujawa.  It  is  a tax  matter,  yes,  but  the  principal  point  is  that 
the  depreciation  has  occurred,  and  if  you  are  determining  you  are 
making  money  or  you  are  not  making  money,  you  have  to  recognize 
depreciation. 

Mr.  Snyder.  But  they  are  recovering  money  they  already  spent. 

The  Panama  Canal  Company  is  not  recovering  money  it  spent. 
This  was  put  up  capital. 

Mr.  Kujawa.  The  company,  under  the  statute  in  1950,  as  I read  it, 
as  an  accountant,  is  responsible  for  that  capital,  and  is  responsible 
to  recover  that  capital  as  the  cost  expires. 

Mr.  Snyder.  Well,  would  it  be  wrong  from  an  accounting  stand- 
point to  defer  the  payment  to  Panama  of  their  annuity  until  their 
indebtedness  is  settled  with  the  company  ? 

Mr.  Kujawa.  I do  not  think  that  is  an  accounting  matter,  sir.  I 
believe  this  is  a legal-financial  matter. 

Mr.  Snyder.  I asked  you  what  would  be  wrong  from  an  accounting 
standpoint. 

Mr.  Kujawa.  It  would  not  be  wrong. 

Mr.  Snyder.  Thank  you,  sir. 

Thank  you,  Mr.  Chairman. 

Mr.  Metcalfe.  The  Chair  recognizes  the  distinguished  gentleman 
from  California,  Mr.  Leggett.  Do  you  have  questions,  Mr.  Leggett? 

Mr.  Leggett.  I just  have  a few,  ]\Ir.  Chairman. 

Noav,  as  I understand  the  Arthur  Andersen  & Co.,  it  is,  I guess, 
one  of  the  foremost  accounting  firms  in  the  United  States  and  per- 
haps the  world. 

Mr.  Kujawa.  Yes,  sir,  we  are  one  of  the  major  accounting  firms 
in  the  world. 

Mr.  Leggett.  And  you  have  practiced  for  a long  period  of  time, 
and  you  do  not  make  any  decisions  yourselves  with  respect  to  policy 
matters  on  the  Panama  Canal,  do  you? 

Mr.  Kujawa.  No,  sir,  we  recommend. 

Mr.  Leggett.  You  are  an  accounting  firm.  Are  you  the  accountants 
for  the  Canal  Company,  or  just  a consulting  firm? 

Mr.  Kujawa.  Just  a consulting  firm. 

Mr.  Leggett.  You  actually  perform  the  audit? 

^Ir.  Kujawa.  The  audit  is  performed  by  the  GAO. 

Mr.  Leggeuc.  The  writeoffs,  or  anything  like  that? 

Mr.  Kujawa.  No. 

Mr.  Leggett.  And  many  times.  I presume,  as  a consulting  firm,  you 
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take  directions  from  your  employer,  perhaps  as  a result  they  may 
like  to  obtain,  is  that  not  correct? 

Mr.  Kujawa.  No,  sir,  we  are  independent  accountants. 

Mr.  Leggett.  I understand  that. 

I understand  you  put  your  certification  on  the  things  you  account 
for,  and  you  also  do  white  paper  analyses  many  times,  where  you 
do  have  some  direction  with  respect  to  the  preconceived  results. 

I am  not  saying  you  did  in  this  case,  but  do  you  not  get  instruc- 
tions like  that  sometimes  ? 

Mr.  Kujawa.  We  have  directions  certainly,  regarding  the  scope 
of  our  work,  but  in  terms  of  our  conclusions,  no,  sir. 

Mr.  Leggett.  Well,  you  might  come  up  with  a conclusion  concern- 
ing a writeoff  of  the  Panama  Canal  under  proper  accounting  prac- 
tices which  considers  the  fact  that  you  were  writing  the  canal  off  on 
a date  which  is  considerably  postdated  based  on  fair  market  value 
but  rather  than  based  on  investment  cost,  could  you  not? 

Are  you  precluded  from  the  legislation  by  coming  up  with  that 
result  ? 

Mr.  Kujawa.  That  is  one  approach : namely  depreciating  the 
original  cost  restated  to  today’s  price  levels.  However,  under  gen- 
erally accepted  accounting  j^rinciples  as  practiced  in  the  United 
States,  this  is  not  generally  done.  Due  to  strong  inflation  in  other 
places  of  the  world  it  is  done. 

Mr.  Leggett.  But  considering  the  fact  that  if  you  had  determined 
to  write  off'  the  canal,  at  say,  investment  cost,  and  you  accrued 
interest  on  that  original  investment,  that  would  have  been  a proper 
accounting  practice,  too,  to  write  that  off  and  put  it  into  a sinking 
fund. 

Again,  this  is  kind  of  a dogmatic  thing  to  do,  which  took  more 
cogitation,  I suspect,  than  just  the  Arthur  Andersen  & Co.,  concern- 
ing what  was  done. 

As  a practical  matter  what  you  envisioned  should  be  done  was  the 
recapture  of  the  $300  million  that  was  agreed  upon  with  respect  to 
the  Panama  Canal. 

Mr.  Kujawa.  Well,  ideally  if  the  United  States  on  their  invest- 
ment is  to  come  out  whole  in  terms  of  original  cost  dollars,  the  $300 
million  ought  to  be  repaid  to  the  U.S.  Treasury  at  some  point.  It 
obviously  has  not  been  done. 

Mr.  Leggett.  Of  course,  obviously,  when  you  made  this  recom- 
mendation, I would  presume  you  had  knowledge  of  Ambassador 
Ward’s  speech. 

Perhaps  you  had.  I do  not  know  when  Ambassador  Ward  made 
his  speech  it  had  anything  to  do  with  sovereignty  in  the  zone. 

I think  that  maybe  subsequent  to  that  point,  the  point  arose,  but 
prior  to  that  we  had  negotiated  a treaty,  and  we  had  delivered  it  to 
the  Kepublic  of  Panama,  and  that  resulted  in  the  loss  of  the  existing 
government,  and  the  installation  of  the  dictatorship. 

Apparently  that  was  part  of  your  background  in  making  your 
determination  that  there  was  some  determination  on  the  part  of  the 
administration,  at  least  for  whom  you  were  working  directly  or 
indirectly,  to  give  up  the  canal. 

Likewise,  I believe  this  committee  authorized  a $23  million  study 
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to  determine  an  alternative  canal  at  sea  level,  and  for  which  $23 
million  apparently  went  down  the  drain.  I mean  it  was  a good  invest- 
ment, but  we  determined  the  fact  that  we  could  not  build  a competi- 
tive canal  once  again.  I think  that  was  part  of  your  rationale,  was  it 
not? 

Mr.  Kujawa.  Yes,  sir,  I was  involved  in  that  study  on  the  new 
canal.  Part  of  that,  of  course,  identified  the  supership,  and  the  eco- 
nomics of  the  superships  in  relation  to  canals. 

Mr.  Leggett.  And  I know  we  have  had  suggestions  to  actually 
split  ships  in  two,  and  take  them  through  the  canal,  and  we  are 
thinking  about  that,  but  I guess  a lot  of  this  has  become  moot  as  a 
result  of  the  high  cost  of  energy. 

Now,  with  respect  to  the  sinking  fund,  that  we  currently  have, 
what  is  the  amount  currently  in  the  fund  ? 

Mr.  Kujawa.  Zero. 

Mr.  Leggett.  Zero  ? 

Mr.  Kujawa.  Yes,  sir. 

Mr.  .Leggett.  Now,  what  happened  in  1974?  Was  there  not  a 
deposit  made  in  1974? 

Mr.  Kujawa.  No,  sir. 

Mr.  Leggett.  I thought  that  was  the  date  you  first  decided  to  write 
off  this  depreciation. 

Mr.  Kujawa.  It  is,  but  what  the  Company  has  done  with  the  cash 
that  it  has  over  and  above  the  cash  it  takes  to  pay  for  current  wages 
and  materials,  is  to  plow  that  back  into  new  facilities. 

Mr.  Leggett.  Do  they  borrow  that,  in  fact,  back  from  the 
Treasury? 

Mr.  Kujawa.  Under  the  law  they  do  not  have  to  borroAv  it  back. 
They  keep  it  if  they  need  it,  and  generally  they  have  kept  it,  and 
reinvested  it  in  the  Panama  Canal,  and  that  is  the  way  the  Panama 
Canal  has  been  kept  in  a more  modern  operating  condition  over  the 
years.  Without  that  you  have  a physically  wornout  facility. 

Mr.  Leggett.  And  in  1975  did  you  do  the  same  thing? 

Mr.  Kujawa.  Yes,  sir,  again  over  and  above  taking  care  of  its  loss, 
which  has  a negative  effect  on  the  cash  flow. 

The  net  cash,  after  paying  for  all  the  operating  expenses  over  the 
years  since  1950,  with  the  exception  of  a few  capital  payments  to  the 
U.S.  Treasury,  have  been  plowed  back  into  the  canal. 

Mr.  Leggett.  Plowed  back  into  the  canal.  Does  that  increase  your 
depreciation  base? 

Mr.  Kujawa.  It  starts  the  process  all  over  again. 

Mr.  Leggett.  So  that  is  added  to  the  capital  base? 

Mr.  Kujawa.  Yes,  sir. 

Mr.  Leggett.  And  so  it  is  just  one  continuous  process,  and  the 
United  States  then  to  this  date  has  not  received  any  net  cash  ? 

Mr.  Kujawa.  It  has  received  some.  I think  since  1950  it  has  re- 
ceived some  $40  million  back,  but  in  comparison  there  has  been  some- 
where between  $100  million  and  $200  million  that  has  been  reinvested. 

This  is  a recycling  process.  Any  organization  that  needs  to  per- 
petuate itself  goes  through  this  process.  You  buy  equipment,  you 
depreciate  it.  You  get  the  cash  and  buy  some  more  equipment,  and 
you  keep  on  going. 
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Mr.  Leggett.  What  do  you  estimate  would  be  the  cost  today  to 
replace  the  canal? 

Do  you  ha\x  any  idea  at  all? 

Mr.  Kujawa.  Somewhere  between  $2  billion  and  $3  billion. 

Mr.  Leggett.  And  if  the  canal  were  to  be,  let  us  say,  amortized 
over  a 50-year  period  with  that  kind  of  cost,  would  the  Company 
tolls  be  up  ? 

Mr.  Kujawa.  The  tolls  would  have  to  be  somewhere  around 
40-percent  higher  than  they  are  right  now. 

Mr.  Leggett.  That  would  actually  cover  your  own  operations,  and 
Avould  repay  your  capital  cost;  is  that  right? 

Mr.  Kujawa.  It  would  repay  the  capital  cost  restated  in  current 
dollars. 

Mr.  Leggett.  That  is  all  the  questions  I have. 

Thank  you,  Mr.  Chairman. 

Mr.  Metcalfe.  Thank  you. 

Does  the  distinguished  gentleman  from  Kentucky,  Mr.  Hubbard, 
have  any  questions  ? 

Mr.  Hubbakd.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I do  not  believe  I have  anything  at  this  time  con- 
cerning the  testimony  given  and  the  questions  and  answers  I have 
heard,  as  I arrived  late. 

I realize  the  issue  today  is  not  primarily  the  question  of  sover- 
eignty, and  giving  up  our  rights  in  the  Panama  Canal  Zone  inasmuch 
as  this  is  a minor  factor  related  perhaps  indirectly  to  testimony 
today.  But,  I would  certainly  point  out  that  my  constituents  over- 
whelmingly object  to  giving  up  U.S.  sovereignty  in  the  Canal  Zone, 
and  certainly  I am  here  to  confront  that  primary  issue. 

Thank  you,  Mr.  Chairman. 

Mr.  Metcalfe.  Thank  you,  Mr.  Hubbard. 

Thank  you  very  much,  Mr.  Kujawa,  for  your  testimony.  We  ap- 
preciate your  appearance. 

Mr.  Snyder.  Mr.  Chairman,  I have  a unanimous  consent  request. 

I ask  unanimous  consent  that  Mr.  Steers  be  asked  to  respond  to  the 
question  as  to  when  he  had  received  the  letter  in  question  dated 
April  30,  1972.  He  may  do  that  later  for  the  record. 

Mr.  Metcalfe.  Without  objection,  it  is  so  ordered. 

[The  following  was  received  for  the  record :] 


Panama  Canal  Company, 
Balboa  Heights,  Canal  Zone,  April  12, 1976. 

Mr.  Terry  Modglin, 

Counsel,  Panama  Canal  Subcommittee,  Merchant  Marine  d Fisheries  Committee, 
House  of  Representatives,  Washington,  D.C. 

Dear  Mr.  Modglin  : Discussion  with  my  people  here  on  the  Isthmus  indicates 
that,  although  earlier  drafts  had  been  available  from  time  to  time,  the  Arthur 
Andersen  & Co.  report  “Accounting  for  the  Cost  of  Excavations”  was  formally 
received  by  the  Panama  Canal  Company  just  a few  days  prior  to  the  March  5, 
1974  public  hearing  conducted  by  the  Company’s  Tolls  Panel  in  Washington,  D.C. 
Sincerely  yours. 


Philip  L.  Steers,  Jr., 
Financial  Vice  President. 


Mr.  Metcalfe.  Thank  you  very  much,  gentlemen. 

Our  next  witness  will  be  Mr.  James  J.  Reynolds,  president  of  the 
American  Institute  of  Merchant  Shipping. 
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Mr.  Snyder.  Mr.  Eeynolds,  I want  to  apologize  to  you  beforehand 
for  seeing  some  of  your  material  that  I used  in  my  previous  question. 

STATEMENT  OF  JAMES  J.  REYNOLDS,  PRESIDENT,  AMERICAN  IN- 
STITUTE OF  MERCHANT  SHIPPING,  ACCOMPANIED  BY  WILLIAM 

JOHN  COFFEY,  SECRETARY-TREASURER,  AMERICAN  INSTITUTE 
OF  MERCHANT  SHIPPING,  WASHINGTON,  D.C. 

Mr.  Eeynolds.  That  could  not  have  been  more  flattering,  Mr. 
Snyder. 

Mr.  Chairman,  I have  taken  the  liberty  of  bringing  to  the  table 
with  me  my  associate  at  AIMS,  Mr.  William  John  Coffey,  who  has 
been  following  the  problems  of  the  Panama  Canal. 

I have  a rather  brief  statement,  Mr.  Chairman,  and  the  committee, 
if  you  will  bear  with  me,  I think  the  best  way  is  to  read  it  as 
promptly  as  I can,  and  then  use  that  as  the  basis  for  questions,  and 
possibly  further  discussion  of  this  problem. 

I think  my  appearance  before  various  subcommittees  and  the  main 
committee  will  permit  me  to  refrain  from  any  explanation  of  what 
AIMS  is,  et  cetera. 

While  my  statement  will  concentrate  primarily  on  the  financial  and 
commercial  aspects  of  the  canal,  I would  be  quite  remiss  if  I did  not 
tell  you,  Mr.  Chairman,  of  the  appreciation  within  our  industry  for 
the  efforts  you  have  made  to  inject  a voice  of  reason  and  decency 
into  the  longer  range  discussions  of  the  canal’s  future. 

The  canal  obviously  must  continue  to  be  available  to  serve  the 
needs  of  the  world’s  commerce.  And  if  properly  and  effectively  op- 
erated, it  can  also  help  to  fulfill  the  reasonable  expectations  of  our 
Government,  the  Eepublic  of  Panama  and  the  citizens  of  both 
nations. 

The  era  of  gunboat  diplomacy  and  jingoism  is  long  dead,  and  it  is 
time  that  all  parties  concerned  recognized  this  basic  fact. 

Again,  Mr.  Chairman,  we  do  appreciate  your  continuing  efforts 
and  those  of  your  subcommittee  and  the  full  committee  in  this  area. 

The  Panama  Canal  has  been  in  operation  since  1913  and  is  without 
a doubt  one  of  the  most  efficient  and  vital  organizations  ever  created 
by  man. 

In  connection  with  our  opposition  to  the  prospective  toll  increases, 
changes  in  measurement,  I have  never  heard  one  word  of  criticism  of 
the  manner  in  which  the  canal  is  operated  as  an  effective  vehicle. 

Indeed,  quite  the  contrary,  and  I think  the  record  should  make  it 
very  clear  on  that  point. 

While  I have  some  hopefully  constructive  criticism  to  offer  this 
morning,  I hope  that  it  will  in  no  way  becloud  the  tremendous  ad- 
miration and  respect  felt  by  our  industry  for  the  American  and 
Panamanian  men  and  women — from  the  Secretary  of  the  Army  right 
down  through  the  Company’s  roster — who  through  the  years  have 
served  the  Nation  and  the  entire  world  so  long  and  well. 

I can  imagine  for  the  moment  nothing  that  would  reflect  disappre- 
ciation at  this  point  in  the  history  of  the  canal.  This  Nation  is  for- 
tunate to  have  a man  such  as  General  Parfitt  as  its  Governor,  a man 
of  compassion,  great  efficiency  and  wisdom. 
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Of  course,  our  industry  has  a very  substantial  interest  in  the  canal. 
U.S.  flag  vessels  account  for  almost  10  percent  of  canal  transits, 
tonnage  and  tolls.  The  majority  of  these  are  containerships,  although 
there  are  a large  number  of  barge-carrying  and  combination 
freighter/passenger  ships  as  well. 

It  is  of  great  significance  in  pointing  out  the  importance  of  the 
Panama  Canal  that  we  realize  that  60  percent  of  all  cargo  that  tran- 
sits the  canal  one  way  or  the  other  either  originates  in  or  is  destined 
for  U.S.  ports. 

For  many  years  the  canal’s  operations  were  financially  stable.  As 
you  know,  the  tolls  paid  by  users  must,  by  law,  cover  as  nearly  as  is 
practicable,  all  costs  of  maintaining  and  operating  the  canal  and  an 
appropriate  share  of  the  Canal  Zone  Government’s  operating  costs 
as  well. 

Under  the  Canal  Zone  Code,  a formula  has  long  been  established 
for  measuring  the  cargo-carrying,  revenue-producing  tonnage  of  a 
vessel.  The  tonnage  thus  computed  is  then  multiplied  by  the  appro- 
priate toll  rate,  giving  the  total  fee  to  be  paid  by  each  vessel  for  each 
transit. 

This  formula,  through  the  years,  has  proven  sound  and  farsighted. 
Over  the  years,  as  vessels  have  increased  in  size  and  capacity,  toll 
revenues  have  increased.  In  fiscal  year  1965,  for  example,  the  total 
tolls  paid  by  commercial  vessels  amounted  to  $65.5  million. 

Then  years  later,  they  exceeded  $143  million.  The  increase  in  tolls 
for  each  transit  paid  by  vessel  operators  has  been  equally  dramatic, 
with  an  average  of  $5,000  per  transit  in  1965,  and  slightly  over 
$10,000  in  1975. 

Among  our  companies  there  are  many  vessels  of  the  larger,  new 
type  that  are  transiting  the  canal  regularly,  and  they  pay  up  to 
$40,000  per  transit  of  the  canal. 

The  total  paid  by  vessel  operators  for  many  years  exceeded  canal 
costs  and,  as  a result,  about  $118,5  million  was  contributed  over  the 
years  to  the  U.S.  Treasury  between  1952  and  1972. 

In  fiscal  year  1973,  however,  the  Company  reported  a small  loss, 
followed  by  more  substantial  losses  in  1974  and  1975.  Additional 
deficits  are  predicted  for  fiscal  years  1976  and  1977  as  well. 

The  initial  loss  in  1973  led  the  Company  to  propose  a toll  rate  in- 
crease of  about  20  percent,  which  was  ultimately  approved  by  the 
President,  despite  vigorous  opposition  from  shipowners,  foreign  gov- 
ernments, importers  and  exporters.  This  became  effective  in  July, 
1974,  but  despite  the  very  substantial  additional  revenues  which  were 
generated,  costs  continued  to  escalate  even  faster  and  losses  have 
continued. 

Tolls  and  other  revenue  were  up  35.8  million,  but  the  canal  sus- 
tained a loss  of  $8.2  million,  so  costs  keep  galloping  on  ahead. 

In  mid-1975,  the  Company  proposed  to  change  many  of  the  rules 
for  computing  the  tonnage  of  vessels,  changes  which  were  but 
another  thinly  disguised  rate  increase.  It  was  at  this  point  that  the 
subcommittee  and  the  full  Committee  on  Merchant  Marine  took  note 
of  it. 

As  proposed  by  the  Company  and  submitted  to  the  President  in 
January,  1976,  these  would  have  increased  transit  costs  for  an  average 
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vessel  by  about  ten  percent,  and  for  containerships  between  25  percent 
and  52  percent,  depending  on  the  vessel  itself. 

It  is  well  to  keep  in  mind  those  proposed  increases  would  have  had 
a compounding  effect  because  they  were  obviously  put  on  top  of  the 
20  percent  that  had  already  been  put  in  in  1974.  If  there  is  going  to 
be  another  20  percent  that  is  also  going  to  have  a compounding  effect, 
because  it  is  going  to  be  on  top  of  the  present  measurement  changes 
which  the  President  did  approve,  plus  the  20  percent  back  in  1974. 

While  I am  pleased  that  President  Ford  disapproved  the  most 
onerous  feature  of  the  proposal,  namely  the  containership  deck  cargo 
charge,  and  I deeply  appreciate  the  interest  shown  by  the  subcom- 
mittee in  shedding  some  very  needed  light  on  the  entire  subject, 
I believe  it  was  most  unfortunate  that  any  of  the  items  was  approved 
or  even  proposed. 

The  Company,  of  course,  has  already  indicated  that  another  gen- 
eral rate  increase  is  to  be  proposed  very  shortly,  and  it  presumably 
will  be  in  the  range  of  20  percent  to  25  percent. 

I hope  that  the  record  of  these  hearings  will  clearly  indicate  the 
inadvisability  of  taking  such  a step. 

I noted  yesterday  a brief  dialogue  took  place  here,  and  I would 
like  to  comment  on  the  President’s  refusal  to  approve  the  above-deck 
cargo  formula,  which  would  have  impacted  severely  on  U.S.  con- 
tainerships. 

Let  us  set  the  record  straight.  This  cannot  be  considered  a windfall 
for  containership  operators,  because  they  have  been,  and  they  still 
are,  bearing  the  disproportionate  share  of  the  total  burden. 

These  operators  are  required  to  pay  tolls  on  non-revenue-earning 
space  below  deck  since  containers  just  cannot  fill  the  holds  due  to 
their  configuration,  no  matter  how  artfully  marine  designers  design 
them. 

Thus,  the  rules  already  discriminate  against  containership  opera- 
tors, and  the  disparity  would  only  have  been  aggravated  if  the 
above-deck  rule  had  been  adopted. 

We  believe  all  vessels  should  bear  their  fare  share  of  any  transit 
costs  based  on  revenue-earning  capacity,  and  we  certainly  endorse 
Mrs.  Sullivan’s  suggestion  that  the  measurement  rules  be  thoroughly 
studied  in  the  belief  that  our  view  will  be  confirmed. 

Given  the  long  record  of  financial  stability,  what  has  gone  wrong? 

First,  in  4 years.  Company  operating  expenses  have  risen  from 
$182  to  $260  million.  Vessel  transits  have  remained  almost  level  dur- 
ing these  same  years. 

Even  in  a period  of  serious  inflation,  a cost  increase  of  50  percent 
in  4 years  to  handle  essentially  the  same  number  of  vessels  is 
excessive. 

Second,  the  traditional  annual  increase  in  tonnage  has  simply  not 
occurred  in  the  past  2 years,  and  may  not  in  fiscal  year  1976  either. 
World  economic  conditions  have  had  their  impact  on  the  activity 
level  of  international  shipping  and  the  reopening  of  the  Suez  Canal 
has  also  contributed  to  the  problem. 

Let  me  focus  on  the  Suez  Canal  for  a moment.  In  its  first  6 months 
of  operations  after  reopening  in  June  1975,  the  number  of  vessels 
transiting  the  Suez,  other  than  tankers,  had  reached  the  levels  which 
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the  canal  had  enjoyed  prior  to  its  closing  in  1966.  Some  of  these, 
particularly  vessels  engaged  in  trade  between  Europe  and  Asia,  would 
previously  have  used  the  Panama  Canal. 

Europe-Asia  traffic  presently  accounts  for  about  6 percent  of  the 
Panama  Canal’s  business.  For  most  ships  in  this  trade,  the  transit 
time  via  the  Suez  Canal  is  about  2 days  less. 

However,  Suez  tolls  are  presently  well  in  excess  of  Panama  tolls, 
largely  because  it  is  considered  to  be  a revenue-producing  asset  by  the 
Egyptian  Government,  and  not  a break-even  entity  like  the  Panama 
Canal. 

Therefore,  many  ships  sailing,  for  example,  between  the  Nether- 
lands and  Japan,  still  find  the  Panama  Canal  route  to  be  less  expen- 
sive, despite  the  longer  transits  involved. 

A further  Panama  Canal  toll  increase  will,  of  course,  tip  the  com- 
petitive advantage  that  much  more  toward  Suez,  although  it  is  very 
difficult  to  predict  what  the  precise  impact  will  be. 

Speaking  in  very  general  terms,  the  present  cost  of  transiting  the 
Panama  Canal  is  equivalent  to  1 day’s  operating  expense  for  a vessel. 
If  only  one  ship  per  day  decides  to  sail  via  Suez  rather  than  Panama, 
the  annual  revenue  dropoff  would  be  about  $3.6  million,  a not  insub- 
stantial amount. 

There  are  other  trades  that  are  also  very  sensitive  to  toll  rate  in- 
creases, obviously.  The  U.S.  intercoastal  trade,  which  accounts  for 
about  4 percent  of  the  Canal’s  workload  and  revenue  is  one,  and  I 
believe  the  representative  of  Sea-Land  Service  will  review^  tliis  in 
some  detail. 

I will  just  stress  that  intercoastal  carriers  face  very  stiff  competi- 
tion from  other  modes,  especially  railroads,  and  even  a modest  in- 
crease in  tools  could  have  a very  serious  impact,  both  on  them  and  on 
canal  transits.  Regarding  the  comment  made  by  the  very  able  repre- 
sentative from  Arthur  Andersen  & Co.,  that  if  there  is  going  to  be  an 
increase  in  canal  tolls,  there  will  be  an  increase  in  rail  and  truck  tolls ; 
I think  that  is  rather  speculative,  and  I do  not  believe  that  one 
should  count  on  it. 

Routes  such  as  the  east  coast  to  Australia-New  Zealand  and  the 
gulf  coast  to  Southeast  Asia  are  two  other  examples  that  come  to 
mind  where  the  Panama  Canal’s  advantage  is  a very  slender  one. 

Tliird,  and  quite  closely  related,  the  Company  made  a significant 
change  to  its  accounting  procedures  in  fiscal  year  1973.  After  60  years, 
the  Company,  for  the  first  time,  began  to  depreciate  the  titles,  treaty 
rights,  and  excavation  of  channels,  harbors,  basins,  and  other  original 
works  which,  on  June  30,  1973,  had  a valuation  of  $332  million. 

It  is  interesting  when  one  reviews  the  1975  report  to  note  had  this 
not  been  done  the  existing  depreciable  assets  at  the  close  of  fiscal 
1975  would  have  been  something  less  than  $200  million  instead  of 
the  figures  they  are,  and  the  burden  which  is  charged  against  revenue 
would  be  considerably  less. 

This  change  led  to  the  creation  of  an  annual  $8.3  million  depreci- 
ation charge  against  revenues  which  in  itself  accounts  for  most  of  the 
loss  of  1974,  and  slightly  exceeds  1975’s. 

Fourth,  the  Company  has  continued  to  operate  its  own  supply 
vessel,  the  S.  S.  Cristobal^  a 40-year-old  freighter  which  operates 
between  New  Orleans  and  the  Canal  Zone. 
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Incidentally,  I understand  from  testimony  yesterday  that  the  Canal 
Company  has  been  carrying  a bad  debt,  owed  by  the  Kepublic  of 
Panama,  and  has  recently  decided  to  begin  writing  that  off. 

This  policy  decision  by  the  Governor  has  forced  carriers,  who  have 
not  been  allowed  to  incur  bad  debts  and  must  post  bonds  before  enter- 
ing the  Canal,  to  offset  the  debt  owed  by  a foreign  government. 

The  Cristobal  transports  about  100,000  tons  of  cargo  annually,  at  a 
total  cost  in  excess  of  $6.5  million,  or  at  least  $65  per  ton.  Addition- 
ally, the  Company  incurs  substantial  procurement  costs  by  routing 
virtually  all  supplies  and  equipment  purchases  throughout  the  United 
States  via  New  Orleans,  because  that  is  the  port  served  by  the 
Cristobal. 

It  costs  the  canal  about  $6.5  million  to  operate  it,  and  again  we  are 
delighted  to  learn  there  is  going  to  be  a careful  study  made  of  this 
situation  and  the  alleged  added  impact  in  costs,  which  is  often  hidden 
by  reason  of  the  fact  that  goods  must  be  transported  overland  great 
distances  so  the  Cristobal  can  be  used,  rather  than  one  of  our  com- 
mercial carriers. 

We  have  stated  before,  and  will  reiterate  here,  that  the  many  U.S.- 
flag  carriers  providing  almost  daily  service  between  all  major  U.S. 
ports  and  the  Canal  Zone  can  carry  this  cargo  more  quickly  and  more 
economically  than  the  Cristobal.  The  small  number  of  passengers 
involved  can  also  be  accommodated.  Yet  the  Company  is  talking  of 
extending  her  life  well  into  the  1980’s. 

Mr.  Chairman,  I can  only  repeat  our  words  of  caution  expressed  on 
March  25  to  the  Transportation  Appropriations  Subcommitee.  We 
have  reached  a very  critical  moment.  With  some  relatively  minor  fine 
tuning  now,  the  canal  can  again  return  to  the  path  of  financial 
stability. 

But  if  costs  continue  to  escalate  dramatically,  if  carriers  are  re- 
quired to  pay  an  unfair  share  of  the  overall  expense  burden,  and  if 
each  year  or  so  the  toll  formula  and/or  the  tonnage  measurement 
rules  are  to  be  tampered  with,  then  I reluctantly  predict  with  a great 
deal  of  assurance  that  we  will  soon  be  faced  with  a real  crisis. 

Losses  will  continue,  some  ships  and  cargoes  will  seek  more  eco- 
nomical routes,  and  the  Congress  will  find  itself  called  upon  to  bail 
out  yet  another  vital  entity. 

First,  a tighter  rein  must  be  kept  on  canal  expenses.  Governor 
Parfitt  has  already  directed  that  a number  of  steps  be  taken  in  this 
direction,  and  I hope  he  can  be  given  every  possible  encouragement 
to  seek  still  further  measures  to  control  costs. 

Second,  users  of  nontransit  services  should  be  required  to  fully  pay 
for  them.  The  simple  fact  of  the  matter  is  that  carriers  are  being  re- 
quired to  pay  far  more  than  their  fair  share. 

Sea-Land  Service  has  prepared  a report  which  very  clearly  demon- 
strates the  degree  to  which  revenues  from  transit  operations  substan- 
tially exceed  all  of  the  costs  arising  from  such  operations,  and  we 
fully  endorse  their  findings. 

I want  to  stress  here,  Mr.  Chairman,  that  carriers  are  not  asking  for 
any  kind  of  a free  ride.  We  fully  accept  the  idea  that  tolls  must  be 
sufficient  to  cover  all  costs  of  maintaining  and  operating  the  canal, 
and  also  an  appropriate  share  of  the  Canal  Zone  Government.  But  I 
see  no  reason  whatever  why  transiting  carriers  should  be  forced  to 
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malce  up  deficits  occurring  in  areas  such  as  retail  store  operations  and 
housing. 

The  Company  has  indicated  that  the  costs  associated  with  this  item 
are  substantially  recovered  by  charges,  although  no  revenue  figures 
were  advanced  to  support  this  contention.  In  the  last  year  for  which 
we  hove  the  information  available,  the  Company’s  retail  and  housing 
operations  show  a deficit  slightly  in  excess  of  $2  million. 

I am  interested  to  note  that  Governor  Parfitt  testified  yesterday 
that  the  Canal  Company  intentionally  incurs  losses  in  retail  food 
stores  to  increase  the  cost-of-living  benefits  for  employees. 

I had  the  peculiar  feeling  that  the  establishment  of  salaries  and 
cost  of  living  was  a matter  for  the  Congress  to  decide,  no  matter  how 
meritorious  and  how  compassionately  motivated. 

To  give  a cost-of-living  increase  to  Panamanian  employees  to  the 
point  where  they  create  a loss,  and  put  that  loss  on  the  burden  of  the 
tolls,  is  a peculiar  way  to  do  business. 

Carriers  are  also  being  saddled  v/ith  the  entire  net  cost  of  the  Canal 
Government,  that  is  the  deficit  remaining  after  all  the  fees  and  con- 
tributions which  the  Government  receives  have  been  deducted  from 
their  gross  expenses. 

During  fiscal  year  1975,  the  Canal  Government  expended  $67.9 
million  and  took  in  only  $44.3  million.  Carriers  were  forced  to  make 
up  the  entire  $23.5  million  deficit.  During  fiscal  year  1977,  expendi- 
tures are  estimated  at  $77.8  million.  Undoubtedly,  the  deficit  will 
rise  as  well  once  more. 

Certainly,  some  of  the  Government’s  functions  and  resultant  cost 
burden  should  be  borne  by  carriers.  But  let  me  mention  some  of 
the  major  items  which  make  up  the  $23.5  million  deficit  and  respect- 
fully invite  your  judgment  as  to  whether  they  are  being  appropri- 
ately applied. 

1.  Customs  and  Immigration — $1.3  million  loss. 

2.  Postal  Service — $472,000  loss. 

3.  Education — $354,000  loss. 

4.  Health  and  Sanitation — $3.2  million  loss. 

5.  Miscellaneous  charges — $5.4  million  loss. 

These  items  total  almost  $11  million,  and  in  1977  I would  expect 
they  will  exceed  $15  million.  Someone,  be  it  the  Federal  Govern- 
ment, or  individuals  in  the  Canal  Zone,  should  be  assuming  most, 
if  not  all,  of  these  expenses.  It  is  not  fair  to  saddle  carriers  with 
them. 

A third  item  is  very  thoroughly  addressed  by  H.R.  12641 — a bill 
introduced  by  Mrs.  Sullivan,  Mr.  McFall,  and  ^murself,  Mr.  Chair- 
man. It  simply  and  fairly  provides  for  the  Company  to  receive 
credit  for  the  very  substantial  funds  which  it  regularly  maintains 
as  deposits  with  the  U.S.  Treasury,  a credit  which  may  be  used  to 
partially  offset  the  interest  which  the  Company  must  pay  on  the 
Government’s  net  direct  investment  in  the  canal. 

H.K.  12641  would  also  allow  deferral  of  the  payment  of  interest 
charges  to  the  Federal  Government  in  those  years  when  not  actually 
earned. 

While  I am  hopeful  this  will  not  be  often  required,  it  is  badly 
needed  now.  AIMS  strongly  supports  the  prompt  enactment  of 
H.R.  12641. 
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Fourth,  the  Company  should  be  directed  to  return  to  the  account- 
ing policies  which  it  abandoned  3 years  ago.  Let  the  accountants 
and  auditors  write  all  of  the  confusing  statements  on  this  issue  that 
they  want. 

I heard  this  morning  that  the  60-year  practice  of  not  depreciating 
these  various  items  of  excavation  and  treaty,  et  cetera,  was  sud- 
denly changed  because  it  was  legal  to  do  so. 

Well,  therefore,  there  is  an  implication  that  it  was  illegal  not  to 
do  it  for  some  60  }^ears. 

I tell  jmu  it  is  absurd  to  take  the  titles,  treaty  rights,  and  other 
historical  items  and  assign  a value  and  arbitrary  remaining  life 
span  to  them,  and  begin  charging  a depreciation  expense  against 
them. 

I should  like  to  briefly  quote  here  from  a letter  written  by  Mr. 
J.  S.  Seybold  in  1953,  then  President  of  the  Panama  Canal  Com- 
pany, in  response  to  an  inquiry  from  the  House  Committee  on 
Merchant  Marine  and  Fisheries  on  this  very  point: 

No  depreciation  or  return  on  the  capital  value  of  interest  during  the  1904-14 
construction  period  has  been  included  in  the  study  because  the  legislative  his- 
tory of  the  present  tolls  statutes  clearly  indicates  the  intent  of  the  Congress 
to  exclude  this  item  entirely  from  the  tolls  base. 

Likewise,  no  provision  has  been  made  for  amortization  of  lands  and  treaty 
rights  because  of  lack  of  statutory  authority,  although  these  assets  have  been 
included  in  the  investment  for  interest  purposes. 

The  policy  enunciated  by  Mr.  Seybold  is  as  sound  today  as  it 
was  then.  I urge  that  very  direct  action  be  taken  on  this  point. 

Fifth,  the  Cristobal  should  be  phased  out  because  commercial 
operators  can  provide  more  frequent  and  efficient  service. 

We  urge  you  to  encourage  the  Canal  Company  to  immediately 
begin  serious  discussions  with  the  industry  on  this  issue. 

Finally,  Mr.  Chairman,  there  is  a problem  of  communications  for 
which  our  industry  must  assume  at  least  part  of  the  blame. 

While  there  has  been  long  an  effective  dialogue  between  the  Com- 
pany and  carrier  agents  in  the  Canal  Zone  on  operational  matters, 
there  is  virtually  no  contact  on  matters  of  more  general  interest  at 
a somewhat  higher  level,  except  adversary  proceedings  like  a rate 
increase  hearing. 

I do  not  know  what  the  answer  is,  but  I do  suspect  that  if  we 
and  the  Company  talked  to  each  other  a bit  more  frequently,  we 
would  not  be  appearing  before  you  today. 

I am  aware  of  the  fact  the  canal  is  an  international  artery  of 
commerce,  and  the  Canal  Company  authorities  must  respect  that 
fact,  but  it  is  a vehicle  that  re))resents  a large  interest  on  the  part 
of  the  American  public,  and  I think  it  might  be  helpful  to  have  the 
American  merchant  marine  interest  and  merchant  marine  operators 
more  effective!}^  in  communication  at  higher  levels. 

Perhaps  the  Board  of  Directors  of  the  Company  should  include 
one  or  more  representatives  from  our  industry. 

Alternatively,  the  Board  might  be  encouraged  to  create  a formal 
industry/user  advisory  structure  and  procedure.  There  are  undoubt- 
edly other  suggestions  which  could  be  made  as  well,  and  I hope 
that  this  question  of  communications  can  be  given  appropriate 
attention. 
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In  conclusion,  Mr.  Chairman,  we  are  not  recommending  major 
surgery,  nor  are  we  seeking  a free  ride.  We  only  ask  that  actions  be 
taken  now  to  insure  the  canahs  return  to  financial  stability,  to  insure 
its  continued  efficient  operation,  and  to  insure  that  all  users  pay 
their  fair  shai'e  of  the  resultant  cost  burden. 

We  hope  that  this  subcommittee  tvuII  take  such  actions  as  neces- 
sary to  immediately  begin  this  process,  and  we  want  to  offer  the 
full  cooperation  and  support  of  our  industry. 

Thank  you  for  allowing  us  to  appear  before  you  today. 

Thank  you,  Mr.  Chairman  and  members  of  the  committee. 

Mr.  ^Ietcalfe.  Thank  you  very  much,  Mr.  Re^molds. 

I just  have  a few  very  brief  questions  I.  would  like  to  ask  you. 

Do  you  think  the  present  tolls  system  of  the  Panama  Canal  is 
basically  the  best  system  ? 

Mr.  Keyxolds.  Yes,  I do.  It  is  based,  as  you  know,  very  quickly, 
Mr.  Chairman,  on  the  cubage,  revenue  producing,  cubage  of  a 
vessel.  That  cubage  then  is  converted  into  tons,  100  cubic  feet  being 
1 ton,  and  every  ton,  whether  it  be  a tanker  or  general  cargo,  or 
any  other  kind  of  vessel,  pays  the  same  fee. 

Yes,  I think  it  is  a sound  formula.  I appreciate  it  was  designed 
before  the  advent  of  the  container  vessel,  but.  I think  the  rather 
appealing  image  of  the  container  vessel  sailing  by  with  boxes  piled 
high  on  the  deck  leads  to  a very  unfortunate  image,  and  that  is  of 
a vessel  getting  some  kind  of  a windfall  because  it  has  its  cargo  up 
there  wdiere  a general  cargo  vessel  does  not.  But  people  do  not  take 
the  trouble  to  ask  when  they  go  down  in  the  hatches  and  look  at 
the  empty  sj)aces  that  cannot  be  used  because  of  the  geometry  of 
the  hold  of  a ship. 

Yes,  it  is  equitable. 

^Ir.  Melcalee.  Thank  you  very  much. 

Do  you  think  the  1958  Line  case  has  significance  in  the 

present  controversy  on  what  costs  tolls  should  cover  ? 

Mr.  Bevxolds.  I am  not  in  a position  to  answer. 

Did  you  say  the  Grace  Line  case,  Mr.  Chairman  ? 

Mr.  Metcalfe.  Yes,  the  case  of  the  Panama  Canal  Company  vs. 
Grace  Limes^  Incorporated.,  et  al  decided  in  1958. 

Mr.  Rea^xolds.  Can  you  respond,  Mr.  Coffey  ? 

Mr.  Coffey.  If  I may,  Mr.  Chairman,  I think  the  Grace  Line 
case  very  clearly  indicated  the  authority  of  the  Panama  Canal 
Company,  with  the  guidance  of  the  Congress,  to  develop  and 
implement  an  appropriate  toll  structure. 

During  the  discussions  yesterday,  I believe  it  was  Mr.  Steers, 
although  it  may  have  been  the  Secretary  of  the  Army,  who  was 
asked  a question  about  this.  They  had  responded  to  questions  in 
connection  with  the  determination  of  the  appropriate  share  of  the 
net  cost  of  the  Canal  Government,  and  they  referred  in  their 
response  to  jmur  question.  I believe  it  was  one  of  the  questions  in 
the  H series"  in  which  they  vrent  on  at  some  length,  discussing  the 
Grace  IJne  case,  and  to  a one  or  two-sentence  conclusion,  saying 
they  have  charged  the  entire  net  cost.  We  are  going  to  continue 
to  do  so. 

I do  not  think  the  Grace  Line  case  in  any  way  precludes  this 
committee,  or  indeed  the  Panama  Canal  Company,  from  making 
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a determination  at  this  point  of  a formula  that  determines  the 
appropriate  share  of  the  net  cost  to  the  Panama  Canal  Government. 

I think  Mrs.  Sullivan  mentioned  that  yesterday  as  well,  Mr. 
Chairman. 

[The  opinion  rendered  by  the  Supreme  Court  in  the  case  of 
Panama  Canal  Company  vs.  Grace  Line^  Inc.^  et  ah,  is  as  follows :] 

Panama  Canal  Co,  v.  Grace  Line.,  et  al. 

CERTIORARI  TO  THE  UNITED  STATES  COURT  OF  APPEALS  FOR  THE  SECOND  CIRCUIT. 

No.  251.  Argued  April  2-3,  1958. — Decided  April  28,  1958.* 

Certain  American  shipping  companies  using  the  Panama  Canal  sued  in  a 
Federal  District  Court  to  compel  the  Panama  Canal  Company  to  prescribe 
lower  tolls  for  the  use  of  the  Canal  and  to  refund  tolls  alleged  to  have  been 
collected  illegally  in  the  past.  That  Company  is  an  agency  of  the  United  States 
wholly  owned  by  the  United  States  and  created  by  Congress  for  the  purpose  of 
operating  and  maintaining  the  Canal  and  conducting  business  operations  inci- 
dental thereto.  It  is  authorized,  subject  to  the  approval  of  the  President,  to  fix 
and  to  change  from  time  to  time  the  tolls  charged  for  the  use  of  the  Canal ; 
but  such  tolls  are  required  to  be  fixed  in  accordance  with  a formula  stated  in 
the  Act,  In  a report  to  Congress,  based  partly  on  his  interpretation  of  the  Act 
and  partly  on  his  views  as  to  proper  cost-accounting  methods,  the  Comptroller 
General  expressed  the  opinion  that  the  tolls  being  charged  were  too  high  under 
existing  law,  and  that  opinion  was  the  basis  of  this  suit.  Held:  The  contro- 
versey  at  present  is  not  one  appropriate  for  judicial  action.  Pp.  310-319. 

(a)  The  mere  fact  that  the  Company  may  sue  and  be  sued  in  its  corporate 
name  does  not  necessarily  mean  that  this  suit  can  be  maintained.  P.  317. 

(b)  The  initiation  of  a proceeding  for  readjustment  of  the  tolls  of  the  Canal 
is  not  a ministerial  act  but  is  a matter  that  Congress  has  left  to  the  discretion 
of  the  Company,  and  such  matters  are  excluded  from  the  categories  of  cases 
subject  to  judicial  review  under  § 10  of  the  Administrative  Procedure  Act. 
Pp.  317-318. 

(c)  The  question  whether  the  Company,  as  the  creature  of  Congress  and 
agent  of  the  President,  should  now  fix  new  tolls  turns  on  doubtful  or  highly 
debatable  inferences  from  large  or  loose  statutory  terms  and  on  problems  of 
cost  accounting  involving  questions  of  expert  judgment  requiring  close  analysis 
and  nice  choices,  and  it  is  so  wide  open  and  at  large  as  to  be  left  at  this  stage 
to  agency  discretion.  Pp.  318-319. 

243  F.  2d  844,  reversed. 

Solicitor  General  Rankin  argured  the  cause  for  the  Panama  Canal  Co.  With 
him  on  the  brief  were  Assistant  Attorney  General  Doud,  Paul  A.  Sweeney  and 
Herman  Marcuse. 

C.  Dickerman  Williams  argued  the  cause  for  petitioners  in  No.  252  and 
respondents  in  No.  251.  With  him  on  the  brief  were  Gregory  A.  Harrison  and 
J.  Stewart  Harrison. 

Briefs  of  amici  curiae  were  filed  by  Lawrence  Hunt  for  the  Government  of 
the  United  Kingdom  of  Great  Britain  and  Northern  Ireland,  and  James  M. 
EstaJ}rook  for  Aktiesekabet  Dampskibsselskabet  Svendborg  et  al. 

Mr.  Justice  Douglas  delivered  the  opinion  of  the  Court. 

Respondents,  American  shipping  companies  using  the  Panama  Canal,  brought 
this  suit  in  the  District  Court  to  compel  petitioner,  the  Panama  Canal  Co.,  to 
prescribe  new  tolls  for  the  use  of  the  Canal  and  to  refund  tolls  which  it  was 
alleged  had  been  illegally  collected  in  the  past.  The  District  Court  dismissed 
the  complaint  for  lack  of  jurisdiction  of  the  subject  matter.  143  F.  Supp.  539. 
The  Court  of  Appeals  refused  relief  for  a refund  but  on  other  phases  of  the 
complaint  entered  a summary  judgment  for  the  respondent.  243  F.  2d  844.  The 
cases  are  here  on  petitions  for  certiorari  which  we  granted  because  of  the 
importance  of  the  questions  presented.  355  U.  S.  810.^ 


* Together  with  No.  252,  Grace  Line,  Inc.,  et  al.  v.  Panama  Canal  Co.,  also  on 
certiorari  to  the  same  Court. 

1 In  No.  251  we  granted  the  Panama  Canal  Co.’s  petition  for  certiorari  and  in  No.  252 
we  granted  a cross-petition  filed  by  the  respondents  in  No.  251.  The  Panama  Canal  Co. 
will  hereinafter  be  referred  to  as  the  petitioner.  It  Is  not  necessary  to  discuss  the 
petitions  separately  under  the  view  we  take  of  these  cases. 
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Petitioner  was  created  by  Congress  in  1950.  64  Stat.  1041.  It  holds  the  assets 
of  the  Panama  Canal  and  has  the  duty  of  operating  and  maintaining  it.  It  may 
sue  and  be  sued  in  its  corporate  name.  Canal  Zone  Code,  Tit.  2,  § 248,  62  Stat. 
1078,  as  ameded,  64  Stat.  1038.  Prior  to  1950  the  Panama  Canal  was  operated 
by  the  President  through  the  Governor  of  the  Canal  Zone.  37  Stat.  561.  Busi- 
ness activities  incident  to  that  operation  were  conducted  by  the  Panama  Rail- 
road Co.,  a federal  corporation,  62  Stat.  1076,  which  was  an  agency  and  instru- 
mentality of  the  United  States,  ihid.  Those  auxiliary  business  activities  were 
“designed  and  used  to  aid”  in  the  management  and  operation  of  the  Canal. 
See  Xeio  York  ex  reh  Rogers  v.  Graves,  299  U.S.  401,  406.  Since  1950  all  those 
business  activities  have  been  carried  on  by  petitioner,  the  Panama  Canal  Co., 
all  of  whose  stock  is  held  by  the  President  or  his  designee.  Canal  Zone  Code, 
Tit.  2,  § 246(a),  the  present  designee  being  the  Secretary  of  the  Army. 

The  Hay-Pauncefote  Treaty,  proclaimed  February  22,  1902.  32  Stat.  1903, 
provided  in  Article  III  that  the  “charges  of  traffic  shall  be  just  and  equitable.” 
Under  the  original  Panama  Canal  legislation,  37  Stat.  562,  the  President  was 
authorized  to  fix  the  tolls  on  six  months’  notice  by  proclamation.  Under  that 
Act  the  tolls  were  to  be  not  less  than  764  nor  more  than  $1.25  per  net  regis- 
tered ton.  In  1937  the  ceiling  was  lovered  to  $1  per  net  vessel  ton,  the  mini- 
mum of  754  being  retained.  50  Stat.  750.  When  President  Truman  in  1948 
sought  to  increase  the  toll  rate  to  the  statutory  maximum,  62  Stat.  1494,  Con- 
gress asked  the  President  to  withhold  action  until  the  entire  problem  could  be 
studied.  See  H.  R.  Rep.  No.  1304,  81st  Cong.,  1st  Sess.  7.  President  Truman 
agreed  by  revoking  his  proclamation,  64  Stat.  A433,  and  agreeing  to  the  study. 

On  the  basis  of  that  study  Congress  separated  the  governmental  functions 
of  the  Canal  from  its  transit  and  business  functions,  the  latter  to  be  operated 
by  petitioner.  See  H.  R.  Doc.  No.  460,  81st  Cong.,  2d  Sess. ; H.  R.  Rep.  No. 
2935,  81st  Cong.,  2d  Sess.  It  was  learned  that  if  the  Canal  were  operated  at 
cost,  the  tolls  would  have  to  be  raised  to  a prohibitive  level.  Congress  there- 
fore undertook  to  reduce  the  financial  burden  that  was  imposed  upon  the  users 
of  the  Canal.  The  interest  on  the  capital  investment  of  the  United  States  was 
reduced  and  interest  accrued  during  the  construction  period  was  to  be  disre- 
garded for  the  purposes  of  computing  interest  on  the  capital  investment.  Free 
transits  of  government-owned  vessels  were  eliminated  for  accounting  purposes. 
The  supporting  business  activities  previously  operated  by  the  Panama  Railroad 
Co.  were  to  bear  a proportionate  share  of  the  cost  of  the  Canal  Zone  Govern- 
ment from  which  they  had  been  exempted.  H.  R.  Doc.  No.  460,  81st  Cong.,  2d 
Sess.  And  the  “net  costs  of  operation  of  the  Canal  Zone  Government”  were 
declared  by  Congress  “to  form  an  integral  part  of  the  costs  of  operation  of 
the  Panama  Canal  enterprise  as  a whole.”  See  Canal  Zone  Code,  Tit.  2,  § 246(e) 
64  Stat.  1041. 

It  was  to  carry  out  these  provisions  that  the  Congress  merged  the  functions 
of  operating  and  maintaining  the  Canal  with  the  business  activities  formerly 
carried  on  by  the  Panama  Railroad  Co.  At  the  same  time,  the  Congress,  by 
the  Act  of  September  26,  1950,  64  Stat.  1038,  Canal  Zone  Code,  Tit.  2,  §§  411, 
412,  made  changes  in  the  provisions  for  the  fixing  of  tolls. 

Section  411  provides : 

“The  Panama  Canal  Company  is  authorized  to  prescribe  and  from  time  to 
time  change  (1)  the  rules  for  the  measurement  of  vessels  for  the  Panama 
Canal,  and  (2),  subject  to  the  provisions  of  the  section  next  following,  the  tolls 
that  shall  be  levied  for  the  use  of  the  Panama  Canal : Provided,  however,  That 
the  rules  of  measurement,  and  the  rates  of  tolls,  prevailing  on  the  effective 
date  of  this  amended  section  shall  continue  in  effect  until  changed  as  provided 
in  this  section : Provided  f urther,  That  the  said  corporation  shall  give  six 
months’  notice,  by  publication  in  the  Federal  Register,  of  any  and  ail  proposed 
changes  in  basic  rules  of  measurement  and  of  any  and  all  proposed  changes 
in  rates  of  tolls,  during  which  period  a public  hearing  shall  be  conducted : Avd 
provided  further.  That  changes  in  basic  rules  of  measurement  and  changes  in 
rates  of  tolls  shall  be  subject  to,  and  shall  take  effect  upon,  the  approval  of 
the  President  of  the  United  States,  whose  action  in  such  matter  shall  be  final 
and  conclusive.” 

Section  412(b)  provides  the  formula  which  petitioner  must  employ  in  com- 
puting new  tolls : 

“Tolls  shall  be  prescribed  at  a rate  or  rates  calculated  to  cover,  as  nearly  as 
practicable,  all  costs  of  maintaining  and  operating  the  Panama  Canal,  together 
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with  the  facilities  and  appurtenances  related  thereto,  including  interest  and 
depreciation,  and  an  appropriate  share  of  the  net  costs  of  operation  of  the 
agency  known  as  the  Canal  Zone  Government.  In  the  determination  of  such 
appropriate  share,  substantial  weight  shall  be  given  to  the  ratio  of  the  esti- 
mated gross  revenues  from  tolls  to  the  estimated  total  gross  revenues  of  the 
said  corporation  exclusive  of  the  cost  of  commodities  resold,  and  exclusive  of 
revenues  arising  from  transactions  within  the  said  corporation  or  from  trans- 
actions with  the  Canal  Zone  Government.” 

By  § 412(c)  vessels  operated  by  the  United  States,  including  naval  ships, 
may  “in  the  discretion  of  the  President”  be  required  to  pay  tolls.  In  the  event 
they  do  not,  tolls  shall  nevertheless  be  computed  for  that  use  and  the  amounts 
thereof  “shall  be  treated  as  revenues  of  the  Panama  Canal  Company  for  the 
purpose  of  prescribing  the  rates  of  tolls.” 

A Committee  of  the  Congress  in  1953  directed  petitioner  to  determine  the 
adequacy  of  the  canal  tolls.  See  H.  R.  Rep.  No.  889,  83d  Cong.,  1st  Sess.  10. 
Petitioner  in  reply  stated  that  no  increase  in  tolls  was  at  that  time  indicated 
but  that,  should  canal  traffic  decline,  and  should  the  decline  appear  likely  to 
continue  for  an  appreciable  length  of  time,  “the  Company  will  promptly  take 
the  steps  available  to  it  to  increase  the  rates  of  tolls.”  ^ 

Petitioner,  being  a wholly  owned  government  corporation,  is  subject  to  annual 
audit  by  the  General  Accounting  Office.  59  Stat.  599,  31  U.  S.  C.  § 850.  And  it 
is  provided  that  the  Comptroller  General  shall  report  on  this  audit  to  the  Con- 
gress with  “such  comments  and  information  as  may  be  deemed  necessary  to 


- The  reply  was  in  the  form  of  a letter  to  the  Speaker  of  the  House  from  J.  S.  Seybold, 
President  of  petitioner,  100  Cong.  Rec.  (daily  ed.)  A1995,  stating,  inter  alia: 

“An  initial  study  of  the  adequacy  of  tolls  rates  under  the  new  legislation  has  now 
been  completed  by"  the  Company.  This  study  reveals  that,  largely  as  a result  of  the 
very  high  level  of  traffic  using  the  canal  in  recent  years  without  a corresponding  in- 
crease in  costs,  the  tolls  rates  that  have  been  in  effect  since  1938  are  still  sufficient 
to  cover  all  opei-ating  costs,  including  interest  and  depreciation,  as  required  by  the 
tolls  statutes.  This  conclusion  is  based  on  the  assumption  that  the  Director  of  the 
Bureau  of  the  Budget,  who  under  the  law  must  approve  the  valuation  of  the  assets 
transferred  to  the  Company  from  the  agency  formerly  known  as  the  Panama  Canal, 
will  concur  generally  in  the  valuations  tentatively  established  the  Company  upon 
which  the  interest  and  depreciation  requirements  for  the  most  part  have  been  based. 

“In  recent  months,  chiefly  as  the  result  of  the  cessation  of  hostilities  in  Korea,  there 
has  been  some  drop  in  traffic  transiting  the  canal.  The  Company’s  study  indicates  that 
a further  and  more  substantial  decline  in  the  volume  of  canal  traffic  during  the  next 
few  years  is  to  be  expected  primarily  as  the  result  of  changing  economic  factors  affect- 
ing world  movements  of  petroleum  and  its  products,  iron  ore,  and  coal.  It  is  possible 
that  by  sometime  during  the  fiscal  year  1955  canal  traffic  will  have  declined  to  a point 
where  revenues  at  existing  rates  will  no  longer  be  adequate  to  cover  all  charges.  Should 
this  condition  materialize  and  should  it  appear  reasonably  certain  that  it  will  continue 
for  an  appreciable  length  of  time,  the  Company  will  promptly  take  the  steps  available 
to  it  to  increase  the  rates  of  tolls. 

“In  computing  the  tolls  requirements  for  purposes  of  this  study  the  Company  has 
made  what  it  believes  to  be  an  adequate  allowance  for  depreciation  giving  due  con- 
sideration to  the  factors  of  obsolescence  and  potential  inadequacy  of  the  capital  assets 
includable  in  the  tolls  base.  Estimates  of  the  service  lives  used  for  the  principal  classes 
of  plant  and  equipment  have  been  approved  by  independent  engineering  consultants.  A 
depreciation  rate  of  1 percent  per  annum  from  date  of  service  has  been  used  for  the 
investment  in  the  channel,  harbors,  lock  structures,  dams,  breakwaters,  and  similar 
long-lived  facilities.  Including  this  accrual  the  annual  depreciation  requirements  of  the 
Company  are  presently  approximately  .$9  million. 

“The  tentative  valuations  used  in  the  study  result  in  a net  interest-bearing  investment 
of  the  Government  in  the  Canal  enterprise,  as  defined  by  law,  of  $274  million.  At  the 
rate  of  2. .342  percent  currently  established  for  repayment  of  interest  costs  as  required 
by  the  Company’s  charter  annual  interest  payments  to  the  Treasury  will  amount  to 
$6.4  million.  It  is  expected  that  this  amount  will  increase  somewhat  in  the  future  years 
as  the  result  of  the  generally  rising  trend  of  long  term  interest  rates. 

“No  depreciation  or  return  on  the  capital  value  of  interest  during  the  1904-14  con- 
struction period  has  been  included  in  the  study  because  the  legislative  history  of  the 
present  tolls  statutes  clearly  indicates  the  intent  of  the  Congress  to  exclude  this  item 
entirely  from  the  tolls  base.  Likewise  no  provision  has  been  made  for  amortization 
of  lands  and  treaty  rights  because  of  lack  of  statutory  authority,  although  these  assets 
have  been  included  in  the  investment  for  interest  purposes. 

“Using  the  tentative  plant  valuations  developed  b.v  the  Company  and  recomputing 
the  operating  costs  and  expenses  accordingly,  the  aggregate  net  income  of  the  Com- 
pany from  all  sources  for  the  4-year  period  from  the  reorganization  to  June  30,  1955, 
under  present  tolls  rates  is  estimated  to  be  approximately  $9  million  after  providing 
for  all  charges  currently  authorized  and  required  by  law.  As  previously  indicated  how- 
ever, it  appears  that  a possible  decline  in  volume  of  Canal  traffic  coupled  with  rising 
interest  and  wage  rates  may  necessitate  an  increase  in  the  tolls  rates  in  the  near  future. 
Current  indications  are  that  such  an  increase  may  be  necessary  by  July  1,  1955,  in 
which  case  public  announcement  of  the  new  rates  would  be  made  6 months  earlier  or 
January  1,  1955,  as  required  by  law.” 
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keep  Congress  informed  of  the  operations  and  financial  condition”  of  the  corpo- 
ration, “together  with  such  recommendations”  as  the  Comptroller  General  may 
deem  advisable.  31  U.  S.  C.  § 851. 

The  Comptroller  General  in  1955  expressed  the  view  that  the  petitioner  had 
allocated  too  high  a share  of  the  costs  of  the  Canal  Zone  Government,  of  the 
corporate  overhead,  and  of  interest  payments  to  the  operations  of  the  Canal 
and  too  little  to  its  supporting  or  auxiliary  activities.  H.  R.  Doc.  No.  160,  84th 
Cong.,  1st  Sess.  According  to  his  method  of  cost  allocation,  the  canal  operations 
showed  a large  surplus,  the  auxiliary  or  supporting  activities  a deficit.  Ibid.  He 
also  claimed  that  the  prices  charged  for  the  latter  activities  were  inadequate. 
Ibid.  He  went  on  to  give  his  construction  of  § 412(b)  of  the  Canal  Zone  Code, 
which  was  that  the  tolls  must  be  computed  exclusively  on  the  basis  of  the  cost 
of  operating  the  Canal  without  reference  to  the  losses  incident  to  the  auxiliary 
or  supporting  operations.  Ibid.  He  thought  this  result  to  be  unsound  and  rec- 
ommended that  § 412(b)  be  amended  to  provide  specifically  that  any  losses  of 
the  auxiliary  or  supporting  activities  be  included  in  the  cost  basis  for  the 
determination  of  the  Canal  tolls.  Ibid. 

Petitioner  vigorously  opposes  that  construction  of  § 412(b),  maintaining  that 
the  Comptroller’s  methods  of  cost  allocation  and  his  conclusions  violate  both 
sound  accounting  practices  and  the  Act.  Petitioner  in  particular  objects  to  the 
Comptroller  General’s  view  that  the  Act  requires  the  computation  of  toll  rates 
without  regard  to  any  deficit  in  the  operation  of  the  auxiliary  or  supporting 
business  activities.  Petitioner  concludes  that  the  downward  revision  of  the 
tolls  recommended  by  the  Comptroller  General  is  not  in  harmony  with  the 
congressional  program  and  that  no  change  in  the  toll  formula  is  needed. 

It  was  shortly  after  the  Comptroller  General’s  Report  for  1954  was  sub- 
mitted to  the  Congress  that  respondents  instituted  this  suit. 

It  is,  we  think,  impermissible  to  conclude  that,  because  petitioner  may  sue 
and  be  sued,  this  suit  can  be  maintained.  We  deal  here  with  a problem  in  the 
penumbra  of  the  law  where  generally  the  Executive  and  the  Legilative  are 
supreme.  We  do  not  say,  for  we  are  not  called  upon  to  do  so,  that  no  justici- 
able issues  can  arise  out  of  the  toll-making  procedure  for  the  Panama  Canal. 
All  we  hold  is  that  the  controversy  at  present  is  not  one  appropriate  for  ju- 
dicial action. 

Section  10  of  the  x\dmiuistrative  Procedure  Act,  60  Stat.  243,  5 U.  S.  C. 
§ 1009,  excludes  from  the  categories  of  cases  subject  to  judicial  review 
“agency  action”  that  is  “by  law  committed  to  agency  discretion.”  We  think 
the  initiation  of  a proceeding  for  readjustment  of  the  tolls  of  the  Panama 
Canal  is  a matter  that  Congress  has  left  to  the  discretion  of  the  Panama 
Canal  Co.  Petitioner  is,  as  we  have  seen,  an  agent  or  spokesman  of  the 
President  in  these  matters.  It  is  “authorized”  to.  prescribe  tolls  and  to 
change  them.  Canal  Zone,  Tit.  2,  § 411.  But  the  exercise  of  that  authority  is 
far  more  than  the  performance  of  a ministerial  act.  As  we  have  seen,  the 
present  confiict  rages  over  questions  that  at  heart  involve  problems  of 
statutory  construction  and  cost  accounting:  whether  an  operating  deficit  in 
the  auxiliary  or  supporting  activities  is  a legitimate  cost  in  maintaining  and 
operating  the  Canal  for  purpose  of  the  bill  formula.  These  are  matters  on 
which  experts  may  disagree ; they  involve  nice  issues  of  judgement  and  choice, 
Xeic  York  v.  United  States.  331  U.  S.  284,  335,  which  require  the  exercise  of 
informed  discretion.  Cf.  United  States  ex  rel.  McLennan  v.  Wilbur,  283  U.  S. 
414;  Interstate  Commerce  Commission  v.  Humboldt  S.  S.  Co.,  224  U.  S.  474, 
484^85.  The  case  is,  therefore,  quite  unlike  the  situation  where  a statute 
creates  a duty  to  act  and  an  equity  court  is  asked  to  compel  the  agency  to 
take  the  prescribed  action.  Cf.  Virginian  R.  Co.  v.  System  Federation,  300 

U.  S.  515,  551;  Kansas  City  So.  R.  Co.  v.  Interstate  Commerce  Conmiission, 
252  U.  S.  178.  We  put  the  matter  that  way  since  the  relief  sought  in  this  ac- 
tion is  to  compel  petitioner  to  fix  new  tolls.  The  principle  at  stake  is  no 
different  than  if  mandamus  were  sought — a remedy  long  restricted,  Marbury 

V.  Madison,  1 Cranch  137,  166;  Decatur  v.  Paulding.  14  Pet.  ^97,  514-517.  in 
the  main,  to  situations  where  ministerial  duties  of  a nondiscretionary  nature 
are  involved.  Where  the  matter  is  peradventure  clear,  where  the  agency  is 
clearly  derelict  in  failing  to  act,  where  the  inaction  or  action  turns  on  a mis- 
take of  law,  then  judicial  relief  is  often  available.  Harmon  v.  Brncker.  355 
U.  S.  579,  is  a recent  example.  There  the  Secretary  of  the  xlrmy  issued  less 
than  “honorable”  discharges  to  soldiers,  based  on  their  activities  prior  to 
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induction.  The  Court  held  that  the  “records,”  prescribed  by  Congress  as  the 
basis  for  his  action,  were  only  records  of  military  service.  But  where  the 
duty  to  act  turns  on  matters  of  doubtful  or  highly  debatable  inference  from 
large  or  loose  statutory  terms,  the  very  construction  of  the  statute  is  a 
distinct  and  profound  exercise  of  discretion.  See  Work  v.  Rives,  267  U.S. 
175,  183 ; Wilbur  v.  Kadrie,  281  U.  S.  206,  219 ; United  States  ex  rel  Chicago 
Great  Western  R.  Go.  v.  Interstate  Commerce  Commission,  294  U.  S.  50,  62-63. 
We  then  must  infer  that  the  decision  to  act  or  not  to  act  is  left  to  the  ex- 
pertise of  the  agency  burdened  with  the  responsibiliy  for  decision. 

We  think  this  case  is  in  that  area.  The  petitioner,  as  agent  of  the  Presi- 
dent, is  given  questions  of  judgment  requiring  close  analysis  and  nice  choices. 
Petitioner  is  not  only  agent  for  the  President  but  a creature  of  Congress. 
It  is  on  close  terms  with  its  communities,  reporting  to  the  Congress,  airing 
its  problems  before  them,  looking  to  Congress  for  guidance  and  direction. 
It  is  at  least  arguable  that  Congress  to  date  has  sided  vrith  petitioner  and 
against  the  Comptroller  General  in  construing  §§  411  and  412  of  the  Code. 
For  Congress,  fully  advised  of  the  Comptroller  General’s  views  in  his  Report 
for  1954,  approved  the  budgets  for  the  Panama  Canal  Co.  for  1956,  1957, 
and  1958,  based  on  petitioner’s  interpretation  of  the  statute  and  its  methods 
of  accounting  and  cost  allocation,  69  Stat.  235-237,  70  Stat.  322-324,  71  Stat. 
78.-’^  That  does  not  necessarily  mean  that  the  construction  of  the  Act,  pressed 
on  us  and  on  Congress  by  petitioner,  is  the  correct  one.  It  does,  however, 
indicate  that  the  question  is  so  wide  open  and  at  large  as  to  be  left  at  this 
stage  to  agency  descretion.^  The  matter  should  be  far  less  cloudy,  much  more 
clear  for  courts  to  intrude. 

Reversed. 

Mr.  Metcalfe.  Mr.  Reynolds,  one  final  question. 

Since  the  Panama  Canal  enterprise  is  subject  to  inflationary  pres- 
sures, do  you  think  there  ought  to  be  an  automatic  cost  of  living 
adjustment  in  the  company’s  pricing  policy  whether  such  prices  be 
for  food  in  the  commissary  or  tolls  for  vessels  ? 

Mr.  Reynolds.  That  is  interesting. 

Mr.  Chairman,  I assume  you  are  speaking  of  an  escalated  toll  on 
the  total  structure  as  cost  of  living  went  up  and  down. 

I would  be  somewhat  concerned  about  that,  Mr.  Chairman,  because 
many  of  the  costs  which  go  into  the  operating  cost  of  the  canal  are 
not  subject  in  any  way  to  the  increase  in  the  cost  of  living,  that  is, 
depreciation,  for  instance,  which  is  a major  item,  and  it  is  all  of  the 
costs  that  go  in  that  would  be  getting  the  brunt  of  a cost  of  living 
escalation  on  the  toll’s  fee. 

I think  that  the  general  approach  is  one  that  should  be  looked  at 
very  carefully.  Maybe  there  is  a refinement  on  that  which  would 
focus  in  on  those  variable  costs  which  the  Canal  Company  must, 
unfortunately,  see  rise. 

Statutory  language  increases  are  one,  and  to  the  extent  they  make 
up  the  total  cost  and  to  the  extent  they  cannot  be  offset  by  reduction 


3 Congress  has  been  repeatedly  informed  of  the  basic  problem  involved  here,  indeed 
of  this  very  litigation.  See,  e.  g..  Reports  on  Audit  of  Panama  Canal  Company  and  the 
Canal  Zone  Government,  by  the  Comptroller  General : For  the  Fiscal  Year  Ending 
June  30,  1954,  H.  R.  Doc.  No.  160.  84th  Cong.,  1st  Sess.  1-3,  8-9,  12-18;  For  the 
Fiscal  Year  Ending  June  30,  1955,  H.  R.  Doc.  No.  465,  84th  Cong.,  2d  Sess.  2,  9-10, 
17-24 ; For  the  Fiscal  Year  Ending  June  30,  1956,  H.  R.  Doc.  No.  210,  85th  Cong., 
1st  Sess.  2-5,  15-21.  See  also.  Hearings  before  the  Subcommittee  on  Panama  Canal 
of  the  House  Committee  on  Merchant  Marine  and  Fisheries  on  H.  R.  6917,  7645,  and 
7697,  84th  Cong.,  1st  Sess.  159-165  ; Hearings  before  the  Subcommittee  of  the  Senate 
Committee  on  Interstate  and  Foreign  Commerce  on  S.  2167,  84th  Cong.,  2d  Sess.  23, 
68-70,  89-92,  101-102. 

* A bill  was  introduced  in  the  Senate  in  1955,  S.  2167,  84th  Cong.,  1st  Sess.,  by 
Senator  Magnuson  which  would  give  .iudicial  review  of  agency  action  in  fixing  tolls. 
That  bill  was  reported  favorably  by  the  Committee,  S.  Rep.  No.  2375,  84th  Cong.,  2d 
Sess.  But  it  never  came  to  a vote.  See  102  Cong.  Rec.  11541,  12791,  13901. 
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in  force  over  a period  of  time,  they  have  to  get  the  money  from 
somewhere. 

Mr.  Chairman,  our  industry  does  not  complain  about  that.  They 
will  pay  it,  but  they  want  to  pay  for  what  is  necessary. 

Mr.  Metcalfe.  Thank  you  very  much. 

The  Chair  recognizes  the  distinguished  Chairman  of  the  full  com- 
mittee, Mrs.  Sullivan. 

Mrs.  Sullivan.  Thank  you  very  much,  Mr.  Chairman. 

I just  have  a few  words  to  say  and  questions  I would  like  to  ask 
you,  Mr.  Eeynolds. 

Have  you  or  has  your  organization  had  a determination  made,  for 
tlie  ships  that  AIMS  represents,  as  to  where  the  line  of  percentage 
increase  in  tolls  would  be  drawn  before  new  routing  would  be 
attempted  ? 

]\Ir.  Eeynolds.  A number  of  our  companies  have,  indeed,  made 
such  projections  of  a very  serious  nature. 

Let  us  take  one  major  company  that  goes  from  the  east  coast  down 
through  the  canal  to  Australia,  New  Zealand,  with  tremendous  ships. 
The  formula  requiring  double-bottom  space  used  for  fuel  on  a large 
voyage  to  be  counted  is  unbearable. 

But,  at  the  moment,  they  are  so  relieved  that,  through  the  efforts 
of  this  committee,  the  judgment  was  exercised  by  the  President  to 
take  out  at  least  the  most  onerous  burden,  the  above  deck  cargo,  that 
they  have  sort  of  settled  back  and  are  taking  another  look. 

I must  say  to  you  that  had  all  these  changes  gone  in,  there  was 
serious  consideration  being  given  to  changing  the  route  of  some  of 
our  ships. 

The  answer  to  your  question  is  yes.  I say  to  you  also  that  I think 
it  is  of  interest  to  know,  through  the  executive  committee  of  the 
International  Chamber  of  Shipping,  representing  all  free  world 
shipping,  I received  communications  from  many  operators  in  West- 
ern Europe  who  presently  use  the  canal  who  said  if  all  these  changes 
went  in,  they  would  unfortunately  have  to  take  a very  careful  look 
and  go  the  other  way  very  quickly,  through  the  Suez  Canal. 

Unfortunately,  we  are  getting  to  the  break-even  point. 

Mrs.  Sullivan.  But  you  have  not  made  a real  study  in  depth? 

Mr.  Eeynolds.  No.  It  has  been  up  to  each  company. 

The  reason  for  that  is,  of  course,  their  routes  are  so  different  plus 
the  natures  of  their  vessels  are  so  different. 

Let  us  take  one  of  our  companies.  United  States  Lines.  Their 
Lancer  class  vessels  have  the  above  deck  cargo  burden  on  them.  They 
would  submit  it  would  really  escalate  their  costs  to  about  42  percent. 

To  others  it  was  not  quite  as  burdensome. 

Mrs.  Sullivan.  What  has  been  the  percent  of  decrease  in  the  num- 
ber of  ships  that  your  organization  represents  in  transiting  the  canal 
in  these  past  3 years  since  there  has  been  a deficit  ? 

Mr.  Eeynolds.  Madam  Chairman,  I would  have  to  supply  that 
to  you. 

The  only  reason  it  would  have  declined  is  because  of  the  general 
leveling  off  of  the  world  economy,  and  there  has  been  a substantial 
fall-off'  in  shipping  out  to  the  Orient,  and  it  might  be  of  interest  to 
have  that. 
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Mrs.  Sullivan.  I think  this  is  the  reason  there  is  less  transiting 
and  that  I would  like  to  see  how  it  affects  the  ships  under  the  group 
that  you  represent. 

And  if  we  can  get  more  of  this,  where  is  this  failure  of  cargo  and 
what  is  our  Department  of  Commerce  doing  to  try  to  reinstate  more 
sailings  aboard  in  connection  with  both  exports  and  imports. 

jMr.  Reynolds.  I will  see  that  information  is  made  available  to  you. 

]Mrs.  Sullivan.  Supply  it  if  you  would. 

[The  following  was  received  for  the  record.] 

'Numher  of  transits  hy  U.S.-flag  ships:  1973 — 1,276;  1974 — 1,322;  and  1975 — 
1,097. 

Mrs.  Sullivan.  Have  you  any  idea,  or  has  your  group  made  any 
study,  of  the  amount  of  costs  which  accrued  to  the  United  States  for 
our  share  in  opening  up  and  clearing  the  Suez  Canal? 

Mr.  Reynolds.  The  tl.S.  share  of  opening  up  the  Suez  Canal  was 
quite  substantial,  but  it  was  a gift,  as  I understand  it. 

The  specific  amount,  I do  not  have.  Again,  if  you  like,  it  can  be 
gotten  for  you. 

Mrs.  Sullivan.  I know  many  Navy  ships  and  personnel  were  used, 
and  we  are  starting  an  inquiry  as  to  just  liow  much  was  spent. 

Well,  the  one  figure  that  just  appeared  before  me  is  $20.6  million. 

Mr.  Reynolds.  That  is  the  G^AO  study  ? 

Mrs.  Sullivan.  Yes,  perhaps. 

i\fr.  Reynolds.  That  was  a recent  GAO  study  on  this — $20.6 
million. 

Mrs.  Sullivan.  This  particular  figure  came  from  the  Navy  and  the 
Department  of  Defense.  Well,  we  will  check  with  other  sources  to  see 
what  we  have  done  to  kill  off  our  own  child. 

At  the  moment,  I have  no  other  questions,  Mr.  Chairman. 

[In  a report  to  Hon.  Glenn  M.  Anderson  on  April  11,  1975,  the 
General  Accounting  OlRce  estimated  the  total  cost  of  U.S.  participa- 
tion in  reopening  the  Suez  Canal  at  $29.3  million.] 

Air.  Metcalfe.  Thank  you.  Aladam  Chairman. 

The  Chair  recognizes  the  gentleman  from  Kentucky,  Mr.  Snyder. 

Mr.  Snyder.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  1 want  to  compliment  ^Ir.  Reynolds  on  his  state- 
ment. It  obviously  was  a source  of  some  information  for  me.  I am 
glad  that  you  testified  and  thank  you  for  it,  and  again  beg  your 
apolog^E  It  seems  to  have  come  in  handy. 

Apparently  a good  deal  of  the  problem  Vvc  are  confronted  with  is 
this  change  in  accounting  procedure  that  you  very  vividly  point  up 
in  3mur  statement.  I do  not  know  Avhether  or  not  you  were  aware  of 
it  before  these  hearings. 

I was  not  aware  of  the  fact  that  this  was  brought  about  by  tlie 
obscure  speech  on  May  12,  1972 ; in  Chicago,  by  Ambassador  Ward. 

Were  you  familiar  with  that  speech? 

^^Ir.  Reynolds.  No,  I vras  not,  ]Mr.  Snyder.  It  is  amazing — I was 
not  av/are  of  it. 

Mr.  Snyder.  Where  did  you  get  the  information  that  you  referred 
to  that  the  Canal  Company  is  writing  olf  the  debt  owed  by  the 
Republic  of  Panama? 
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I did  not  catch  that  in  the  Governor's  statement  of  yesterday,  but 
perhaps  he  did  say  it. 

]\fr.  Reynolds.  ^Ir.  Coffe}^  was  here,  and  was  my  source. 

Let  us  see  what  he  has  to  say. 

Mr.  Coffey.  It  came  up  during  the  questions  and  answers,  Mr. 
Snyder. 

The  question  was  asked  about  a policy  change  in  the  Company  to 
begin  amortizing  the  debt  of  approximately  $8  million  over  the  next 
5 years. 

I believe  that  the  witness  was  the  Secretary  of  the  Army,  who  indi- 
cated that  that  change  had  been  put  into  effect  in  fiscal  1974.  to  begin 
writing  off  the  total  at  $1.3  million  annually  of  this  imcollectable 
debt. 

Mr.  Snyder.  I would  like  to  ask  unanimous  consent  for  the  Gover- 
nor, or  the  appropriate  official  of  the  Panama  Canal  Company,  to 
furnish  us  this  information  as  to  how  they  are  handling  that  writing- 
off  process  if,  in  fact,  they  are. 

Mr.  Metcalfe.  Without  objection,  it  is  so  ordered. 

[The  material  requested  is  contained  in  response  of  the  Panama 
Canal  Company  to  the  Subcommittee  question  Pt.  II-H  (5)  and  (6).] 

Mr.  Snyder.  Mr.  Re^molds,  you  complimented  the  President  in  not 
going  along  with  the  deck  cargo  charge  and  made  reference  to  the 
fact  that  those  who  think  this  is  proper  do  not  go  down  below  and 
look  at  the  empty  space. 

Do  I take  it  from  that  that  if  they  are  liauling  deck  cargo  they  do 
not  haul  anything  below? 

IMr.  Reynolds.  No,  that  is  not  the  point. 

The  point  is  this,  that  when  a container  vessel  is  loaded  to  its  de- 
sign capacity,  below  deck  there  remains — below  deck  depending  on 
the  particular  geometry  of  the  hull — anywhere  from  20  to  35  percent 
of  space  wliich  cannot  be  used. 

The  reason  for  that  is  that  containers  are  obviously  exactly  geo- 
metrically designed  by  international  standards,  so  they  can  travel  the 
roads  and  railroads,  and  they  just  cannot  be  accommodated  into  a 
hull  to  utilize  all  the  space. 

The  Canal  Company,  in  determining  so-called  revenue  space,  takes 
the  total  cubage  of  the  hull  beneath  the  deck,  less  appropriate  space 
like  the  engine  room  and  so  forth,  so  it  is  that  a container  vessel, 
when  she  sails  with  no  boxes  above  her  deck,  yet  is  fully  loaded,  is 
carrying  anywhere  from  20  to  35  percent  of  air,  empty  space.  But 
when  she  goes  through  the  Canal,  she  pays  a toll  on  that. 

I say  when  you  put  boxes  above,  you  are  only  equalizing  that  to 
some  extent,  although  some  goes  beyond  it. 

Mr.  Snyder.  Might  it  be  fair  or  appropriate  for  them  to  recom- 
mend, and  hopefully  it  is  fair  to  have  approved,  a formula  whereby 
they  could  charge  for  the  on  deck  cargo  minus  empty  space  below 
for  which  they  are  already  receiving  a charge? 

i\Ir.  Reyx^olds.  That  is  the  basically  logical  approach  to  that. 

Interestingly  enough,  the  Suez  Canal,  I understand,  contemplated 
a 10-percent  surcharge  for  container  vessels  Avith  cargo  above  deck, 
but  they  are  noAv  giAung  actiA^e  consideration  to  deleting  that. 
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]\Ir.  Snydek.  How  much  greater  are  the  Suez  tolls? 

You  make  reference  to  them. 

Mr.  Reynolds.  As  much  as  double. 

Mr.  Snyder.  When  you  say  as  much  as  double,  you  mean  there  are 
different  rates  for  different  commodities. 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Snyder.  Do  you  have  a table  or  a chart  that  you  can  supply 
showing  the  comparative  charges  of  the  Canal  Company  versus  Suez  ? 

Mr.  Reynolds.  We  most  certainly  can  and  will  be  glad  to  do  so, 
taking  comparable  vessels  to  give  you  an  indication  of  exactly  what 
the  charge  Vvdll  be  through  the  Canals. 

Mr.  Snyder.  On  page  6,  you  refer  to  “relatively  minor  fine  tuning” 
as  to  what  is  necessary  to  change  down  there  to  get  this  particular 
thing  back  on  an  even  basis. 

I wonder  if  you  could  tell  us  Avhat  you  mean  by  “minor  fine  tuning”  ? 

It  is  optimistic  sounding,  to  sa}^  the  least. 

Mr.  Reynolds.  It  certainly  is.  And  when  I said  it,  I felt  a little 
unrealistic  because,  quite  frankly.  General  Parfitt  is  trying  desper- 
ately to  liandle  his  problem,  but  within  a climate  that  is  potentially 
explosive  at  any  time.  If  one  takes  a move  with  respect  to  American 
personnel,  possibly  based  on  the  judgment  that  there  is  redundant 
employment  in  one  area — and  I am  just  saying  it  hypothetically, 
because  I do  not  knoAv  obviously — the  Americans  are  going  to  be 
deeply  disturbed  and  the  Panamanians  may  be  elated. 

If  he  takes  such  measures  against  the  Panamanian  job  billets,  the 
Americans  find  it  wonderful,  but  the  Panamanians  are  outraged. 

He  is  constantly  sitting  on  a hot  seat  so  that  the  fine  tuning  word- 
ing means  he  has  to  be  quite  an  artist  down  there  to  fine  tune  this 
problem. 

I think  the  first  thing  starts  with  another  look  at  these  accounting 
procedures.  Then  I think  t]ie  next  thing  he  has  to  do  is  take  a look 
at  tlie  basic  cost  of  a lot  of  the  items  I mentioned  in  my  statement, 
such  as  the  commissary,  the  housing,  and  the  miscellaneous  expenses. 

I find  it  difficult  to  believe  that  these  must  go  up  year  after  year 
to  the  extent  that  they  do. 

That  is  the  point,  Mr.  Snyder,  because  I do  not  think  it  is  strictly 
just  the  impact  of  the  rising  cost  of  living  throughout  the  world 
that,  indeed,  one  must  remember  that  the  cost  of  living  is,  in  some 
measure,  under  control  down  there. 

As  you  know,  this  is  an  enclave.  It  is  a closed  economy,  primarily 
made  up  of  14,000  or  more  American  military  and  civilian  people, 
and  I am  just  not  prepared  to  accept  that  it  cannot  be  controlled 
better.  That  is  all. 

Mr.  Snyder.  You  made  reference,  of  course,  to  the  $8.3  million 
depreciation  charge  against  revenues. 

Apparently,  that  figure  might  be  $20  million  based  on  the  previous 
witness’  testimony. 

I am  wondering  whether  or  not,  since  this  depreciation  factor  is 
obviously  causing  the  deficit,  if  it  is  not  true  that  even  with  these 
loss  items  that  you  just  now  mentioned,  and  which  are  enumerated 
on  page  8,  if  the  depreciation  factor  was  not  changed  in  1974,  they 
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would  still  be  able  to  cover  these  losses  you  enumerated  and  complain 
of  now,  with  the  existing  revenues. 

Is  that  not  true  ? 

Mr.  Eeyxolds.  That  is  correct. 

The  $8.3  million,  Mr.  Snj^der,  results  from  the  depreciation  of  titles 
and  treaties  and  original  excavations  which  are  carried  at  $332  mil- 
lion on  the  Canal  Company  books. 

That  was  the  added  depreciation  cost  that  was  added  to  the  tolls. 
That  is  a fundamental  problem. 

Mr.  SxYDER.  I was  obviously  impressed  with  the  research  vrhich 
you  did  in  quoting  Mr.  Seybold  on  page  9 in  his  communication  to 
this  committee  as  to  why  depreciation  had  not  been  charged  previ- 
ously. The  fact  is  that  you  have  indicated  that  there  was  no  legal 
basis  for  doing  it,  or  Mr.  Seybold  indicated  that  there  was  no  legal 
basis  for  this. 

Are  you  aware  of  any  change  in  the  law  that  made  this  legal? 

Mr.  Eeyxolds.  None  whatsoever. 

You  know,  the  only  thing — and  I will  be  very  blunt  about  it — the 
only  thing  I think  that  took  place  was 

Mr.  SxYDER.  If  I may  interrupt  you,  you  are  referring  to  an 
obscure  speech  made  in  Chicago  ? 

Mr.  Eeyxolds.  That  may  have  been  part  of  it.  But  this  was  a very 
handy  way  and  a way  that  had  an  aspect  of  respectability  about  it, 
to  justify  a toll  increase. 

You  know,  if  you  suddenly  add  $8.3  million  depreciation  cost,  and 
the  basic  policy  is  you  have  to  break  even,  then  you  have  a nice 
logical  reason  for  putting  on  that  20  percent  increase  back  in  1971. 

I think  it  is  as  simple  as  that.  I think  it  arises  out  of  the  long 
histoiy  of  the  canal. 

Everyone  is  aware  of  the  fact  that  the  toll  formula  was  not 
changed  for  years  and  years,  and  this  leads  people  to  say,  you  know, 
what  are  you  complaining  about,  that  is  you  ship  operators? 

The  fact  of  the  matter  is,  as  we  all  know,  that  the  transits  kept 
increasing  and  the  size  of  vessels  kept  increasing,  and  the  money  kept 
coming  in  more  and  more  each  year. 

Instead  of  being  a situation  where  costs  had  to  be  kept  dov/n  pru- 
dently and  rigidly,  here  was  a situation  where  money  was  coming  in 
that  had  to  be  spent. 

This  is  not  criticism  of  existing  management  of  the  canal,  but  a 
fact  of  life,  that  toll  revenue  kept  increasing  and,  therefore,  why 
bother  with  being  so  prudent  about  what  went  out. 

Mr.  SxYDER.  Mr.  Seybold,  as  President  of  the  Panama  Canal  Com- 
pany, concluded  not  only  that  depreciation  was  not  the  intent  of 
Congress  but  that  a lack  of  authority  existed  for  the  Company  to 
take  it. 

Do  you  have  any  reason  or  information  that  might  explain  why 
the  President  of  the  Panama  Canal  Company,  at  the  time  this  de- 
preciation factor  was  cranked  in,  thought  it  was  the  intent  of  Con- 
gress to  make  a legislative  change  ? 

Mr.  Eeyxolds.  No. 

I think  the  intent  of  Arthur  Anderson  changed. 
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Here  is  one  way  to  depreciate  the  debt,  the  excavations,  and  it  will 
be  a nice  tidy  package  when  we  give  the  canal  to  the  Panamanians. 

These  things,  Mr.  Snyder,  have  to  be  faced  very  bluntly. 

Mr.  Snyder.  Well,  revenue  kept  coming  in,  as  you  indicated,  and 
I did  not  know  why  they  found  it  necessary  to  make  these  changes. 

I cannot  help  but  think  the  treaty  had  something  to  do  with  it,  our 
treaty  negotiations.  It  had  some  effect  upon  the  change  in  the  account- 
ing procedures.  Nor  am  I convinced  that  no  one  in  that  whole  opera- 
tion got  any  directive,  any  information,  any  direct  contact  other  than 
Ambassador  Ward’s  speech,  which  both  Mr.  Steers  and  Mr.  Kujawa 
specihcally  mentioned  as  the  motivating  factor  insofar  as  their 
cranking  in  the  treaty  factor. 

To  me  that  is  inconceivable.  I hope  these  hearings  have  produced 
that  effect  on  others. 

I thank  you  for  your  testimony.  It  has  been  very  helpful. 

Mr.  Metcalfe.  Thank  you  very  much. 

Mr.  Coffey.  Mr.  Chairman,  may  I make  a comment? 

Mr.  Metcalfe.  We  have  our  quorum  call  right  now. 

Mr.  Coffey.  I gave  an  account  of  a response  to  Mr.  Snyder’s  ques- 
tions dealing  with  the  acounts  receivable  with  the  Republic. 

According  to  my  notes,  the  information  on  that  was  in  response  to 
a question  asked  by  Mrs.  Sullivan  and  was  given  by  Governor  Parfitt 
and  another  witness  during  the  end  of  the  morning  session. 

Mr.  Snyder.  We  have  asked  for  unanimous  consent  for  that  to  be 
amplified  by  the  Governor. 

Mr.  Metcalfe.  Thank  you  very  much. 

Mr.  Hubbard,  any  questions  ? 

]\Ir.  Hubbard.  Mr.  Chairman,  thank  you  very  much. 

Due  to  the  quorum  call  and  because  of  the  concise  and  informative 
statement  given  by  Mr.  Reynolds,  I have  no  questions,  but  I con- 
gratulate him  on  his  presentation. 

Mr.  Reynolds.  You  are  very  kind,  sir. 

Mr.  Metcalfe.  I would  like  to  express  the  Chair’s  appreciation  for 
your  testimony.  You  have  added  a great  deal  to  these  hearings,  and 
we  do  appreciate  your  candor  and  your  presentation. 

The  meeting  will  stand  in  recess  until  2 o’clock,  at  which  time  Mrs. 
Sullivan  will  then  chair  the  hearings. 

Thank  you  all  very  kindly. 

I Whereupon,  at  12  :17  p.m.,  the  subcommittee  recessed,  to  reconvene 
at  2 o’clock,  the  same  day.] 

AFTERNOON  SESSION 

Mrs.  Sullivan  [presiding].  The  subcommittee  will  come  to  order. 

I apologize  for  being  late.  We  are  waiting  for  a vote,  but  there  are 
too  many  members  that  want  to  talk  on  the  floor,  so  I decided  to 
start  these  hearings. 

Our  witness  this  afternoon  is  Mr.  David  Tolan,  executive  vice  presi- 
dent and  general  manager  of  the  Caribbean/Latin  American/Domes- 
tic  Division  of  Sea-Land  Service,  Inc. 

Mr.  Tolan,  do  you  want  to  condense  your  statement?  I think  if  I 
recall  your  testimony  is  quite  long. 
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STATEMENT  OF  DAVID  J.  TOLAN,  EXECUTIVE  VICE  PEESIDENT  AND 
GENERAL  MANAGER,  CARIBBEAN/LATIN  AMERICAN/DOMESTIC 
DIVISION,  SEA-LAND  SERVICE,  INC.,  ACCOMPANIED  BY  NICHO- 
LAS J.  ZITO,  DIRECTOR  OF  REGULATORY  ACCOUNTING,  AND 
KENNETH  N.  TICE,  PRICING  MANAGER,  DOMESTIC  CENTRAL 
AMERICAN  SERVICES,  AND  PAUL  G.  McELLIGOTT,  ESQ.,  ATTOR- 
NEY FOR  SEA-LAND 

^Ir.  Tolax.  Madam  Chairman,  distinguished  members  of  the  com- 
mittee, appearing  with  me  this  afternoon  on  my  extreme  left  is  Mr. 
Xicholas  Zito,  director  of  regulatory  accounting  for  Sea-Land;  on  my 
immediate  left  is  Mr.  Kenneth  Tice,  pricing  manager,  Domestic/Cen- 
tral American  Services;  and  on  my  right,  Mr.  Paul  McElligott,  our 
Washington  coimsel. 

We  may  say  that  we  subscribe  very  much  to  the  remarks  and  concur 
with  them  of  Mr.  Reynolds  this  morning  of  the  American  Institute 
of  Merchant  Shipping  with  respect  to  the  operation  of  the  canal,  the 
able  leadership  of  Governor  Parfitt  and  the  competency  and  dedica- 
tion of  the  entire  staff  of  the  Canal  Zone  and  the  goverimient  and 
particular  recognition  should  be  given  to  the  outstanding  job  that 
everyone  did  in  the  accomplishment  of  moving  the  backlog  of  vessels 
that  built  up.  I think  it  taxed  all  their  resources  and  they  devoted  all 
their  energies  to  doing  it  and  they  cleared  up  what  could  have  been 
a monumental  delay  during  the  stoppage  in  March  of  this  year. 

At  the  outset,  Sea-Land  wishes  to  express  its  sincere  appreciation 
to  the  members  of  the  Merchant  Marine  and  Fisheries  Committee  and 
to  this  Subcommittee  for  their  expression  of  concern  and  interest  over 
the  recent  changes  in  tolls  and  changes  in  measurement  rules  for  ves- 
sels transiting  the  Panama  Canal.  These  expressions  of  interest,  and 
the  determination  by  the  Committee  to  study  in  depth  the  Panama 
Canal  Company’s  tolls  structure  and  policies  through  these  hearings, 
in  our  opinion  were  instrumental  in  the  decision  by  President  Ford 
not  approve  the  proposed  on-deck  cargo  measurement  rule.  The  on-deck 
rule  would  have  significantly  worsened  the  existing  discrimination 
against  containerships  in  the  present  rules,  substantially  increasing 
tolls  for  containership  transits,  and  threatening  continuation  of  con- 
tainership  services  using  the  Canal,  which  are  marginal  in  nature  and 
highly  susceptible  to  competition  from  overland  modes. 

FRAMEWORK  OF  THE  IIEAFJXGS 

Hearings  on  the  tolls  structure,  rates  and  policies  for  the  Panama 
Canal  are  appropriate  at  this  time.  The  justification  for  hearings  is 
stronger  now  that  it  was  in  1948-50,  the  last  time  that  a detailed 
analysis  of  the  tolls  system  was  undertaken.  A proposed  tolls  rate 
increase,  the  first  in  the  Canal’s  history,  spurred  these  earlier  hear- 
ings. Since  July,  1974,  containerships  using  the  Canal  have  been 
subjected  to  (1)  a 19.7  percent  rate  increase;  (2)  substantial  in- 
creases in  terminal  and  handling  charges  for  vessels  utilizing  such 
services;  (3)  a February  1976  tolls  increase  through  reinterpreta- 
tion of  measurement  rules;  and  (4)  a March  1976  tolls  increase 


298 


through  changes  in  measurement  rules.  The  Canal  Company  has 
planned  another  tolls  rate  increase  for  1976  of  21.3  percent  assuming 
approval  of  all  measurement  rules  changes.  Due  to  the  elimination 
of  the  on-deck  rule  from  the  approved  measurement  rules  changes, 
the  increase  is  likely  to  be  even  greater. 

The  hearings  in  the  1940’s  produced  a number  of  changes  in  the 
organization  of  the  entities  responsible  for  Canal  operations  includ- 
ing changes  in  tolls  structure  and  policies  for  the  Canal.  As  a result, 
the  tolls  increase  proposed  in  1948  did  not  become  effective  and 
rates  and  rules  remained  stable  for  another  25  years. 

Sea-Land  hopes  that  these  hearings,  and  actions  by  the  Congress 
and  the  Canal  Company  resulting  therefrom,  will  achieve  the  same 
result.  Sea-Land  urges  the  Committee  not  to  seek  temporary  or 
limited  remedies,  but  rather  to  seek  fundamental  changes  which 
will  provide  long-term  stability  in  Canal  rates  and  rules.  Long- 
term stability  is  in  the  best  interest  of  the  United  States  foreign 
and  domestic  commerce,  which  comprises  70%  of  the  traffic  moving 
through  the  Canal,  and  the  carriers,  particularly  U.S.-fiag  carriers, 
operating  in  that  commerce. 

sea-land’s  services  in  general  and  in  panama 

Sea-Land  operates  U.S.-flag  containerships  in  the  foreign  and 
domestic  commerce  of  the  United  States,  serving  numerous  ports 
in  the  United  States,  Europe,  the  Mediterranean,  the  Far  East, 
Central  America  and  the  Caribbean  area.  Sea-Land  is  one  of  the 
few  remaining  carriers  providing  regular  intercoastal  services 
between  the  East  and  West  Coasts  of  the  United  States.  The  total 
number  of  American  flag  general  cargo  vessels  in  intercoastal  service 
has  declined  from  155  in  1939  to  15  in  1975.  This  service  is  highly 
competitive  with  transcontinental  rail  services,  not  subject  to  tolls 
increases.  Assistant  Secretary  Veysey,  discussing  the  future  of  the 
Canal  before  the  Transportation  Appropriations  Subcommittee  in 
February,  1976,  believed  the  Canal  would  be  “a  vital  life  line  in 
world  commerce  and  in  our  own  intercoastal  commerce  for  a long 
time.”  We  would  like  to  share  Mr.  Veysey ’s  optimism,  especially 
insofar  as  intercoastal  commerce  is  concerned.  But,  if  the  recent 
pattern  of  tolls  increases  and  rules  changes  persists  for  the  future, 
in  our  pinion,  the  intercoastal  service  will  be  in  great  jeopardy. 

Sea-Land’s  containerships  have  been  using  the  Panama  Canal 
since  1962.  Transits  increased  gradually  from  1962  until  FY  1974, 
amounting  to  102  domestic  transits  and  4 vessel  positioning  transits 
in  that  year.  The  Canal  Company  in  July,  1974,  increased  tolls  by 
about  20  percent.  Sea-Land’s  transits  declined  to  86  domestic  tran- 
sits and  5 vessel  positioning  transits  in  the  year  following  this 
increase.  The  tolls  increase  was  one  factor  causing  this  decline. 
Sea-Land  regularly  uses  the  Canal  in  its  intercoastal  service,  its 
U.S.  West  Coast/Puerto  Rico,  Caribbean  and  Central  American 
services;  Sea-Land  also  provides  service  between  Panama  and  the 
Far  East,  Europe,  the  Mediterranean,  and  the  Caribbean,  as  well 
as  the  United  States. 

In  addition  to  commercial  cargo  in  the  above  services,  Sea-Land 
also  provides  regular  carriage  for  the  United  States  Military 
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Services  between  Panama  and  the  United  States.  Regular  move- 
ments of  household  goods  between  the  United  States  and  Panama 
are  handled  for  the  Panama  Canal  Company. 

Service  for  Panama  is  provided  every  eight  days,  utilizing  five 
fully  containerized  vessels.  These  vessels  operate  exclusively  in  the 
Sea-Land  Intercoastal  Service  and  are  devoted  to  handling  cargo 
originating  or  destined  in  the  United  States,  Panama,  Puerto  Rico, 
and  the  Caribbean  Islands,  as  well  as  relay  cargo  between  Europe 
and  the  Far  East.  In  addition  to  Panama  cargo,  Sea-Land  also 
relies  totally  on  Panama  for  loading  and  discharging  cargo  for 
Costa  Rica. 

Presently,  Sea-Land  has  a capital  investment  in  its  intrcoastal 
service  of  approximately  $77  million  including  a capital  investment 
in  Panama  devoted  exclusively  to  handling  Panama  cargo.  The 
investment  in  Panama  includes  a container  crane  having  a value 
of  $2.5  million,  and  360  container  chassis  and  331  containers.  Sea- 
Land  also  has  a full-time  Country  Manager  domiciled  in  Panama, 
and  a Panama  agent. 

Sea-Land  utilizes  the  facilities  of  the  Panama  Canal  Company 
in  the  very  important  Panama  market  and  in  other  services  requir- 
ing Canal  transits.  In  addition  to  the  Panama  Canal  terminal  facili- 
ties, Sea-Land  depends  heavily  on  the  utilization  of  the  warehouses 
and  transportation  services  of  the  Panama  Canal  Railroad.  Thus 
actions  which  force  Sea-Land  and  other  carriers  to  reduce  transits 
not  only  eliminate  tolls  revenues  but  also  eliminate  revenues  from 
ancillary  and  supporting  services.  Revenues  to  the  Canal  Company 
for  the  supporting  services  from  Sea-Land  alone  amount  to  about 
$1.0  million  annually. 

TOLLS  INCREASES  THROUGH  CHANGES  IN  RATES  AND  RULES 

The  establishment  in  1951  of  the  Panama  Canal  Company  as 
an  entity  separate  from  the  Canal  Zone  Government,  and  the  passage 
of  laws  relating  to  the  tolls  structure  and  policies,  were  described  in 
a Congressional  report  as  “a  definite  and  permanent  Panama  Canal 
Company  tolls  policy.”  The  policy  achieved  stability.  Tolls  rates 
have  been  stable,  measurement  rules  were  not  tampered  with;  yet 
tonnages,  transits  and  tolls  revenues  increased  regularly.  Between 
FY  1965  and  FY  1974  tolls  revenues  from  commercial  ocean  traffic 
increased  over  $54  million  or  83  percent  without  any  change  in 
rates  or  rules.  Transits  by  commercial  carriers  went  from  11,834  to 
14,033  and  long  tons  of  cargo  from  76.5  million  to  nearly  148  million 
in  the  same  period. 

Since  July,  1974,  the  Canal  Company  has  changed,  or  attempted 
to  change,  toll  rates  and  measurement  rules  often  and  substantially. 
In  Sea-Land’s  opinion,  these  changes  are  a contributing  cause  of 
the  reduction  in  cargoes  and  transits  in  FY  1975,  and  of  the  con- 
tinued reductions  in  FY  1976.  Sea-Land  believes  that  continuation 
of  a policy  of  repeated  increases  will  further  reduce  commercial 
use  of  the  Canal. 

1.  1974  TOLLS  RATES  INCREASE 

The  July  1974  tolls  rate  increase  of  19.7  percent  was  approved  in 
full  over  the  objections  of  Sea-Land,  the  American  Institute  of  Mer- 
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chant  Shipping  (ATMS),  the  Commonwealth  of  Puerto  Pico  and 
other  affected  parties.  In  FY  1975,  tolls  produced  increased  revenues 
of  over  $22  million.  But  the  increase,  Sea-Land  believes,  was  a factor 
causing  a decline  of  over  400  commercial  transits  and  7.8  million  long- 
tons  of  commercial  cargo. 

The  Canal  Company  attributes  these  declines  to  circumstances  other 
tlian  the  increase,  c.g.,  the  worldwide  recession,  nationalization  of 
mines,  increased  oil  prices,  etc.  These  circumstances  likely  had  some 
impact  on  the  transit  and  tonnage  reductions.  But  to  attribute  no  im- 
pact to  the  rate  increase  is  neither  realistic  nor  consistent  with  studies 
sponsored  by  the  Canal  Company  itself. 

A study  for  the  Company,  revised  in  February  1974  (Attachment 
A),  revealed  a number  of  commodities  sensitive  to  tolls  increases  of 
20  percent  or  less.  The  tonnages  for  some  of  tliese  sensitive  com- 
modities— crude  petroleum  and  petroleum  products,  grains  and  soy- 
beans, iron  and  steel  manufactureres,  and  general  cargo— declined 
between  FY  1974  and  FY  1975. 

Further,  as  this  study  and  other  studies  for  the  Canal  Company 
have  indicated,  the  impact  of  tolls  increases  may  not  be  reflected  in 
the  short  term  due  to  existing  supply  contracts  and  fixed  transporta- 
tion arraiigements  Avhich  leave  shippers  with  no  alternative  except  to 
pay  higher  tolls.  The  impact  is  reflected  over  the  longer  term.  This 
appears  to  be  the  situation  for  the  Canal  Company  for  FY  1976.  The 
Canal  Company  is  not  participating  in  improving  economic  condi- 
tions. Canal  transits  have  been  revised  downward,  and  are  expected 
to  be  less  than  13,000  for  FY  4976. 

Sea-Land  itself  had  fewer  Canal  transits  in  the  first  half  of  FY 
1976  than  in  the  first  half  of  FY  1975,  although  Sea-Land’s  total 
carryings  in  its  services  have  improved  in  the  same  period.  World 
economic  conditions  cannot  shoulder  all  blame  for  continuing  declines 
in  Canal  transits  and  cargoes. 

2.  19  74  INCREASES  IN  TERMINAL  CHANGES 

Effective  August  1,  1974,  the  Canal  Company  increased  charges  for 
cargo  handling  and  transferring  and  related  services.  These  increases 
ran  approximately  20  percent  per  ton  on  various  cargoes,  including 
containerized  freight.  Cliarges  were  also  increased  for  the  delivery  of 
bunkers  to  vessels.  As  a result,  marine  terminal  operations  of  the 
Canal  Company  show  a net  income  of  $2,955,000  for  FY  1975,  and 
net  incomes  of  $4,780,000  and  $5,300,000  are  projected  for  FY  1976 
and  FY  4977  respectively. 

3.  FEBRUARY,  19  76,  RULES  INTERPRETATION  INCREASE 

On  October  10,  1964,  the  Panama  Canal  Company,  acknowledging 
that  containerships  had  considerable  under-deck  space  which  was  not 
})art  of  the  earning  capacity  of  the  vessel,  issued  an  interpretation  of 
the  measurement  rules  permitting  the  deduction  of  a portion  of  that 
space  in  computing  Panama  Canal  tonnages.  This  interpretation, 
supplement  No.  2,  stated:  “A  container  hold,  by  virtiire  of  inherent 
design  features,  has  certain  unused  spaces  which  are  not  available  for 
carrying  cargo.  The  space  in  a container  hold  between  the  outboard 


301 


side  of  the  containers  and  the  sides  of  the  vessel  shall  be  deducted  . . 
under  certain  specihed  conditions.  The  Company  repealed  this  inter- 
pretation in  1969,  but  permitted  it  to  remain  i]i  effect  for  vessels  com- 
ing- within  the  previous  interpretation  ‘hmtil  a change  of  ownership 
of  the  vessel  occurs  or  structuarl  changes  are  made  in  the  container 
holds.” 

Effective  February  15,  1976,  the  Canal  Company  cancelled  the 
1969  reservation.  The  Canal  Company  issued  this  supplement  without 
the  6-month  notice  required  by  law  for  changes  in  toUw.  The  change 
will  increase  tolls  substantially  for  some  Sea-Land  vess^fk  For  exam- 
ple, the  vessel  Oakland  paid  $13,587  in  tolls  for  a transit  prior  to 
February  15,  and  paid  $15,421  for  a transit  subsequent  to  that  date, 
an  increase  of  $1,834  or  13.5  percent. 

4.  MARCH  19  76  INCREASE  VIA  RULES  CHANGES 

On  July  11,  1975,  the  Canal  Company  proposed  significant  changes 
in  rules  of  measurement  of  vessels  transiting  the  Canal.  Changes  in 
measurement  rules  had  not  occurred  since  1937. 

The  Board  of  Directors  of  the  Canal  Company  approved  the  rules 
without  any  change  over  considerable  opposition  from  carriers  (both 
U.S.  flag  and  foreign-flag) , ports,  labor  unions,  shippers,  members 
of  Congress,  and  others.  The  proposed  rules,  particularly  the  on-deck 
rule,  would  have  had  the  most  severe  impact  on  containerships,  par- 
ticularly U.S. -flag  containerships.  Sea-Land  calculated  the  increased 
tolls  at  $818,733  based  on  all  1974  transits.  Members  of  AIMS  esti- 
mated the  increase  at  $1,725,000  from  the  on-deck  rule  alone. 

Thanks  to  the  expression  of  Congressional  interest  from  this  Com- 
mittee and  also  from  members  of  the  Senate,  and,  we  believe,  con- 
sidering the  merit  of  arguments  opposing  the  on-deck  rule,  and  its 
impact  on  U.S. -flag  containerships.  President  Ford  approved  the 
rules  other  than  the  on-deck  rule  effective  March  23,  1976.  Sea-Land 
obviously  has  little  experience  with  the  impact  of  the  revised  rules 
on  Sea-Land  transits.  Based  on  the  types  of  vessels  and  number  of 
transits  for  Sea-Land’s  services  regrdarly  using  the  Canal,  Sea-Land 
projects  the  approved  rules  will  increase  tolls  for  FY  1977  by  ap- 
proximately $48,000.  Occasionally,  Sea-Land  has  used  the  Canal  to 
reposition  one  of  its  modern  SL-7  vessels.  The  revised  rules  increase 
tolls  by  $5242  for  a single  transit  of  a SL-7  vessel. 

5.  X'EW  TOLLS  IX^ CREASE 

The  Canal  Company  testified  in  February,  1976  before  the  Trans- 
portation Appropriations  Subcommittee  that  it  was  considering  seri- 
ously a further  increase  of  21.3  percent  in  tolls  rates  in  1976.  This 
figure  assumed  approval  of  all  changes  in  measurement  rules,  includ- 
ing the  on-deck  rule.  If  action  is  not  taken  to  reduce  the  projected 
losses  of  the  Canal  Company,  a new  increase  obviously  will  be  far 
more  than  21.3  percent.  Another  tolls  increase  of  21.3  percent  would 
result  in  a total  tolls  increase  for  Sea-Land’s  intercoastal  vessels 
of  more  than  $500,000  from  all  tolls  rates  and  rules  changes  since 
July  1974.  This  sum  assumes  only  84  transits,  rather  than  the  102 
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transits  by  Sea-Land  vessels  in  1974.  Any  additional  transits,  to 
position  vessels  or  otherwise,  would  add  to  the  total  impact. 

Before  turning  to  accounting  and  financial  aspects  of  Canal  op- 
erations, and  assessment  of  costs  against  tolls,  I v/ish  to  discuss 
briefly  the  reason  for  Sea-Land’s  position  that  the  Canal  Company’s 
measurement  rules  are  inconsistent  with  statutory  requirements  and 
discriminatory  in  their  treatment  of  containerships.  Befusal  to  ap- 
prove the  on-deck  rule  removed  a major  source  of  additional  dis- 
crimination. However  the  revised  rules,  and  the  rules  prior  to  revi- 
sion, cause  tainerships  to  bear  an  unfair  portion  of  tolls. 

MEASUREMENT  RULES  DISCRIMINATION  AGAINST  CONTAINERSHIPS 

The  discrimination  against  containerships  of  the  measurement  rules 
arises  from  the  inclusion  of  under  deck  space  not  used  or  useable  for 
carrying  cargo  and  thus  not  part  of  the  “actual  earning  capacity  of 
the  vessel”  under  Section  412(a)  of  Title  II  of  the  Canal  Code.  This 
section  requires  that  rules  reflect  the  “actual  earning  capacity”.  At- 
tachment B to  my  testimony  shows  sketches  which  illustrate  typical 
unuseable  spaces  in  the  holds  of  containerships.  It  will  be  seen  from 
the  figures  given  that  for  the  Sea-Land  vessel  ST.  LOUIS,  only  60 
percent  of  the  hold  space  below  deck  is  available  to  carry  cargo. 

In  general,  the  measurement  of  hold  spaces  on  a bulk  carrier  in- 
cludes only  space  in  which  cargo  is  actually  carried,  and  in  the  case 
of  tankers,  cargo  is  actually  carried  in  space  which  is  not  included  in 
the  measurements — specifically,  the  space  between  the  frames  of  the 
ship,  which  is  excluded  when  the  measurements  are  made  to  the  inner 
surface  of  the  frames. 

These  disputes  in  the  determination  of  “actual  earning  capacity” 
help  to  illustrate  why,  based  on  the  Canal  Company’s  1975  data,  bulk 
carriers  paid  only  71  cents  per  long  ton  in  tolls,  tankers  only  64  cents, 
all  vessels  91  cents,  general  cargo  vessels  $1.14  and  containerships 
$2.13  per  long  ton. 

We  are  raising  these  points  primaril}^  to  show  why  we  feel  that 
when  substantial  changes  are  proposed  in  the  measurement  system 
itself  a complete  study  should  be  made,  preferably  with  full  industry 
participation.  A comprehensive  study  of  all  classes  of  vessels  should 
be  undertaken  to  determine  whether  the  Canal  Company  is  calculat- 
ing Canal  tonnage  consistent  with  the  statute,  that  is  based  on  the 
actual  earning  capacity  of  the  vessels. 

Sea-Land  submits  that  tolls  for  containerships  should  be  based  on 
the  internal  cubic  measurement  of  the  containers — both  above  deck 
and  below  deck — that  a containership  is  designed  to  carry.  Knowing 
the  Panama  Canal  tonnage  of  a vessel  prior  to  transit,  regardless 
of  the  amount  of  cargo  actually  carried,  is  desirable.  Basing  Canal 
tonnages  on  cargo  actually  carried  would  cause  substantial  adminis- 
trative costs,  result  in  unnecessary  delays  and  make  difficult  corporate 
programming  of  service  costs. 

Sea-Land,  as  a liner  operator  and  unlike  operators  of  bulk  cargo 
vessels  and  tankers,  cannot  enjoy  the  luxury  of  waiting  until  its 
vessels  are  100  percent  filled  for  each  sailing.  Shippers  expect  fre- 
quency and  regularity  of  service  with  schedules  maintained.  Yet 
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Sea-Land  does  not  seek  recognition  of  these  differences  in  transpor- 
tation conditions  and  services.  Eather,  Sea-Land  seeks  consistency 
of  the  rules  with  the  statutory  mandate  that  they  be  based  on  the 
actual  earning  capacity  of  a vessel.  Containerships  would  still  be 
paying  more  tolls  per  ton  of  cargo  than  other  t}^pes  of  vessel,  even 
if  the  measurement  rules  reflected  the  internal  measurement  of  the 
containers.  However,  the  discrimination  will  not  exist  to  the  extent 
it  now  does,  and  the  much  greater  extent  that  would  have  existed 
had  the  on-deck  container  rule  been  approved. 

The  Canal  Company  acknowledged  in  its  1964  interpretation  of 
measurement  rules  that  “a  container  hold,  by  virtue  of  inherent  design 
features,  has  certain  unused  spaces  which  are  not  available  for  carry- 
ing cargo.”  The  present  rules  continue  to  include  these  unused  under 
deck  spaces  in  computing  Panama  Canal  tonnages  for  tolls. 

A study  for  Sea-Land  (Attachment  C)  shows  that  the  actual  cargo 
space  available  in  containers  below  deck  for  Sea-Land’s  fleet  is  only 
59  percent  of  the  total  volume  of  the  cargo  holds.  Even  when  on-deck 
space  is  added,  the  total  volume  of  cargo  space  within  containers 
is  still  only  93.3  percent  of  the  cargo  hold  volume  available  below 
deck  on  the  same  ships  as  ordinary  freighters. 

Some  variation  in  the  rate  per  long  ton  of  cargo  has  always  been 
inherent  in  the  Canal  rate  structure,  but  discrimination  due  to 
measurement  rules  is  clearly  indicated  when  we  compare  the  tolls 
per  long  ton  for  containerships,  $2.13,  with  the  tolls  which  would 
have  been  paid  by  the  same  ships,  carrying  the  same  cargoes,  before 
their  conversion  to  containerships.  This  rate  is  $1.14  per  long  ton, 
Avhich  is  the  FY  1975  average  for  general  cargo  ships  other  than 
containerships. 

The  Canal  Company  has  alleged  the  rules  are  not  discriminator}^ 
because  they  are  applied  to  all  vessels.  The  discrimination  is  not  in 
the  application  of  the  rules,  but  in  the  rules  themselves,  which  do  not 
base  Canal  tonnages  on  the  actual  earning  capacity  of  the  types  of 
A^essels,  and  include  for  containerships  underdeck  spaces  not  used  or 
useable  for  cargo.  Sea-Land  believes  the  Canal  Company  should 
revise  its  rules  to  be  consistent  with  the  statutory  criteria.  Tonnages 
for  containerships  should  reflect  the  internal  cubic  measurement  of 
the  containers  a vessel  is  designed  to  carry. 

FINANCIAL  ASPECTS  OF  CANAL  OPERATIONS 

1.  Accounting  Techniques 

The  Canal  Company  has  not  enjoyed  net  income  since  FY  1973.  A 
series  of  losses,  past  and  projected,  accompanied  the  application 
against  tolls  of  created  costs  through  new  accounting  techniques 
effective  in  1973  and  1974.  The  change  with  the  most  impact  is  the 
depreciation  of  lands,  excavations,  titles,  treaties,  etc.  This  change 
created  assessments  against  tolls  in  FY  1975  of  $8.3  million,  an 
amount  exceeding  the  Canal  Company’s  losses  for  that  year.  Other 
accounting  changes  added  additional  assessments  of  $1.3  million. 

These  accounting  changes  were  and  are  extremely  arbitrary.  The 
value  selected  w^as  arbitary.  The  period  selected,  i.e..  40  years,  was 
arbitrary.  hTone  of  the  items  depreciated  came  into  existence  in  1974. 
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Attributing  a useful  life  to  the  items  depreciated  was  arbitrary.  To 
the  extent  that  any  item  even  remotely  could  be  considered  as  having 
a useful  life,  that  useful  life  existed  at  least  from  the  early  years 
of  this  century.  Yet  no  consideration  was  given  to  any  period  and 
any  Canal  profits  prior  to  1974. 

Yo  new  law,  requiring  these  accounting  changes,  was  passed  in 
1973  or  1974.  No  mandate  of  existing  law  compels  this  treatment. 
The  massive  assessments  do  not  reflect  any  improvement  or  change 
in  Canal  operations  and  services.  Vessels  transiting  the  Canal  receive 
no  new  benefit.  The  assessments  created  by  these  changes  alone 
caused  the  Canal  Company  to  contend  that  it  had  incurred  a loss  of 
about  $8.2  million  in  FY  1975  rather  than  a $100,000  profit.  These 
paper  costs  alone  have  created  a prospective  substantial  loss  for  the 
Canal  Company,  which  is  being  used  by  the  Canal  Company  for 
another  tolls  increase  of  20-25  percent  or  more.  That  is,  the  Company 
projects  a total  loss,  including  deferred  interest  and  other  charges, 
of  $31  million  for  FY  1977.  The  FY  1974  accounting  changes  created 
assessments  of  $8.3  million  per  year.  For  FY  1974  through  FY  1977, 
the  assessments  would  total  $33.2  million,  an  amount  exceeding  the 
projected  losses  for  the  year.  Without  the  changes,  tolls  revenues 
would  have  produced  profits  of  over  $2  million,  and  would  have 
removed  any  basis  for  a tolls  increase. 

Another  accounting  change  improperly  creating  costs  assessed 
against  tolls  is  the  establishment  of  a reserve  for  bad  debts.  This 
provision  increased  ^‘other”  operating  expenses  of  the  Canal  Com- 
pany from  $2.3  million  in  FY  1972  to  $7  million  in  FY  1973  and 
$9.2  million  in  FY  1974.  Carriers  transiting  the  Canal  cannot  be  the 
source  of  bad  debts  because  the  carriers  are  obliged  to  pay  in  ad- 
vance, through  an  established  account,  all  toils  and  other  transits 
charges  prior  to  any  transit.  The  Canal  Companj^  has  the  right  to 
draw  upon  this  account  for  tolls  and  other  charges.  Thus  carriers 
are  compelled  to  cover  the  Company  for  the  default  of  other  entities. 
One  of  the  defaulting  entities  is  the  Republic  of  Panama  whose 
indebtedness  totals  about  $7.9  million  since  1959. 

We  urge  the  Committee  to  rescind  these  arbitrary  accounting 
changes  which  unfairly  assess  paper  expenses  against  tolls  and  cause 
the  Canal  Company  to  allege  losses  from  operations  requiring  new 
tolls  increases.  At  the  very  least,  the  depreciation  of  titles,  treaties 
and  excavations  should  recognize  the  existence  of  the  items  from  the 
early  1900’s.  No  good  reason  justifies  continuation  of  these  practices. 

2.  Interest 

Each  year-  the  Panama  Canal  Company  assesses  against  tolls  sub- 
stantial sums  for  interest  payments  to  the  U.S.  Treasury  on  the 
United  States  investment  in  the  Canal.  For  FY  1976,  interest  pay- 
ments are  expected  to  exceed  $16  million.  On  the  other  hand,  the 
Compnay  is  not  receiving  interest  on  the  substantial  deposits  of 
$30-$40  million  with  the  Treasury,  and,  as  far  as  we  know,  has  never 
received  interest  on  these  deposits.  Charging  interest  against  tolls, 
while  withholding  interest  on  deposits  from  tolls,  is  unfair  and 
unjustified. 

Also,  the  Canal  Company  is  authorized  by  law  to  defer  interest 
payments,  as  well  as  other  payments,  if  revenues  in  a particular  }^ear 
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are  insufficient  to  recover  these  expenses.  These  deferred  charges  are 
added  to  the  following  year’s  results,  thereby  reducing  income  or 
creating  losses  for  that  year.  The  Canal  Company  expects  to  defer 
$ld  million  in  interest  charges  for  FY  1976.  Adding  this  sum  to 
projected  losses  of  $17  million  produces  a projected  loss  of  $81  mil- 
lion for  FY  1977.  This  loss  is  the  reason  the  Company  is  seeking  new 
tolls  increases. 

I am  familiar  with  H.F.  12641  co-sponsored  by  yourself,  Mr. 
Chairman,  Chairmwoman  Sullivan,  and  Chairman  McFall  of  the 
Transportation  Appropriations  Subcommittee.  This  legislation  would 
permit  deferred  interest  charges  to  be  added  to  the  United  States 
investment  in  the  Canal,  rather  than  assessing  those  charges  directly 
against  revenues,  and  would  reduce  the  investment  by  the  deposits 
in  computing  interest.  Sea-Land  supports  this  legislation.  Sea-Land 
would  also  request  the  Committee  to  consider  reducing  investment  by 
the  interest  on  deposits  previously  not  credited.  Further  the  Com- 
mittee should  consider  seriously  the  waiving  of  interest  on  the  invest- 
ment of  the  Panama  Canal  as  was  done  in  the  case  of  the  St.  Law- 
rence Seaway. 

3.  Adequate  Funding  of  Canal  Comyamj /Canal  Zone  Government 
Activities  and  Programs 

Since  July  1,  1951,  the  Canal  Zone  enterprise  has  consisted  of  the 
Canal  Zone  Government,  handling  Government  activities  such  as 
Customs,  health,  sanitation,  law  enforcement,  education  and  others, 
and  the  Panama  Canal  Company  handling  transit  activities,  the 
railroad,  steamship  lines,  ship-repair  facilities  and  other  public 
activities.  Further  § 72  of  Title  II  of  the  Canal  Zone  Code  provides 
that  “appropriations  are  authorized  for  payment  to  the  Panama 
Canal  Company  of  such  amounts  as  may  be  shown  in  its  annual 
budget  program  as  necessary  to  cover  losses  sustained  in  the  conduct 
of  its  activities.” 

An  analysis  b}^  Sea-Land  of  the  Companv's  FY  1975  operating 
results  (Attachment  D)  indicates  that  transit  operations,  including 
an  appropriate  share  of  the  net  costs  of  the  Canal  Zone  Government, 
showed  a net  profit  of  over  $71  million,  but  that  accessorial  services 
and  non-transit  operations  incurred  a loss  exceeding  $78  million. 
Budget  data  presented  to  the  Congress,  analyzed  by  Sea-Land,  re- 
veals that  only  about  $40,000  of  costs  exceeding  $7.1  million  for 
police  protection  are  funded,  and  no  part  of  the  more  than  $3  million 
of  costs  for  public  areas  and  facilities  is  funded.  Increased  marine 
terminal  charges  produce  a net  income  of  $3  million  from  marine 
terminal  activities.  Yet  retail  units  show  a $3  million  loss,  food  units 
show  $536,000  loss,  and  other  items  also  show  losses,  indicating  that 
charges  for  these  services  and  items  are  insufficient  to  recover  costs 
of  providing  them.  A net  loss  of  $12.5  million  is  incurred  through 
“general  Canal  expense,”  including  unrecovered  water  costs,  deprecia- 
tion and  non-funded  expenses.  The  net  effect  is  to  assess  against  tolls 
substantial  costs  which  are  not  applicable  to  transit  activities  and 
which  provide  no  benefit  to  vessels  transiting  the  Canal. 

By  statute  (Title  II,  Canal  Zone  Code  Section  412)  “tolls  shall  be 
prescribed  at  rates  calculated  to  cover,  as  nearly  as  practicable,  all 
costs  of  maintaining  and  operating  the  Panama  Canal,  together  witli 
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facilities  and  appurtenances  related  thereto,  including  interest  and 
depreciation,  and  an  appropriate  share  of  the  net  costs  of  operation 
of  the  agency  known  as  the  Canal  Zone  Government.”  Failure  to 
adequately  fund  or  price  non-transit  and  accessorial  activities  un- 
fairly assesses  the  net  costs  of  these  activities  against  tolls.  Sea- 
Land’s  analysis  supports  a conclusion  that  tolls  are  more  than 
sufficient  to  cover  costs  of  transit  activities  and  those  costs  required 
by  statute  to  be  recovered  from  tolls. 

Jf.  Assessing  Against  Tolls  Only  an  Appropriate  Share  of  the  Net 
Costs  of  the  Canal  Zone  Government 

Section  412  of  the  Canal  Zone  Code,  quoted  in  part  above,  requires 
that  the  tolls  recover  “an  appropriate  share  of  the  net  costs  of  opera- 
tion” of  the  Canal  Zone  Government.  The  section  further  provides : 
“In  the  determination  of  the  appropriate  share,  substantial  weight 
shall  be  given  to  the  ratio  of  the  estimated  total  gross  revenues  of 
the  Panama  Canal  Company  exclusive  of  the  cost  of  commodities 
resold,  and  exclusive  of  revenues  arising  from  transactions  within 
the  Company  or  from  transactions  with  the  Canal  Zone  Government.” 

Canal  Company  witnesses  testified  in  February  that  other  agencies 
and  services  do  pay  a share  of  the  net  costs  of  the  Canal  Zone  Gov- 
ernment. Review  of  the  testimony  and  data  submitted  by  the  Com- 
pany indicates,  however,  that  the  payments  by  other  agencies  and 
revenues  from  services  are  properly  taken  into  account  in  detei'min- 
ing  the  net  costs  of  the  Canal  Zone  Government.  The  only  line  item 
in  the  Canal  Company’s  budget  data  entitled  “Net  Costs  of  Canal 
Government”  shows  a $23.5  million  loss  for  FY  1975.  When  the  net 
costs  are  determined,  ^.e.,  $23.5  million,  the  entire  net  costs — and  not 
an  appropriate  share  of  those  costs — are  assessed  against  tolls.  This 
assessment  in  turn  becomes  the  basis  for  Canal  computations  of 
profits  and  losses,  and  thereby  a claim  for  additional  tolls  increases. 
The  Company  should  be  directed  to  assess,  consistent  with  the 
statute,  only  a fair  share  of  these  net  costs  against  tolls.  Sea-Land,  in 
Attachment  D,  has  computed  the  allocation  of  the  net  costs  of  the 
Government  between  tolls  and  accessorial  or  other  services  on  a 
revenue  basis  as  provided  by  statute.  Costs  assessed  against  tolls 
would  have  been  reduced  by  more  than  $10  million  for  FY  1975  if 
only  an  appropriate  share  of  the  net  costs  had  been  assessed  against 
tolls. 

5.  The  Company  Should  Use  Other  Sources  of  Revenue  Prior  to 
T oils  Increase 

The  Congress  has  authorized  the  Canal  Company  to  borrow  up  to 
$40  million  from  the  U.S.  Treasury.  The  Canal  Company  has  not 
exercised  these  borrowing  rights.  The  Canal  Company  should  do  so 
to  recover  periodic  losses,  rather  than  impose  new  tolls  increases. 
The  Bureau  of  the  Budget,  predecdessor  to  0MB,  advised  that  tolls 
not  be  increased  often,  because  one  year’s  experience  is  inadequate 
to  determine  the  impact  of  an  increase.  Experience  and  studies  sug- 
gest that  tolls  increases  reduces  transits  and  tonnages.  The  Canal 
Company’s  program  should  encourage  transits  and  promote  U.S. 
foreign  and  domestic  commerce  through  stability  in  rates  and  rules. 
Without  transits,  the  Canal  Company  receives  no  tolls  revenue 
whatever,  regardless  of  the  amount  of  tolls. 

The  Canal  Company  has  substantial  fixed  costs.  Programs  and 


307 


policies  which  force  reductions  in  transits  will  continue  to  cause 
annual  losses  to  the  Canal  Company  due  in  part  to  these  fixed  costs. 
The  Canal  Company  should  await  the  expected  additional  transists 
for  FY  1977  which,  with  the  1974  rate  increase,  should  provide  sub- 
stantial additional  revenues.  The  Canal  Company  should  not  further 
increase  tolls  substantially  which,  in  Sea-Land’s  opinion,  will  con- 
tinue to  cause  loss  of  transits  and  tonnage.  Use  of  the  Congressional 
borrowing  authority  should  be  used  sparingly  in  any  event,  but 
should  be  used  before  seeking  another  tolls  increase. 

CONCLUSION 

The  Panama  Canal  Company’s  tolls  structure  and  policies  are  in 
disarray.  The  repeated  losses  to  the  Canal  Company  cannot  be 
blamed  entirely  on  factors  unrelated  to  Canal  operation  and  policies. 
Unfair  and  questionable  accounting  techniques,  improper  assessment 
of  charges  against  tolls,  failure  to  follow  statutory  requirements  in 
in  revising  rules  and  allocating  costs,  and  excessive  tolls  increases 
and  discriminatory  rules  have  all  contributed  to  the  present  unsound 
financial  condition.  Continuation  of  these  policies  and  programs 
clearly  will  lead  to  greater  difficulties  with  the  most  severe  impact  on 
U.S.  commerce  and  on  operators  of  U.S.  flag  containerships,  using 
the  Canal,  especially  for  domestic  services.  The  Canal  Company  and 
the  Congress  must  take  action  to  regain  the  stability  envisioned  and 
achieved  for  more  than  20  years  by  the  1950  legislation.  Sea-Land 
has  suggested  some  ways  of  doing  so. 

We  appreciate  the  opportunity  to  appear  before  the  Committee. 

[The  following  was  submitted  by  Mr.  Tolan :] 
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(Letter  Report) 
Introductio7i 


February,  1974 


This  report,  which  is  furnished  in  accordance  with  Contract  PC-li)-1005,  has 
a three-fold  purpose.  First,  and  most  important,  it  reviews  the  summary  sensi- 
tivity estimates  contained  in  Panama  Canal  Toll  Increases:  Effects  on  the  U.S. 
Economy,  1912  and  revises  them  in  the  light  of  developments  which  have 
occurred  since  the  submission  of  the  above  report  including  the  completion  of 
new  ERA  traffic  projections.  Second,  the  above-mentioned  study  contains  in 
Tables  1 and  2,  estimates  of  projected  traffic  volumes  and  revenues  under 
assumptions  of  toll  increases  of  15%,  25%,  and  50%  for  the  years  1975,  1980, 
1985.  The  revised  estimates  contained  here  were  expanded  to  include  individual 
years  between  1975  and  1980.  Finally,  this  report  also  contains  a method  for 
estimating  the  effects  of  toll  increases  between  1%  and  25%  both  on  the  volume 
of  traffic  and  revenues. 

This  report  is  in  two  parts.  The  first  deals  with  the  revised  sensitivity  esti- 
mates for  the  years  1975,  1976,  1977,  1978,  1979,  1980,  and  1985.  The  second 
part  concerns  the  methodology  for  estimating  the  effect  of  toll  increases  ranging 
up  to  25%. 

Part  I — Revised  Sensitivity  Estimates 


A.  EVENTS  SINCE  SUMMER  OF  1972  AND  THEIR  EFFECT  ON  SENSITIVHTY  ESTIMATES 

Even  though  only  a year  and  a half  has  passed  since  the  completion  of  the 
study,  Panama  Canal  Toll  Increases,  Effects  on  the  U.S.  Economy,  a number 
of  very  major  changes  have  occurred  in  this  year  on  the  world  economic  scene. 
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And  many  of  these  changes  have  had^ — and  will  continue  to  have  significant 
effects  on  sensitivity  of  Panama  Canal  tolls  to  increases.  The  most  important 
of  these  changes  are:  (a)  the  currency  revaluations,  (b)  accelerated  rate  of 
inflation  around  the  world,  and  in  particular,  cost  increases  in  fuel  oil,  and 
(c)  an  upsurge  in  demand  for  shipping  and  concurrent  increases  in  charter 
rates. 

In  addition  to  these  worldwide  changes,  there  has  been  another  change  of 
more  modest  scale,  but  still  of  significance  to  this  subject.  This  has  been  the 
very  rapid  growth  in  traffic  between  Europe  and  the  Far  East,  a development 
primarily  due  to  the  recent  introduction  of  new  containerships. 

Ctirrency  revaluations 

Ever  since  the  summer  of  1971,  the  once  stable  framework  of  relative  cur- 
rency values  has  been  replaced  by  a shifting  framework,  in  which  major 
currencies  are  almost  continuously  changing  their  relative  values  and  doing  so 
by  a large  amounts.  This  trend  began  with  a devaluation  of  the  U.S.  dollar 
which  lasted  until  early  in  1973  and  which  at  one  point  amounted  to  almost 
one-third  loss  of  its  value  vis-a-vis  the  German  mark  and  the  Japanese  yen. 
Since  then,  the  U.S.  dollar  has  regained  part  of  its  earlier  loss,  but  its  value 
is  generally  still  about  10%  less  than  it  was  in  1971. 

The  devaluation  of  the  dollar  exceeded  the  official  devaluation  as  announced 
by  the  U.S.  government  and  other  governments  concerned.  There  is  serious 
doubt,  however,  whether  official  exchange  rates  really  exist  for  any  major  cur- 
rency at  the  present  time.  Except  for  some  sporadic  intervention  by  one  or  the 
other  governments,  the  governments  of  all  major  Western  nations  have  per- 
mitted foreign  exchange  markets  to  find  their  own  levels.  What  is  even  more 
significant,  most  of  the  free  world’s  commerce  is  being  conducted  with  cur- 
rencies acquired  and  exchanged  on  free  market  exchanges.  Thus,  the  free 
market  values  of  the  various  currencies  are  the  true  market  values. 

It  is  obviously  impossible  to  predict  wffiether  the  dollar  revaluation  has  ended. 
Free  market  movements  always  have  more  momentum  than  one  initially  sus- 
pects. However,  all  indications  are  that  adjustment  of  the  world’s  currencies 
is  far  from  over,  and  that  the  dollar  will  be  involved  in  these  further 
adjustments. 

Inflation 

The  pace  of  inflation  has  been  accelerating  on  a worldwide  basis  in  the  last 
year.  The  increase  in  inflation  which  occurred  in  the  U.S.  is  well  known ; but 
experiences  in  other  countries  were  quite  similar.  In  Japan,  for  instance,  whole- 
sale prices  between  1966  and  1971  increased  by  8%,  from  an  index  of  103.4  to 
111.6.  From  January  1972  to  October  1973  the  increase  was  from  110.9  to  136.8. 
In  West  Germany  a similar  index  increased  from  105.3  in  1966  to  111.9  in 
1971.  Again,  for  the  period  from  January  1972  to  October  1973,  the  increase 
was  from  113.4  to  125.4 

One  commodity  which  has  increased  very  sharply  in  price  is  fuel  oil.  The 
price  of  fuel  oil  is  quite  significant  for  fast  containerships,  in  particular,  whose 
specific  fuel  consumption  is  very  high.  According  to  an  index  published  by  the 
Petroleum  Economist,  bunker  0 fuel  prices  increased  from  an  index  73  in  1969 
to  139.4  in  June  1973,  to  323.7  in  December  1973  and,  finally,  to  509.0  in  January 
1974. 

Rise  in  ship  charter  rates 

In  the  summer  of  1972,  the  Soviet  Union  consummated  a series  of  grain 
purchases  in  the  U.S.  which,  in  the  aggregate,  amounted  to  more  than  15  mil- 
lion tons.  The  size  of  these  purchases  and  the  fact  that,  for  some  commodities, 
they  nearly  depleted  existing  stockpiles  in  the  U.S.,  caused  other  purchasers  to 
secure  their  needs  with  contracts.  As  a result  both  grain  prices  and  ship 
charters  rose  very  rapidly  and  to  extremely  high  levels.  As  far  as  shipping  was 
concerned,  the  increase  in  demand  spread  to  all  types  of  ships  with  the  result 
that  rates,  both  for  tankers  an  dry  cargo  ships,  increased  very  sharply  in  the 
past  year,  in  some  cases  achieving  four-fold  increases  in  just  12  months.  For 
instance,  tanker  rates  increased  from  37.1  in  May  1972  to  169.3  in  May  1973  for 
movements  from  the  Persian  Gulf  to  the  Far  East.  Movements  from  the  Carib- 
bean to  the  U.S.  Atlantic  Coast  increased  from  57.3  in  May  1972  to  178.8  in 
May  1973. 

Rates  for  chartering  dry  cargo  vessels  also  increased,  though  the  increases 
were  not  as  spectacular.  For  instance,  the  time  charter  rate  for  general 
cargo  ships,  as  measured  by  the  London  Chamber  of  Shipping,  increased  from 
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an  index  measure  of  82  in  the  second  quarter  in  1972  to  175  in  the  first  quar- 
ter of  1973.  In  another  important  shipping  market,  Norway,  the  index 
dry  cargo  trip  charters  increased  from  73  in  May  1972  to  127  in  February 
1973. 

Historically,  ship  charter  rates  tend  to  be  very  volatile  and  sharp  declines 
must  be  anticipated  as  well  as  sharp  increases.  However,  the  grain  export 
boom,  which  precipitated  this  rise,  continues  as  well  as  the  strong  demand 
for  petroleum  and  petroleum  products.  As  a result,  it  does  appear  likely  that 
shipping  rates  will  remain  strong  for  1974  and  probably  for  1975  as  well. 

Groivth  in  Far  East-Europe  traffic 

In  the  last  two  years  traffic  from  the  Far  East  to  Europe  via  the  Panama 
Canal  has  grown  rapidly.  The  principal  spur  in  this  development  was  the 
introduction  of  large,  fast  containerships,  many  of  which  were  designed  and 
built  to  Panama  Canal  maximum  specifications  and  whose  routing  generally 
involves  use  of  the  Panama  Canal. 

However,  even  a very  perfunctory  analysis  of  this  growing  traffic  reveals 
that,  because  of  alternate  distances  involved,  such  movement  may  be  quite 
sensitive  and  subject  to  diversion  based  on  a number  of  factors,  including 
increases  in  tolls.  The  distance  from  London  to  Yokohama  is  only  2,065  longer 
via  the  Cape  of  Good  Hope  as  opposed  to  the  Panama  Canal,  and  in  the  case 
of  the  distance  between  London  and  Hong  Kong,  the  Panama  route  is  only 
854  miles  shorter. 

Given  the  cruising  speed  of  modern  containerships,  additional  distance 
between  Yokohama  and  London  via  the  Cape  of  Good  Hope  represents  no 
more  than  3 to  4 days  of  additional  sailing ; and  one  day  of  this  must  be 
substracted  by  the  time  required  to  make  a transit  at  the  Panama  Canal, 
Therefore,  for  many  ships,  the  additional  sailing  cost  may  be  no  greater 
than  the  applicable  tolls. 

In  order  to  shed  more  light  on  the  sensitivity  of  this  traflic,  a special  in- 
vestigation was  conducted  in  Europe  and  a series  of  interviews  were  held 
with  representatives  of  shipping  companies  involved  in  this  traflic.  As  a re- 
sult of  these  interviews  it  was  established  that  decisions  involving  the  routing 
of  ships  in  this  trade  are  made  on  a number  of  factors.  The  most  important 
of  these  are  (1)  total  costs  incurred  by  shipping  companies,  including  pos- 
sible losses  due  to  schedule  slippage;  (2)  the  specific  sequence  of  ports  and 
port  calls  involved  in  a route;  and  (3)  the  desirability  to  save  time  and 
maintain  the  schedule. 

While  the  weight  of  these  factors  varies  among  the  shipping  companies  in- 
volved, and  may  in  fact  vary  for  a specific  company  over  time,  the  evidence 
does  indicate  that  a portion  of  the  Europe-Far  East  traflic  is,  in  fact,  quite 
sensitive  to  toll  increase  of  50%  or  even  less.  The  exact  estimates  are  dis- 
cussed in  the  chapter  below. 

B.  THE  EFFECT  OF  RECENT  EVENTS  ON  1972  SENSITIVITY  ESTIMATES  FACTORS  WHICH 
DECREASE  SENSITIVITY  TO  TOLL  INCREASES 

By  far  the  majority  of  events  discussed  above  had  the  effect  of  decreasing 
the  sensitivity  of  Panama  Canal  traflic  to  toll  increases  and  thus  justify  a 
revision  of  1972  sensitivity  estimates. 

The  devaluation  of  the  U.S.  dollar  by  and  of  itself  amounted  to  an  in- 
flation of  all  alternative  routing  costs  for  ships  whose  operating  costs  are 
payable  in  appreciated  currencies.  For  example  a Japanese  ship  operator 
whose  vessels  use  the  Canal,  experiences  in  effect  a 20%  upward  revision 
of  those  alternate  routing  costs — such  as  crew  costs,  etc.,  which  are  payable 
in  yen.  Since  not  all  his  ship’s  operating  costs  are  payable  in  yen,  the  20% 
figure  may  overstate  the  increase  for  the  total  alternate  routing  costs.  At 
any  rate,  however,  it  can  be  assumed  that  the  increase  was  significant. 

The  fact  that  the  U.  S.  dollar  was  devalued  substantially  only  in  relation 
to  some  currencies — and  very  little  or  not  at  all  with  respect  to  other  cur- 
rencies— lessens  the  total  effect  of  this  factor.  This  is  particularly  true  be- 
cause one  of  the  currencies  whose  value  has  changed  very  little  in  relation 
to  the  U.S.,  dollar  is  the  British  pound  whose  use  in  world  shipping  is 
widespread.  Still,  the  devaluation  that  has  occurred  has  been  substantial  and 
has  had  a definite  impact  of  lessening  the  sensitivity  of  Panama  Canal 
traffic. 

A similar  effect  can  be  deduced  from  the  increasing  pace  of  worldwide 
inflation  during  the  last  year  and  particularly  from  the  very  rapid  increases 
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in  the  price  of  fuel  oil.  Fuel  oil,  obviously,  is  an  important  cost  factor  affect- 
ing alternative  routing  which  involves  longer  hauls.  Higher  fuel  costs  in- 
crease the  cost  of  such  alternatives  and  to  that  extent  the  sensitivity  of 
traflBc  is  lessened.  Given  the  size  of  the  fuel  cost  increase,  this  is  perhaps 
the  most  important  factor. 

A very  large  impact  on  sensitivity  can  be  traced  to  the  increases  in  freight 
rates  as  examplified  by  trip  or  time  charter  rates.  As  shown  above  such 
rates  increased  from  100%  to  300%  in  the  course  of  the  past  year,  and  to  the 
extent  cargo  transiting  the  Canal  is  carried  in  chartered  ships,  to  that  extent 
the  economics  of  alternate  routing  has  been  changed  since  1972. 

The  increase  in  ship  charter  rates  reflects  not  only  an  increase  in  costs 
experienced  by  ship  operators,  but  also  a scarcity  of  available  vessels.  In  the 
past,  rapid  increases  in  charter  rates  were  invariably  followed  by  declines 
in  rates  that  were  just  as  rapid.  The  same  will  undoubtedly  happen  here. 
However,  indications  are  that  shipping  demand  for  grain,  oil,  and  other  bulk 
material  will  not  soon  return  to  pre-1972  levels:  nor  will  ship  operating  costs. 
As  a result  freight  rates  are  likely  to  remain  signiflcantly  higher  through 
1975. 

In  sum,  the  above  effects  traceable  to  events  that  have  occurred  in  the  past 
year  justify  revisions  of  the  sensitivity  estimates  made  in  1972.  These  revisions 
(a)  produce  a general  reduction  in  the  sensitivity  of  most  commodity  traffic  to 
toll  increases  up  to  50%  ; and  (b)  a particularly  sharp  reduction  of  sensitivity 
estimates  for  1975.  In  terms  of  magnitude,  the  estimate  of  maximum  reduction 
of  traflac-assuming  a 50%  toll  increase  and  measuring  it  against  the  projected 
traffic  tonnage  for  1985 — was  reduced  from  15,000,000  tons  given  in  our  1972 
study  to  about  11,000,000  tons  in  the  current  revisions.  Estimates  for  earlier 
years  and  involving  assumptions  of  lesser  toll  increases  produced  lesser  reduc- 
tions in  tonnages.  In  terms  of  revenues,  the  estimate  for  maximum  projected 
revenues  for  1985,  assuming  a 50%  toll  increase,  was  increased  from  about 
$218  million  to  $238  million  in  this  revision.  (Part  of  this  increase  is  due  to 
higher  traffic  projections.) 

In  addition,  a particularly  sharp  reduction  in  sensitivity  was  assumed  for 
1975,  reflecting  the  very  rapid  rise  in  ship  charter  rates  and  the  expectation 
that  this  boom  may  not  have  ended  by  then.  The  estimate  for  the  projected 
traffic  tonnage  for  1975,  assuming  a 50%  toll  increase  was  raised  from  121 
million  tons  in  the  1972  study  to  134  million  tons  in  this  current  revision,  with 
corresponding  changes  in  revenues. 

Factors  which  increased  sensitivity  to  toll  increases 

As  indicated  above,  the  very  rapid  increase  in  Far  East-Europe  traffic  via 
the  Panama  Canal  during  the  last  two  years  brought  some  traffic  to  the  Canal, 
whose  routing  is  quite  marginal.  On  the  basis  of  the  special  inquiry  conducted, 
it  was  established  that  (a)  only  a portion  of  the  Far  East-Europe  traffic  is 
really  sensitive  to  toll  increases  up  to  50%  and  (b)  no  traffic  diversions  due 
to  toll  increases  are  likely  to  occur  unless  these  increases  amount  to  more  than 
15%.  All  the  respondent  companies  indicated  that  increases  between  10%  and 
15%  would  not  prompt  any  action  on  their  part. 

While  a large  number  of  diverse  commodities  are  involved  in  the  Far  East- 
Europe  trade,  a very  large  share  of  the  total  tonnage  is  concentrated  in  gen- 
eral cargo  and  iron  and  steel  manufactures.  On  the  basis  of  our  estimates, 
it  was  assumed  that  up  to  800,000  tons  of  such  traffic  in  1975  and  up  to 
1,2000,000  tons  in  1985  could  be  lost  in  case  of  a toll  increase  of  50%.  It  was 
assumed  that  these  traffic  losses  would  be  split  between  the  commodity  groups 
mentioned  above. 

Revised  Tables  1 and  2 

Attached  to  this  report  are  the  revised  Tables  1 and  2 containing  projected 
tonnages  and  revenues  for  the  21  commodity  groups  for  the  years  indicated 
and  with  assumption  of  toll  increases  of  15%,  25%,  and  50%. 

Part  II — Methodology  for  Estimating  Effects  of  Toll  Increases  Ranging  from 

1 to  25,% 

The  development  of  a method  for  estimating  the  effect  of  toll  increases 
ranging  from  1 to  25%  requires  two  separate  determinations : One,  it  must  be 
determined  what  minimum  increase  or  increases  are  necessary  to  have  any 
effect  on  the  volume  of  traffic  Involved,  and  second,  what  is  the  likely  slope 
of  the  response  curve,  beyond  the  threshold  values  established  earlier. 
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As  has  been  indicated  in  earlier  studies  on  this  subject,  and  verified  again 
by  our  special  study  in  Europe,  it  requires  toll  increases  of  some  magnitude  to 
effect  any  changes  in  the  volume  of  traffic  through  the  Panama  Canal.  This 
is  true,  apparently,  even  for  movements  that  can  be  regarded  as  very  sensitive 
to  toll  increases. 

The  economic  reason  for  this  threshold  phenomenon  is  simply  that  the  opera- 
tion of  a shipping  company  is  (a)  a very  complex  and  interrelated  process  and 
(b)  involves  a multitude  of  individual  costs  and  constant  cost  changes. 

The  first  factor  of  complexity  tends  to  incline  the  ship  operator  to  freeze 
his  procedure — including  routing  of  ships — until  some  event  of  consequence 
occurs.  And  the  notion  of  an  “event  of  consequence”  involves  a price  increase 
of  some  magnitude. 

This  tendency  toward  rigidity  is  further  reinforced  by  the  multiplicity  of 
constantly  changing  costs  that  are  involved  in  the  operation  of  a shipping 
company.  Many  of  these  individual  cost  changes  could,  if  sufficiently  large, 
prompt  changes  in  a company’s  method  and  pattern  of  operation.  By  the  same 
token,  however,  small  cost  changes  are  ignored  on  the  theory  that  the  true  cost 
of  making  a substantial  rearrangement  in  the  operating  pattern  of  the  com- 
pany might  be  greater  than  the  cost  increase  which  it  is  designed  to  offset. 

The  validity  of  this  hypothesis  was  confirmed  in  our  field  investigations 
during  the  summer  of  1973.  Four  European  shipping  companies  were  inter- 
viewed, and  in  all  cases  it  was  established  that  the  movements  were  quite 
sensitive  to  all  increases.  In  addition,  one  of  the  companies  involved  was  quite 
outspoken  in  criticism  about  the  quality  of  the  service  offered  at  the  Canal. 
Points  of  criticism  included  (1)  no  night  transits,  (2)  working  to  rule,  (3) 
draft  restrictions,  (4)  delays,  and  (5)  pilots’  reluctance  to  work  large  ships. 

Yet  in  spite  of  this,  it  was  established  in  all  cases  that  toll  increases  of  15% 
or  less  would  not  cause  any  diversions  of  ships  away  from  the  Panama  Canal. 
However,  indications  were  that  for  Far  East-Europe  movements,  a 15%  in- 
crease would  be  close  to  the  threshold  value. 

Different  commodity  movements  will  have  different  threshold  values  and  an 
attempt  is  made  below  to  indicate  these  thresholds  for  all  commodities  which 
are  sensitive  to  toll  increases  of  25%  or  less : 

[In  percent] 

Sensitivity 

threshold 

{minimum  increase 
to  effect  shipment 


Commodity:  volume) 

Iron  ore ca__  10 

Coal ca__  15 

Crude  petroleum  and  petroleum  products ca__  20 

Bananas ca__  20 

Coarse  grains  and  soybeans ca__  20 

Phosphates ca__  20 

Iron  and  steel  manufactures 15  to  20 

General  cargo 15  to  20 


It  should  be  noted  that,  given  the  very  high  current  level  of  ship  charter 
rates,  a toll  increase  of  perhaps  20%  instituted  in  the  near  future  might  have 
little  immediate  effect.  But  given  the  tendency  toward  a stronger  long-term 
effect,  it  is  likely  that  with  the  decline  of  freight  rates  the  effect  of  the  in- 
creases would  spread  to  most,  if  not  all,  of  the  above  commodity  groups. 

On  the  second  point  to  be  determined,  the  probable  slope  of  the  response 
curve,  there  is  little  empirical  data  that  can  be  cited.  However,  theoretical 
analysis  indicates  that  straight  line  interpolation  between  the  initial  values 
given  above  and  values  shown  in  the  attached  tables  1 and  2 might  be  the 
simplest  and  most  accurate  method.  The  reasoning  is  as  follows : 

Once  the  effective  tolls  for  a specific  commodity  movement  have  entered  a 
currently  sensitive  range,  one  can  assume  that  individual  decision  makers  will 
begin  to  take  the  new  price  into  account  and,  at  least,  consider  the  possibility 
of  changes.  One  can  further  assume  that  within  this  sensitive  range  each  voyage 
constitutes  a potential  decision  and  the  probability  of  decisions  involving  an 
alternate  route  will  increase  with  increase  in  tolls.  Since  the  number  of  such 
individual  decisions  over  time  will  undoubtedly  be  quite  large,  a linear  and 
smooth  interpolation  between  the  known  points  suggest  itself  as  the  most 
logical  answer. 


TABLE  1— PANAMA  CANAL  COMMERCIAL  CARGO  TONNAGE 
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Wheat 3, 

Coarse  grains ^ 13, 

Bananas . — - - - 1, 

Sugar . - - 5, 

Soybeans 5, 

Lumber _ - 6, 

Woodpuip,  paper,  and  paper  products.. . 3, 

Phosphates 4, 

Fertilizers,  potash,  and  fishmeal 3, 

Iron  ore.  ..  . ..  3, 

Miscellaneous  ores . ..  3, 

Scrap  metal ..  3, 

Alumina  and  bauxite . ..  ..  1, 

Miscellaneous  metals ...  ...  1, 

Coal 14, 

Crude  petroleum ...  ...  15, 

Petroleum  products...  . . 12, 

Chemicals . . ..  3, 

Sulfur . ...  1, 

Other  nonmetallic  minerals 1, 

Iron  and  steel  manufacturers ..  8, 

Autos  and  trucks 1, 

General  cargo 18, 
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Note.— Projections  for  no  change  in  toll  rates  are  from  Economics  Research  Associates,  “Panama  Canal  ForecastSystem  Output  Report”,  run  of  Nov.  24, 1973  for  1975,  1976, 1980,  1985.  Figures  for  1977 
79  are  interpolated.  Slight  discrepancies  due  to  rounding. 


[Summary  of  Estimated  Effects  of  Toll  Rate  Increase:  1979-  85— (thousands  of  long  tons),  revised  as  of  December  1973) 
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-See  note  to  table  1. 


TABLE  2— PANAMA  CANAL  TOLL  COLLECTIONS  ASSOCIATED  WITH  COMMERCIAL  CARGO 
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ATTACHMENT  B 


I 


CONTAINER  STOWAGE  BELOW  DECK 
ILLUSTRATING  TYPICAL  UNUSABLE  SPACES 


S.S.  ST.  LOUIS 

I Containers 
I Below  Deck 

I Hold  Capacity  - 
1 Gram  Cubic 


No. 

364 


Internal 

Volume 

762,944 


1,267,630 


n X-  Container  Volume  Below  Deck 
Hold  Capa  city 


6C 
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ATTACHMENT  C— COMPARATIVE  DEADWEIGHT  AND  VOLUME  FACTORS 


Vessel 

class 

No.  of 
vessels 
in  class 

Typical  name 

Internal 
cont.  vol. 
below  deck^ 
total  vol.  of 
cargo  holds 

Internal 
cont.  vol. 
total -^total 
vol.  of 
cargo  holds 

Cargo  dwt. 
cont.,  ship 
incl.  cont. 
weight-^cargo 
dwt.  freighter 

Cargo  dwt. 
cont.  ship 
excl.  cont. 
weight-^  cargo 
dwt.  freighter 

Internal 
cont.  vol. 
total -PC 
netXlOO 

C2-X 

4 

Afoundria 

0. 540 

0.863 

0. 679 

0. 606 

0.817 

C2-C 

6 

Fairland 

.575 

.804 

.796 

.728 

.693 

C2-L 

2 

Mayaguez 

.543 

.873 

.553 

.468 

.712 

C4-X 

7 

Boston 

.562 

.947 

.567 

.496 

.900 

T2-M 

2 

Houston 

.699 

1.023 

.783 

.728 

.781 

T2-M1 

1 

Tampa 

.699 

1.023 

.751 

.696 

.780 

T2-C4 

3 

Seattle 

.563 

.966 

.583 

.510 

.818 

T3-J 

4 

San  Francisco 

.682 

1.045 

.790 

.710 

.793 

C4-J 

3 

Long  Beach 

.623 

1.175 

.712 

.633 

1.113 

C4-JC 

3 

St.  Louis 

.602 

1.012 

.590 

.631 

.843 

SL-18 

4 

Sea-Land  consumer.. 

.642 

1.174 

.744 

.647 

.876 

SL-7 

8 

Sea-Land  finance 

.543 

.855 

.739 

.625 

.835 

Total... 

47 

Weighted  average. 

59.0 

93.3 

68.9 

61.6 

83.3 

percent. 


Appendix  A. — Compaeison  of  Container  Ships  With  Equivalent  Freighters 
C2-X  AFOUNDRIA-CHARACTERISTICS  COMPARISON 


Freighter 


Containership 


Length 

Beam 

Depth 

Draft 

Deadweight 

Fuel  oil 

Fresh  wate 

Ballast 

Cargo  (deadweight). 


445.0  ft„„ 

63.0  ft 

40.2  ft.... 
27  ft  7^  in 
10,504  tons. 
1,718  tons., 
408  tons... 


8,378  tons. 


445.0  ft. 

6.0  ft. 

40  ft  1^  in. 
27  ft  6^  in. 
10,452  tons. 
882  tons. 
284  tons. 

3,  597  tons. 
5,689  tons. 


Number  Internal  volume 


Containers  (all  35  ft): 


Above  deck 93  194,928 

Below  deck. 156  326,976 

Total 249  521,904 


Weight  of  containers 910 

Hold  capacity  (cubic  feet): 

Grain 605,000 

Bale 522,000 
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C2-C  FAIRLAND— CHARACTERISTICS  COMPARISON 


Freighter  Containership 


Length 445.0  ft 

Beam 63.0  ft 

Depth... 40.2  ft 

Draft - 27  ft,  7^  in. 

Deadweight 10,540  tons. 

Fueloil 1,718  tons.. 

Freshwater 408  tons 

Ballast - 

Cargo  (deadweight) 8,378  tons.. 


445.0  ft. 

72.1  ft. 

40.2  ft. 

24.0  ft. 
9,018  tons. 
860  tons. 
257  tons. 
1,233  tons. 
6,668  tons. 


Number  Internal  volume 


Containers  (all  35  ft): 


Above  deck 66  138,336 

Below  deck 166  347, 936 

Total 232  486,272 


Weight  of  containers  (tons) 568 

Hold  capacity  (cubic  feet): 

Grain 605,000 

Bale 522,000 


C2-L  MAYAGUEZ— CHARACTERISTICS  COMPARISON 


Freighter  Containership 


Length 480.0  ft 

Beam 74.0  ft 

Depth. 39.7  ft 

Draft 26.5  ft 

Deadweight 11,095  tons. 

Fuel  oil - 2,486  tons.. 

Fresh  water 364  tons.... 

Ballast 

Cargo  (deadweight) 8,245  tons.. 


480.0  ft. 

74.0  ft. 

39.7  ft. 

25,  36  ft. 
10,225  tons. 
2.486  tons. 
364  tons. 
2,812  tons. 
4,563  tons. 


No.  Internal  volume 


Containers  (all  35  feet): 


Above  deck 108  226,368 

Below  deck 178  373,088 

Total - 286  599,456 


Weightof  containers  (tons) 701 

Hold  capacity  (cubic  feet): 

Grain 686,900 

Bale - 538,980 


319 


C4-X— BOSTON  CHARACTERISTICS  COMPARISON 


Freighter 


Containership 


Length 

Beam 

Depth 

Draft - 

Deadweight 

Fuel  oil 

Fresh  water 

Ballast 

Cargo  (deadweight) 


496  ft 

715  ft 

43.5  ft 

32.82  ft... 
14,941  tons 
1,992  tons. 
326  tons... 


12,623  tons, 


496  ft. 

715  ft. 

43.5  ft. 

30.5  ft. 
14,151  tons. 
1 698  tons. 
465  tons. 
4,834  tons. 
7,154  tons. 


Number  Internal  volume 


Containers  (all  35  ft): 

Above  deck 

Below  deck 


149  312, 304 

217  454, 832 


Total 


366 


767, 136 


Weight  of  containers  (tons) 897 

Hold  capacity  (cubic  feet): 

Grain 808, 154 

Bale 709,570 


T2-M  HOUSTON— CHARACTERISICS  COMPARISON 


Freighter 


Containership 


Length 503.0  ft...., 

Beam 68.0  ft 

Depth 39.25  ft.... 

Draft 30.17  ft.... 

Deadweight 16,628  tons. 

Fuel  oil 1,437  tons. 

Fresh  water 364  tons 

Ballast 

Cargo  (deadweight) 14,827  tons 


503.0  ft. 

68.0  ft. 
45.25  ft. 
31.35  ft. 
17,549  tons. 

I, 820  tons. 
422  tons. 
3,693  tons. 

II, 614  tons. 


Number  Internal  volume 


Containers  (all  5 ft): 


Above  deck 106  222,176 

Below  deck 226  473,696 

Total 332  695,872 


Weight  of  containers  (tons) 813 

Hold  capacity  (cubic  feet): 

Grain 677,214 

Bale 575,631 
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T2-M1— TAMPA  CHARACTERISTICS  COMPARISON 


Freighter  Containership 


Length 503.0  ft 

Beam 68.0  ft 

Depth 39.25  ft-... 

Draft - 30.17  ft---. 

Deadweight 16,628  tons. 

Fueloil 1,437  tons.. 

Fresh  water 364  tons... 

Ballast - — 

Cargo  (deadweight) 14,827  tons. 


503.0  ft 

68.0  ft. 
45.25  ft. 
31.35  ft. 
17,053  tons. 

I, 820  tons. 
422  tons. 
3,682  tons. 

II, 129  tons. 


Number  Internal  volume 


Containers:  (all  35  ft) 


Above  deck... 106  222,176 

Below  deck 226  473,696 


Total 332  695, 872 


Weight  of  containers  (tons) 813 

Hold  capacity  (cubic  feet): 

Grain — 677,214 

Bale 575,631 


T2-C4— SEATTLE  CHARACTERISTICS  COMPARISON 


Freighter 


Containership 


Length 471.1  ft 

Beam 71.5  ft 

Depth 43.5  ft 

Draft - 31.5  ft 

Deadweight 14.690  tons. 

Fueloil 1.545  tons., 

Fresh  water 251  tons.... 

Ballast - - 

Cargo  (deadweight) 12,894  tons. 


471.1  ft. 

71.5  ft. 

43.5  ft. 

30  ft-^  in. 
13.651  tons. 
1.545  tons. 
251  tons. 
4.939  tons. 
6.916  tons. 


Number  Internal  volume 


Containers  (all  35  ft): 


Above  deck 148  310,208 

Below  deck 206  431,776 


Total 


354  741, 984 


Weight  of  containers  (tons)... 867 

Hold  capacity  (cubic  feet): 

Grain 767,184 

Bale 673,601 
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T3-J— SAN  FRANCISCO  CHARACTERISTICS  COMPARISON 


Freighter  Containership 


Length 

Beam 

Depth 

Draft 

Deadweight 

Fuel  oil 

Fresh  water 

Ballast 

Cargo  (deadweight). 


607.3  ft.... 
78.2  ft 

47.0  ft 

27.1  ft 

19,174  tons. 
2,318  tons. 
685  tons.... 


16, 171  tons. 


607.3  ft. 
78.2  ft. 

47.0  ft. 

27.1  ft. 
19,174  tons. 
2,318  tons. 
685  tons. 
3,404  tons. 
12,767  tons. 


Number  Internal  volume 


Containers  (all  35  ft): 


Above  deck 189  396,144 

Below  deck 336  704,256 


Total. 


525  1, 100, 400 


Weight  of  containers  (tons) 1,286  

Hold  capacity  (cubic  feet): 

Grain 1,032,036 

Bale 849,305 


C4-J  LONG  BEACH— CHARACTERISTICS  COMPARISON 


Freighter 


Containership 


Length 

Beam 

Depth 

Draft 

Deadweight 

Fuel  oil 

Fresh  water 

Ballast 

Cargo  (deadweight). 


658.0  ft.... 

78.0  ft 

47.0  ft 

30.0  ft 

22,953  tons. 
2,019  tons.. 
304  tons... 


20,630  tons. 


658.0  ft. 

78.0  ft. 

47.0  ft. 

29.98  ft. 
22.953  tons. 
2,019  tons. 
304  tons. 
5,939  tons. 
14,691  tons. 


Number  Internal  volume 


Containers  (all  35  ft): 


Above  deck 315  660,240 

Below  deck 355  744,080 


Total. 


670  1,  404,  320 


Weight  of  containers  (tons) 1, 642 

Hold  capacity  (cubic  feet); 

Grain. 1,194,800 

Bale 982,394 
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C4-JC  ST.  LOUIS— CHARACTERISTICS  COMPARISON 


Freighter 


Containership 


Length 

Beam. 

Depth 

Draft 

Dea  dweight 

Fue  I oil 

Fresh  water 

Ballast 

Cargo  (deadweight). 


658.0  ft-... 

78.0  ft 

57.0  ft 

30.1  ft 

22.930  tons. 
2,367  tons. 
465  tons... 


20,068  tons. 


658.0  ft. 

78.0  ft. 

47.0  ft. 

30.1  ft. 
22,930  tons. 
2,397  tons. 
465  tons. 
5,897  tons. 
14,171  tons. 


Number  Internal  volume 


Containers  (all  35  ft): 

Above  deck 248  519, 808 

Below  deck 364  762,944 


Total 612  1,282,752 


Weight  of  containers  (tons) 1, 499 

Hold  capacity  (cubic  feet); 

Grain 1,267,630 

Bale 1,055,224 


SL-18  SEA-LAND  CONSUMER— CHARACTERISTICS  COMPARISON 


Freighter  Containership 


Length 

Beam 

Depth 

Draft 

Deadweight 

Fuel  oil 

Fresh  water 

Ballast 

Cargo  deadweight. 


677  ft 

95  ft 

54  ft 

34  ft  IH  in. 
31,598  tons. 
6,473  tons.. 
588  tons.... 


24,537  tons- 


677  ft. 

95  ft. 

54  ft. 

34  ft  m in. 
31,598  tons. 
6,473  tons. 
588  tons. 
6,275  tons. 
18,262  tons. 


Number  Internal  volume 


Containers  (35  ft  and  40  ft): 


Above  deck: 

156  ft  to  40  ft.. 333  374,556 

177  ft  to  35  ft 370,992 

Below  deck: 

162ftto40ft - - 406  388,962 

244  ft  to  35  ft - 511,424 


Total 733  1,645,934 


Weight  of  containers  (tons) 2, 112 

Weight  of  stacking  frames  (tons) 273 


Total  (tons) 2,385 

Hold  capacity  (cubic  feet): 

Grain  . 1,402,000 

Bale - 1,380,000 
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SL-7  SEA-LAND  FINANCE— CHARACTERISTICS  COMPARISON 


Freighter  Containership 


Length 880.5  ft 

Beam 105.5  ft 

Depth 64.0  ft 

Draft - 34.66  ft.... 

Deadweight 28,681  tons. 

Fueloil 5,384  tons.. 

Fresh  water 576  tons... 

Ballast 

Cargo  (deadweight).. 22,721  tons. 


880.5  ft. 

105.5  ft. 
64.0  ft. 

34.66  ft. 
28.681  tons. 
5,384  tons. 
576  tons. 
1,140  tons. 
21,181  tons. 


Number  Internal  volume 


Containers  (35  ft  and  40  ft): 
Above  deck: 

60  ft  to  40  ft 

342  ft  to  35  ft 

554  ft  to  35  ft... 

Below  deck:  140  ft  to  40  ft. 

Total 


402  144, 060 

716, 832 

694  1, 161, 184 

336, 140 


1, 096  2,  358,  216 


Weight  of  containers  (tons) 2, 871 

Weight  of  stacking  frames  (tons) 378 


Total  (tons) 3,249 

Hold  capacity  (cubic  feet): 

Grain 2,755,000 

Bale 2,575,000 


ATTACHMENT  D.— STATEMENT  OF  OPERATIONS  FOR  FISCAL  YEAR  ENDING  JUNE  30,  1975— CANAL  OPERATION 

RESULTS 


Accessorial 

Tolls  service  Total 


Revenue $143,332,428  $110,353,017  $253,685,445 

Expenses: 

Operating  costs 44,462,527  136,227,644  180,690,171 

G.  & A.,  interest  1 13,752,260  42,134,311  55,886,571 

Net  Canal  Zone  Government  a 13,286,916  10,229,032  23,515,948 


Total  costs 71,501,703  188,590,987  260,092,690 

Profit 71,830,725  (78,237,970)  (6,407,245) 


1 Allocated  on  operating  cost  relationship:  G.  & A.,  $41,066,447;  interest,  $14,820,124;  total,  $55,886,571.  $55,886,571 
-^$180,690, 171=30.93  percent. 

» Allocated  on  revenue  relationship:  Net  cost  for  Canal  Zone  Government  is  $23,515;  $23,515,948 $253,685,445= 
9.27  percent. 


Mrs.  Stjllivan.  Fine,  Mr.  Tolan.  You  brought  up  some  very  potent 
points.  Some  of  those  points  I agree  with,  some  I do  not. 

I called  the  attention  of  Governor  Parfitt  and  Mr.  Steers — I think 
they  are  still  in  the  committee  room — yes,  they  are  here — I called 
their  attention  to  the  statements  of  Mr.  Tolan  with  respect  to  the 
way  these  accounting  changes  have  been  made. 

I wonder.  Governor,  if  you  would  study  these  statements  on 
accounting  changes  and  then  give  us  your  answer  to  them  and  the 
arguments  against  Mr.  Tolan’s  ideas  just  as  quickly  as  you  can  and 
send  it  to  the  committee. 
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[The  material  referred  to,  sent  by  the  Panama  Canal  Company, 
is  as  follows:] 

Supplementary  Comments  op  Philip  L.  Steers,  Jr,,  Financial  Vice 
President,  Panama  Canal  Company 

The  following  represents  my  observations  and  comments,  as  requested  by 
Mrs.  Sullivan,  on  that  portion  of  the  statement  of  David  J.  Tolan  of  Sea-Land 
Service,  Inc.,  made  at  hearings  held  April  7,  1976,  which  addressed  the  “Finan- 
cial Aspects  of  Canal  Operations”. 

Before  discussing  the  details  of  Mr.  Tolan’s  statement,  it  is  essential  that 
the  inter-relationship  of  the  waterway,  the  Panama  Canal  Company,  the  Canal 
Zone  Government  and  the  Canal  Zone  itself  be  fully  understood.  The  waterway 
is  the  basic  reason  d’etre  for  the  Canal  Zone,  the  Canal  Zone  Government,  and 
the  Panama  Canal  Company.  To  the  extent  that  the  scope  of  these  entities  is 
expanded  to  directly  serve  other  agencies,  establishments,  or  individuals,  ap- 
propriate recoveries  of  cost  are  made.  Any  residual  costs  must  be  associated 
directly  or  indirectly  with  the  waterway  as  the  price  of  operating  in  the  Canal 
Zone’s  geographic  and  political  environment.  The  benefits  of  the  waterway 
accrue  worldwide.  There  is  no  rationale  by  which  the  United  States  taxpayer 
should  be  singled  out  to  subsidize  such  benefits.  Equity  demands  that  they  be 
paid  for  by  the  users.  By  structuring  toll  rates  to  recover  all  associated  costs, 
both  direct  and  indirect,  the  U.S.  taxpayer  will,  through  the  prices  he  pays  for 
goods  which  transit  the  Canal,  be  bearing  costs  proportionate  to  the  benefits 
he  receives. 

Treasury  Secretary  Simon,  in  testimony  before  the  House  Appropriations 
Committee  in  January,  supported  the  time  recognition  of  costs.  His  observa- 
tions were  addressed  to  government  costs  and  revenues,  but  are  equally  appli- 
cable to  an  entity  such  as  the  Canal.  He  referred  to  “the  natural  tendency  for 
those  at  all  levels  of  government  to  want  to  claim  revenues  too  early  and 
expenditures  too  late,  thereby  postponing  the  day  of  reckoning.”  He  also  re- 
ferred to  “the  sharp  and  painful  adjustments  that  must  occur  to  a local  gov- 
ernment when  things  are  continually  swept  under  the  rug  until  eventually  the 
rug  will  cover  no  more.  With  each  sweeping,  future  fiscal  fiexibility  is  cur- 
tailed one  more  notch.” 

It  is  in  the  context  of  the  foregoing  that  the  following  observations  and  com- 
ments are  structured. 

ACCOUNTING  TECHNIQUES 

Depreciation  of  lands,  excavations,  titles,  treaties,  etc. 

The  implication  that  the  fiscal  year  1975  net  loss  of  $8.2  million  was  caused 
by  assessing  against  tolls  some  $8.3  million  of  depreciation  on  assets  not  pre- 
viously depreciated  is  erroneous.  The  tolls  rate  in  effect  for  all  but  one  week 
of  fiscal  year  1975  was  structured  to  recover  this  $8.3  million,  and  that  amount 
was  properly  recorded  as  a cost.  Had  the  decision  to  depreciate  assets  not 
previously  depreciated  not  been  made,  the  Company’s  revenues  and  expenses 
both  would  have  been  some  $8.3  million  lower,  and  the  recorded  net  loss  of 
$8.2  million  would  have  been  virtually  unchanged. 

The  accounting  change  was  not  arbitrary.  It  was  supported  not  only  by  one 
of  the  country’s  leading  public  accounting  firms  with  vast  experience  in  rate- 
regulated  utilities,  but  also  by  the  General  Accounting  OfiSce.  The  value  selected 
was  not  arbitrary  since  it  was  based  on  accounting  records.  The  period  selected 
was  not  arbitrary,  but  rather  was  a carefully  selected  midpoint  between  the 
Company’s  optimum  of  rapid  recovery  and  the  user’s  optimum  of  minimized 
cost.  A few  simple  questions  should  lay  to  rest  once  and  for  all  the  controversy 
surrounding  the  institution  of  depreciation  on  assets  previously  not  depreciated. 
Should  the  United  States  be  forever  burdened  with  its  investment  in  the  Canal, 
or  should  recovery  be  made  from  users?  Are  investors  in  the  Canal,  i.e.,  the 
United  States  taxpayers,  somehow  less  entitled  to  recover  their  investment 
than,  say,  investors  in  Sea-Land? 

Reserve  for  had  debts 

Here  again,  a question  must  be  asked.  Who  should  bear  the  cost  of  bad  debts? 
Such  debts  stem  from  the  fact  that  the  Panama  Canal  Company  and  Canal 
Zone  Government  operate  in  the  geographic  and  political  environment  of  the 
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Canal  Zone.  Were  it  not  for  the  waterway,  there  would  be  no  presence  to  incur 
the  bad  debts.  Certainly  they  are  not  incurred  for  the  benefit  of  the  United 
States  taxpaying  public.  They  are  incurred  to  continue  a climate  in  which  the 
waterway  can  operate,  and  thus  are  a proper  cost  to  be  borne  by  tolls. 

Interest 

The  Company  agrees  with  the  rationale  that  it  would  be  equitable  for  it  to 
earn  interest  on  its  deposits  with  the  U.S.  Treasury,  and  is  on  record  as  sup- 
porting proposed  legislation  which  would  bring  this  about.  It  does  not  agree 
that  unearned  interest  should  be  added  to  the  U.S.  Government’s  net  direct 
investment  in  the  Canal  for  two  reasons.  First,  such  technique  would  create 
an  “asset”  that  has  no  value  on  which  the  Company  would  have  to  pay  interest. 
Additionally,  it  would  do  away  with  an  important  feature  of  the  existing 
financial  structure  of  the  Company  which  provides  for  the  ultimate  recovery 
of  unearned  interest  from  the  user,  and  would  replace  it  with  an  involuntary 
additional  investment  in  the  Company  by  the  U.S.  taxpayer.  The  final  sugges- 
tion that  interest  be  waived  entirely  also  proposes  a transfer  of  financial 
responsibility  from  the  Canal  user  to  the  U.S.  taxpayer  and,  therefore,  unless 
such  transfer  is  desirable  for  reasons  not  perceived  by  the  Company,  should 
probably  not  be  implemented. 

Adequate  Ftmding  of  Canal  Compa/n/y/ Canal  Zone  Gover-nment  Activities  am^d 
Programs  and  Assessing  Against  Tolls  Only  an . Appropriate  Share  of  the 
Net  Cost  of  the  Canal  Zone  Government. 

Because  the  material  offered  by  Sea-Land  under  these  two  separate  headings 
overlaps,  they  are  best  responded  to  in  combination.  It  is  believed  that  adequate 
historical  background  and  full  support  for  the  Company’s  practices  in  recover- 
ing the  net  cost  of  Canal  Zone  Government  are  contained  in  the  Company’s 
answer  to  question  IIB(8).  In  elaboration  of  the  penultimate  paragraph  of 
that  answer,  it  is  noted  that  the  Company’s  cost  based  rates  which  are  struc- 
tured to  recover  a share  of  General  Corporate  Expense  are,  by  definition  clearly 
recovering  a portion  of  the  Net  Cost  of  Canal  Zone  Government  since  the 
latter  is  an  element  of  the  Company’s  General  Corporate  Expenses.  Thus,  tolls 
contribute  to  but  cannot  be  considered  as  covering  the  total  Net  Cost  of  Canal 
Zone  Government. 

The  Sea-Land  discussion  under  the  above  headings  concerning  the  extent  to 
which  certain  Canal  Zone  Government  activities  are  “funded”  requires  explana- 
tion. All  Canal  Zone  Government  activities  initially  have  been  fully  funded 
through  appropriations.  To  the  extent  that  these  activities  perform  direct 
quantifiable  services  for  or  on  behalf  of  individuals,  government  agencies,  or 
other  entities,  a charge  for  those  services  is  made.  The  difference  between  the 
cost  of  conducting  Canal  Zone  Government  activities  and  the  charges  that  are 
made  for  direct  quantifiable  services  comprises  the  Net  Cost  of  Canal  Zone 
Government,  which  is  an  appropriate  cost  to  the  Company  in  lieu  of  the  taxes 
with  which  a commercial  firm  would  be  burdened  elsewhere.  It  is  noted  (as 
detailed  in  the  answer  to  question  II  A (6) ) that  the  net  cost  of  Canal  Zone 
Government  has  remained  as  a relatively  steady  proportion  of  Company  ex- 
penses over  the  last  ten  years,  varying  from  14.6%  to  16.7%  and  averaging 
15.8%. 

With  regard  to  the  unrecovered  costs  identified  with  the  retail  units  ($3  mil- 
lion) and  food  units  ($536,000),  it  is  appropriate  to  call  attention  to  the  fol- 
lowing statements  contained  in  Senate  Report  2375,  84th  Congress,  Second 
Session,  June  27,  1956.  They  are  equally  valid  today. 

“♦  * * Because  the  employee  is  a captive  market,  it  is  obvious  that  there 
should  be  some  equitable  procedure  for  fixing  prices  of  goods. 

“♦  * ♦ Also  * ♦ * it  is  clear  that  the  employee  should  not  be  penalized  for 
residing  at  the  Canal  Zone  at  the  convenience  of  his  employer.  ♦ ♦ * 

“*  * * the  differential  is  not  to  be  considered  in  determining  how  he  fares 
economically  as  compared  with  his  Stateside  equivalent.  * * ♦ 

“*  * * * American  industrial  practice  generally  is  not  to  charge  the  employee 
whom  it  must  provision  abroad  with  the  full  cost  of  transportation  and  han- 
dling of  goods  to  distant  lands.  The  same  policy  should  prevail  at  the 
Canal.  ♦ * ♦ 

“*  * * prices  must  be  adjusted  up  or  down  as  might  be  required  not  * * * 
on  the  basis  of  cost  elements  in  the  acquisition  and  distribution,  but  on  the 
basis  of  what  prices  must  actually  be  to  give  the  Canal  employees  equality.” 
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In  simple  terms,  the  Company  either  can  price  to  its  employees  on  a com- 
parability basis  and  absorb  the  unrecovered  costs  (as  it  does)  or  price  on  a 
cost  recovery  basis  and  augment  employee  salaries  with  a cost-of-living 
additive.  The  net  financial  result  under  either  action  is  the  same,  namely,  that 
the  waterway,  rather  than  the  employee  or  the  United  States  taxpayer,  bears 
the  costs  attendent  to  its  geographic  location.  The  latter  rationale  also 
applies  to  the  $12.5  million  General  Canal  Expense.  Those  costs  exist  only 
because  the  waterway  exists.  Therefore  it  is  fitting  that  they  be  recovered 
from  users  of  the  waterway.  No  more  equitable  alternative  exists. 

The  Company  Should  Use  Other  Sources  of  Revenue  Prior  to  Tolls  Increases 

Sea-Land  is  not  to  be  blamed  for  not  understanding  the  financial  constraints 
within  which  a Government  agency  such  as  the  Panama  Canal  Company  is 
required  to  operate.  Had  there  been  such  understanding,  this  section  of  the 
Sea-Land  statement  would  probably  not  have  been  written. 

A brief  history  of  the  current  $40  million  borrowing  authority  would  appear 
to  be  in  order.  In  fiscal  year  1951,  the  then  newly  organized  Panama  Canal 
Company  inherited  a $10  million  emergency  fund  from  the  predecessor  Panama 
Railroad  Company.  In  fiscal  year  1960,  this  $10  million  was  paid  into  the  U.  S. 
Treasury  as  a dividend,  and  a $10  million  borrowing  authority  was  enacted  in 
substitution  therefor.  In  fiscal  year  1975,  a $30  million  increase  in  the  borrowing 
authority  from  $10  million  to  $40  million  was  legislated. 

Over  the  years,  the  borrowing  authority  (and  its  predecessor  emergency 
fund)  have  served,  and  continue  to  serve,  a dual  purpose.  However,  to  com- 
prehend these  purposes,  an  understanding  by  Sea-Land  of  the  financial  arena 
within  which  a Federal  Agency  such  as  the  Panama  Canal  Company  must 
operate,  is  essential.  By  law,  a fund  such  as  the  Panama  Canal  Company 
(which  is  a public  enterprise  fund  of  the  United  States)  is  prohibited  from 
creating  an  obligation  in  excess  of  the  amounts  available  therein  without 
further  action  by  the  Congress.  In  the  case  of  the  Company,  the  amounts 
available  without  further  action  by  the  Congress  are  the  Company’s  cash 
balance  and  the  $40  million  borrowing  authority.  The  obligations  which  must 
be  held  within  that  availability  include : current  accounts  payable  net  of 
current  accounts  receivable ; Company  purchase  orders  which  the  supplier 
has  not  yet  filled ; and  contracts  awarded  by  the  Company  to  the  extent  that 
the  contractor  has  not  yet  performed.  As  disclosed  annually  in  the  Company’s 
budget  presentations,  one  use  of  the  existence  of  the  $•^0  million  borrowing 
authority  is  to  backstop  the  Company’s  obligations  and  some  $17.6  million 
thereof  is  estimated  to  be  so  utilized  at . the  end  of  fiscal  year  1977.  The 
remaining  $22.4  million  is  properly  budgeted  as  remaining  unobligated  to 
assure  its  availability,  without  further  action  by  the  Congress,  to  accommo- 
date natural  emergencies,  e.g.,  to  provide  funds  for  payroll  continuation  and 
clean-up  work  in  the  event  that  the  Company’s  revenues  were  cut  off  by  a 
slide  or  a sinking  blocking  the  Canal.  It  was  never  intended  that  the  Com- 
pany’s borrowing  authority  be  dissipated  through  subsidizing  losses.  Other 
authorized  techniques  such  as  deferral  of  annual  Net  Cost  of  Canal  Zone 
Government  and  interest  payments  to  the  U.S.  Treasury  provide  adequate 
short  term  relief,  but  in  the  final  analysis,  losses  are  intended  to  be  avoided, 
or,  if  incurred,  recovered  through  the  tolls  charged  to  users. 

Conclusions 

The  conclusion  that  the  “Company’s  tolls  structures  and  policies  are  in 
disarray”  is  not  shared  by  the  professionals.  It  is  not  shared  by  the  General 
Accounting  Office,  it  is  not  shared  by  the  highly  respected  public  accounting 
firm  of  Arthur  Andersen  & Co.,  and  it  certainly  is  not  shared  by  the  manage- 
ment of  the  Panama  Canal  Company.  The  accounts  of  the  Company  for  1974-75 
have  been  audited  by  the  U.  S.  General  Accounting  Office.  The  Company  has 
been  informed  that  the  audit  report,  subject  to  final  clearances,  will  conclude 
that  the  financial  statements  present  fairly  the  results  of  operations,  subject 
to  uncertainties  pertaining  to  treaty  negotiations  currently  in  process.  The 
audit  report  is  scheduled  for  release  in  the  near  future. 

I thank  the  Committee  for  having  given  me  the  opportunity  to  provide 
these  supplementary  comments. 

Mrs.  Sullivan.  I think  it  would  help  us  understand  these  matters 
because  we  are  not  accountants  and  cannot  judge  wholly  and  solely 
the  accuracy  of  your  opinion  on  this,  Mr.  Tolan. 
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I would  like  to  ask  you  some  questions,  as  I did  Mr.  Reynolds 
this  morning. 

First,  I understand  Sea-Land  had  begun  using  the  canal  in  1962. 

Mr.  Tolan.  That  is  correct. 

Mrs.  Sullivan.  Your  growth  has  gone  up,  I think  you  said,  within 
a certain  number  of  years  to  102  vessels.  Is  that  correct? 

Mr.  Tolan.  Transits. 

Mrs.  Sullivan.  The  transits,  I mean. 

Mr.  Tolan.  Yes.  Up  to  118  I think  was  the  peak  in  1973. 

Mrs.  Sullivan.  All  right. 

Now,  how  much  of  a decrease  has  there  been  in  transits  of  Sea- 
Land  in  1973,  1974,  1975,  and  up  to  the  present  time?  Do  you  know? 

Mr.  Tolan.  Well,  the  total  number  of  transits  declined  in  the 
intercoastal  service  from  118  in  1973  to  104  in  1974  and  to  91  in 
1975.  That  was  a reduction  of  13  transits  in  1975.  With  an  average 
capacity  of  625  containers  per  vessel,  there  was  a loss  of  8,225  units 
less  through  the  canal. 

Mrs.  Sullivan.  Was  the  only  reason  that  your  transits  decreased 
due  to  lack  of  cargo  ? 

Mr.  Tolan.  That  was  a significant  part  of  the  problem. 

Mrs.  Sullivan.  Has  Sea-Land  made  any  study  or  judgment  as  to 
how  much  of  an  increase  in  the  tolls  would  be  charged  before  you 
arrive  at  the  point  where  you  would  have  to  look  at  other  methods  ? 

Mr.  Tolan.  I would  like  to  answer  that  question  in  two  parts. 

First,  I feel  sometimes  like  a voice  crying  in  the  wilderness  with 
respect  to  the  intercoastal  service.  We  are  talking  about  a trade 
which  is  highly  susceptible  to  competition  from  overland  modes. 

On  a typical  canned  goods  shipment  from  the  west  coast  of  the 
United  States,  we  have  a 2i/^  cent  per  case  rate  advantage  with  the 
railroads  and  motor  carriers.  Whenever  the  tolls  increase — this  is  a 
penny,  nickel,  and  dime  business  in  the  intercoastal  trade — whenever 
expenses  go  up,  for  whatever  reason,  and  you  cannot  offset  those 
with  increased  productivity,  it  narrows  the  margin  between  the  rail 
competition,  the  exempt  motor  carrier,  and  the  water  carriers.  We 
do  not  lose  all  the  business.  We  do  not  lose  all  of  the  canned  goods, 
but  we  lose  a part  of  the  canned  goods  and  the  volume  starts  to  go 
down.  You  can  measure  the  volume  decline  and  you  cannot  always 
determine  from  the  client  why  it  was,  but  you  know  that  the  reason 
was  that  the  cost  differentials  are  starting  to  become  much  more 
complex.  He  thinks  in  terms  of  inventory  in  transit,  a 10-day  service 
by  rail  boxcar  versus  a 16-day  transit  on  an  intercoastal  vessel. 

Our  position  has  never  been  that  tolls  increases  were  not  called 
for.  We  have  argued  about  the  principles  of  accounting.  We  have 
gone  into  the  determination  of  what  those  increases  should  be  and 
we  felt  there  is  a discrimination  against  containerships  under  the 
proposed  rules  and  even  under  the  present  rules. 

So  all  we  are  arguing  about  here  is  pennies  and  some  people  think 
that  pennies  do  not  count.  In  the  intercoastal  business  I can  assure 
you  that,  in  our  opinion,  pennies  do  count  because  that  is  all  you 
are  dealing  with  in  terms  of  the  differential  between  the  competing 
modes,  the  competing  carriers. 

With  respect  to  offshore  trade,  foreign  to  foreign,  sometimes  I 
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think  people  have  the  impression  that  Sea-Land  does  not  carry 
cargo  from  Europe  to  the  Far  East  or  from  the  west  coast  to  Europe 
or  from  the  east  coast  to  the  F ar  East  by  any  other  means  than  land 
bridge.  That  is  incorrect.  The  link  between  the  two  oceans’  fleets  in 
Sea-Land  is  the  intercoastal  service  and  we  carry  substantial  amounts 
of  cargo  on  the  water  whenever  we  can. 

Now,  that  traffic,  the  best  I can  tell  you  is  that  our  perspective  does 
go  to  the  study  that  was  done  for  the  Canal  Company  itself  and  I 
believe  it  was  1974  where  they  talk  about  sensitivity  in  terms  of 
15-  to  20-percent  increases  in  the  tolls.  Taken  in  that  time  frame, 
I still  feel  that  15-  to  20-percent  increases  in  tolls  are  the  sensitive 
areas  and  the  problem  with  it  in  terms  of  making  a specific  definition 
is  that  conditions  keep  changing  all  the  time. 

Carriers  going  from  Europe,  Western  Europe  to  the  Far  East, 
have  another  alternative,  particularly  since  the  Persian  Gulf  is  such 
an  attractive  market  now.  They  have  the  alternative  of  going  to 
Japan  or  the  Far  East  via  Suez  into  the  Persian  Gulf  and  carrying 
cargoes  to  Japan,  the  Far  East,  and  coming  back  by  the  same  route 
and  if  they  want  to  make  penetration  on  the  U.S.  market,  they  can 
land  their  cargoes  on  the  west  coast  of  the  United  States  and  not 
go  through  the  canal  at  all.  Those  alternatives  are  open  to  them. 

We  feel  that  the  basic  information  contained  in  the  studies  needs 
to  be  updated,  but  I think  it  is  still  in  that  range  and  we  have  already 
had  a 19-percent  increase  in  tolls. 

Mrs.  Sullivan.  Let  us  get  back  to  the  various  items  that  are 
charged  against  the  operation  of  the  canal.  I realize  the  military  is 
also  on  the  Isthmus  and  they  must  and  do  pay  their  share  of  pro- 
tection and  so  forth.  But,  when  it  comes  to  the  direct  operating  costs 
we  must  realize  that,  if  the  canal  were  not  there  there  would  not  be 
all  these  other  supporting  services. 

So,  overall,  whatever  costs  are  necessary  to  facilitate  the  operation 
of  the  canal  by  taking  care  of  the  people  who  are  down  there  on  the 
Isthmus,  and  the  administration  and  so  forth  of  those  activities  to 
support  them,  that  is  part  of  the  cost  of  the  canal.  But,  I cannot  go 
into  that  in  detail  with  respect  to  these  activities  because  I do  not 
pretend  to  be  an  accountant.  I think  if  we  look  at  the  controversy  on 
these  activities  from  all  angles,  and  if  we  hear  the  objections  of  those 
who  have  to  carry  the  burden  in  the  tolls  to  support  them,  we  can 
make  a judgment  on  these  matters.  This  is  what  we  can  try  to  do 
through  these  hearings. 

Now  you  mentioned  that  on  one  ship  only  60  percent  of  the 
measurable  space  contains  cargo. 

What  use  is  made  of  the  other  40  percent  on  that  particular  ship  ? 

Mr.  Tolan.  It  is  unusable  space.  Madam  Chairman. 

I have  here  an  exhibit  which  I think  may  help  clear  up  some  of 
the  difficulty.  I think  it  is  attachment  B.  It  is  a profile  of  a con- 
tainership  hold  and  you  can  see  what  happens  when  you  use  a hull 
form  and  you  put  containers  inside  the  hull  form.  You  just  do  not 
get  utilization.  It  is  unusable  and  not  used. 

Mrs.  Sullivan.  This  is  attachment  B ? 

Mr.  Tolan.  Yes,  ma’am.  . 

This  is  a cross-section  of  a cargo  hold  and  it  is  from  the  centerline 
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to  the  right  side,  if  you  will,  and  you  see  in  some  hatches  you  do 
have  a fairly  good  utilization  because  of  the  hull  form,  but  even  there 
from  this  line  of  containers,  those  containers,  there  is  a distance 
between  the  line  of  containers  and  the  side  of  the  ship. 

Now,  that  typically,  if  it  was  a break  bulk  vessel,  depending  with 
certain  exemptions,  that  would  be  included  in  the  usable  cargo  space 
in  the  measurement  rules.  At  the  present  time  that  is  also  included 
as  space  that  has  earning  capacity  for  containerships.  We  do  not 
have  any  way  of  putting  anything  in  there  because  of  the  way  that 
the  vessels  are  constructed  and  the  utilization  of  space  in  the  vessels. 
So,  we  pay  for  that  space  now  and  we  are  able  to  utilize  only  60 
percent.  Therefore,  40  percent  of  the  space  below  deck  we  could 
never  use. 

Mrs.  Sullivan.  But,  while  a ship  goes  through  the  locks  of  the 
Canal,  it  is  the  tonnage  of  the  whole  ship,  whether  it  is  full  or  empty, 
that  measures  the  water  and  so  forth  that  is  needed  in  filling  the 
locks  and  whatnot.  You  just  do  not  take  into  consideration  the  space 
that  cargo  occupies,  do  you  ? 

Mr.  Tolan.  Well,  Madam  Chairman,  the  rules  that  were  developed, 
going  back  to  the  early  part  of  the  century,  and  then  revised  in  1938, 
they  have  always  addressed  earning  capacity  and  they  have  defined 
the  earning  capacity  in  a very  specific  way  and  that  became  known 
as  the  Panama  Canal  measurement  tonnage.  It  is  a specific  identi- 
fied number  for  a vessel. 

Now,  all  we  are  suggesting  is  that  the  last  time  they  rewrote  the 
rules,  which  was  in  1938,  excluding  some  minor  gerrymandering 
that  is  going  on  recently,  that  no  one  could  contemplate  a hull  form 
such  as  a containership  and  that  is,  in  fact,  what  has  happened 
because  the  statute,  the  rules,  that  were  created  were  not  in  con- 
templation of  this  type  of  vessel.  So,  we  are  only  getting  60  percent 
utilization  of  below-deck  space  and  the  only  way  I think  that  we 
could  get  100  percent  utilization  is  build  a square  box  and  put  the 
containers  inside  the  square  box.  It  would  not  be  a very  practical 
solution. 

Mrs.  Sullivan.  In  another  type  cargo  ship  as  well  as  passenger 
ship,  is  there  not  unusuable  space  for  either  people  or  cargo  in  those 
ships  that  transit  the  Canal  ? 

Mr.  Tolan.  In  terms  of  the  use  of  the  determination  of  the  meas- 
urement rules  as  they  presently  exist  certain  spaces  are  exempted  as 
they  are  in  the  containership  also.  But,  since  the  emphasis  is  to 
address  the  earning  capacity  of  the  vessel  those  spaces  typically 
within  a cargo  hold  are,  in  fact,  included  in  the  determination  of 
the  Panama  Canal  net  tonnage. 

Mrs.  Sullivan.  Have  any  of  you  ship  operators  had  a chance  to 
sit  down  and  discuss  this  with  the  Panama  Canal  Company  officers 
who  would  have  the  responsibility  of  suggesting  these  tolls  increases 
and  meaurements  rules  changes  and  so  forth  ? 

Mr.  Tolan.  To  the  best  of  my  knowledge,  no. 

Well,  outside  of  what  we  have  said,  unfortunately,  it  appears 
always  in  an  adversary  position  when  we  are  talking  about ^ tolls. 
We  have  made  this  presentation  and  supplied  all  of  the  statistical 
information  with  respect  to  the  vessel,  the  rationale  of  why  we  felt 


330 


it  was  an  improper  measurement  of  the  earning  capacity  of  the  con- 
tainer ship,  and  we  have  exposed  that  to  them.  We  have  never  had 
any  dialog. 

Mrs.  Sullivan.  You  did  appear  before  the  Board  of  Directors, 
did  you  not,  when  they  were  having  the  hearings  on  the  toll  struc- 
ure? 

Mr.  Tolan.  Yes. 

Mrs.  Sullivan.  Have  you  ever  asked  to  discuss  this  with  those 
responsible  for  setting  those  tolls  or  measurement  rules? 

Mr.  Tolan.  No;  we  have  not.  That  is  probably  our  fault. 

I am  not  sure.  Madam  Chairwoman,  who  it  is  we  would  have  to 
ask. 

Mrs.  Sullivan.  Well,  I think  that  is  easily  ascertained  because 
someone  is  responsible  for  coming  up  with  how  the  tolls  are  set. 

I do  think  there  needs  to  be  an  exchange  of  ideas  and  opinions. 
Whether  that  exchange  would  change  the  results  on  tolls  increases, 
I do  not  know ; but  I think  during  the  hearings  of  the  designees  of 
the  Board  of  Directors  they  should  hear  your  opinions  because  they 
are  the  ones  who  help  to  decide,  but  neither  are  they  the  experts,  as 
we  are  not  on  the  committee,  to  decide  what  is  the  proper  thing.  But 
I think  that  there  should  be  some  kind  of  discussion ; and  I am  cer- 
tain you  could  find  out  the  proper  personnel  to  contact.  As  a layman 
sees  the  situation  anyway,  you  have  a ship  going  through  locks  in 
the  canal,  and  there  has  never  been  this  real  controversy  on  how  it 
is  to  be  assessed,  probably  because  so  far  the  canal  has  made  its  own 
way.  I think  we  are  facing  a situation  now  where  the  canal  has  to 
make  its  own  way,  but  the  question  is  how  can  we  best  do  it  without 
driving  the  ships  away  to  find  some  other  method  of  shipping  cargo 
should  it  become  too  expensive  to  transit  the  canal  ? So  I would  make 
that  suggestion  to  communicate  with  the  company. 

Do  you  think  there  ought  to  be  a limit  on  the  number  of  toll 
increases  or  measurement  rule  changes  within  a specified  period 
of  time? 

Mr.  Tolan.  Well,  first  I will  address  the  rule  changes. 

I think  that  if  I understood  the  Governor  yesterday  correctly,  I 
do  not  have  the  feeling  that  the  Canal  Company  has  given  up  on  the 
proposition  of  the  deck-cargo  method  of  assessing  tolls  on  container 
ships.  Therefore,  they  are  not  going  to  revise  the  rules. 

I am  suggesting  if  they  want  to  proceed  with  that,  there  is  the 
opportunity  to  have  a comprehensive  study  done  of  the  rules  and 
industry  participation  in  that  study. 

Now,  once  the  rules  are  established  and  they  are  equitable  among 
all  the  various  classes  of  vessels  that  are  using  the  canal,  I think  then 
you  go  back  to  the  fact  of  economic  realities  and  increase  in  cost  and 
inflation.  We  have  those  same  pressures  working  against  us  and  we 
have  to  seek  increases  in  our  rates  in  order  to  achieve  a reasonable 
rate  of  return  on  the  investment.  They  liave  to  seek  reasonable  rate 
increases  in  order  to  fulfill  the  mandate  they  have  been  given  by  the 
Congress. 

Mrs.  Sullivan.  I know  that  we  are  all  subject  to  this  inflation  that 
we  have  had  over  the  last  3 or  4 years,  but  we  have  to  face  reality 
in  that  if  our  economy  does  not  boom  back  in  a hurry  to  create  a 
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situation  where  there  is  more  cargo  going  in  both  directions  through 
the  canal,  then  something  has  to  be  done.  What  it  is  that  should 
be  done  no  one  knows  at  this  point,  except  to  try  to  get  more  revenue 
by  raising  the  tolls  rates.  I think  we  have  seen  in  our  transportation, 
our  surface  transportation  system,  the  more  you  raise  transit  rates, 
the  less  customers  you  have  for  your  transportation. 

We  certainly  do  not  want  to  see  this  declining  spiral  happen.  If 
there  is  any  other  way  to  prevent  it,  I w^ould  definitely  suggest  that 
the  industry  make  it  a point  to  get  together  with  those  who  are 
setting  up  procedures  in  the  Panama  Canal  Company  to  find  out 
how  things  can  be  done  so  that  the  revenue  will  be  there  and  yet 
the  transportation  would  not  be  priced  out  of  the  market. 

Now,  this  question  follows  a little  something  that  we  discussed 
before. 

If  you  argue  that  only  containers  should  be  measured  for  the  earn- 
ing capacity  of  container  ships,  then  does  that  mean  that  other  ships 
should  measure  only  the  space  in  which  they  actually  carry  goods, 
or  passengers  ? 

Mr.  Tolan.  What  I am  saying  is  that  the  internal  cubic  capacity 
of  the  containers,  above  and  below  deck,  the  total  of  the  internal 
cubic  capacity  of  the  containers,  above  and  below  deck,  on  the  con- 
tainer ship,  would  be  a reasonable  measure  of  their  earning  capacity. 

Now,  with  respect  to  other  vessels,  that  is  why  you  have  to  examine 
each  type.  If  the  Canal  Company  wants  to  undertake  a comprehen- 
sive change  in  rules,  you  would  have  to  examine  each  type  because 
there  may  be  particular  difficulties  with  other  types  of  vessels. 

Mrs.  Sullivan.  I ivould  like  to  get  on  another  line. 

If  the  SS  Cristobal  is  given  away  or  done  away  with,  would  not 
the  Canal  Company  need  a sort  of  lifeline  to  the  United  States? 

All  you  have  to  do  is  think  back  to  1964  and  that  is  what  I am 
thinking  of  with  respect  to  this  matter. 

Mr.  Tolan.  I am  afraid  I do  not  know  the  significance. 

Mrs.  Sullivan.  In  1964,  if  we  had  not  had  the  SS  Cristobal  avail- 
able to  bring  supplies  fast  to  the  people  living  in  the  Canal  Zone, 
they  would  have  been  at  a great  disadvantage  because  much  of  the 
food  and  the  meat,  especially,  and  other  things,  were  stopped  moving 
into  the  zone  from  Panama  itself.  The  Company  at  that  point  had 
their  own  facility  available  to  bring  in  what  they  needed,  when  they 
needed  it  without  having  to  resort  to  private  shipping. 

Mr.  Tolan.  Sea-Land,  with  the  cooperation  of  the  Panama  Canal 
Company,  erected  a container  crane  in  the  Canal  Zone,  and  it  is 
there,  and  if  ocean  commerce  is  moving,  I think  we  have  the  capa- 
bility to  supply  the  required  service.  Our  records  reflect  the  fact, 
I think,  that  what  the  Federal  Government  asked  us  to  do,  I think 
by  and  large  we  have  done. 

So  that  I would  not  say  that  we  would  be  unable  to  respond  and, 
I believe  that  other  carriers  would  probably  be  able  to  respond  in 
time  of  an  emergency. 

Mrs.  Sullivan.  I remember  years  ago  the  pressure  that  was  put 
on  to  eliminate  other  Panama  ships  that  were  calling  from  New  York 
to  Cristobal  and  back  again.  These  vessels  were  also  making,  I think, 
a weekly  call  at  Haiti.  When  the  ship  operators  finally  won  their 


79-367  0-77-22 


332 


point,  the  two  Company  ships  were  eliminated.  The  ship  operator 
who  pressed  the  hardest  made  one  trip  to  Haiti  and  then  dropped 
the  route,  and  I think  he  did  great  detriment  to  the  country  of  Haiti 
at  the  time.  I think  this  lesson  that  we  learned,  too,  made  us  realize 
that  there  does  need  to  be  a lifeline.  But  on  the  other  hand  what  I 
have  asked  to  be  done  is  a study  as  to  whether,  if  the  SS  Cristobal 
was  out  of  service,  how  much  more  or  less  it  would  cost  for  shipping 
to  service  the  needs  of  the  Canal  Zone. 

This  study,  I think,  is  necessary  before  any  complaints  about  the 
SS  Cristobal  are  heard  and  acted  on.  We  must  wait  until  we  have 
the  complete  story  of  how  much  we  would  save  by  doing  away  with 
it,  or  how  much  we  lose. 

Mr.  Tolan.  I agree  with  you.  Madam  Chairman;  and  you  will 
notice  we  made  no  reference  to  the  SS  Cristobal  at  all  in  our  state- 
ment. 

Mrs.  Sullivan.  A statement  on  page  19  of  your  testimony  reads ; 

Sea-Land  would  also  request  the  Committee  to  consider  reducing  investment 
by  the  interest  on  deposits  previously  not  credited. 

Could  you  explain  that  a bit  further? 

Mr.  Tolan.  What  we  are  trying  to  say  here  is  that  the  deposits, 
the  interest  that  should  have  been  accruing  on  those  deposits,  which 
was  not  paid,  that  from  whenever  those  deposits  were  available, 
when  the  interest  computation  is  made,  it  should  be  made  retro- 
actively to  the  date  the  deposits  were  first  placed  in  the  Treasury 
and  that  money  be  taken  and  reduce  the  investment. 

Mrs.  Sullivan.  We  are  going  to  have  one  of  the  Treasury  people 
available  before  we  finish  with  this  hearing  to  find  out  why  interest 
payments  are  not  made.  Maybe  the  fund  is  too  active.  I do  not  think 
it  is. 

But  again  we  will  not  guess.  We  will  try  to  get  the  facts. 

F or  the  moment,  I think  that  is  all  I have. 

Mr.  Snyder,  do  you  have  any  questions? 

Mr.  Snyder.  Mr.  Tolan,  did  I understand  you  correctly  that  you 
said  Sea-Land  pays  $1  million  to  the  Canal  Comany  for  supportive- 
type  payments  ? 

Mr.  Tolan.  That  is  correct.  We  use  the  facilities  of  the  Canal 
Zone  for  our  terminal  operation  and  other  ancillary  services  that 
they  provide. 

Mr.  Snyder.  How  much  do  you  pay  them  in  tolls  ? 

Mr.  Tolan.  $1.4  million  in  1975;  $1,448,000  we  paid  in  1975. 

Mr.  Snyder.  If  the  toll  increases  that  were  all  suggested  had  taken 
place,  what  kind  of  a percentage  increase  would  that  be  on  that  $1.4  ? 

Mr.  Tolan.  Approximately  60  percent,  Mr.  Snyder. 

Mr.  Snyder.  Approximately  60  percent  ? 

Mr.  Tolan.  Yes,  sir. 

Mr.  Snyder.  How  much  of  that  would  be  on  the  deck  cargo  in- 
crease ? 

Mr.  Tolan.  I think  in  the  range  of  40  percent. 

Mr.  Snyder.  Do  you  pay  tolls  to  any  other  canal  ? 

Mr.  Tolan.  I do  not  believe  so ; no,  sir. 

Mr.  Syder.  According  to  the  1974  statement,  your  annual  report 
filed  with  the  Interstate  Commerce  Commission,  you  paid  as  much 
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for  entertainment  as  you  did  for  tolls  to  the  Canal  Company.  As 
a matter  of  fact,  you  paid  more.  Is  that  correct  ? 

Mr.  Tolan.  Yes.  That  is  correct,  sir. 

Mr.  Snyder.  I come  from  a state  that  produces  a sufficient  quantity 
of  libation.  Now,  prices  in  that  have  not  increased.  They  just  cut 
the  proof.  That  is  a fact.  The  proof  is  80. 

I am  just  wondering  if  your  tolls  were  $1.4  before  any  increase, 
or  since? 

Mr.  Tolan.  That  included  a 19-percent  increase  in  1975. 

Mr.  Snyder.  So  the  differentiation  between  the  entertainment 
money  and  the  tolls  was  greater  before  1975  ? 

Mr.  Tolan.  I do  not  have  those  figures  available  to  me,  sir. 

Mr.  Snyder.  Well,  1974  is  all  I have.  It  is  on  page  64,  “Entertain- 
ment, Solicitation.” 

You  pay  as  much  for  legal  fees  as  you  do  for  tolls;  is  that  correct? 

Mr.  Tolan.  I have  not  found  that  reference. 

Mr.  Snyder.  That  is  on  page  64  of  the  report  with  ICC,  account 
901-934 ; item  4. 

Mr.  Tolan.  If  the  number  is  in  the  report,  sir,  that  is  what  we 
were  paying. 

Mr.  Snyder.  You  have  your  salaries  and  wages  in  one  category; 
but  you  also  have  office  expense  of  $5,766  million. 

What  kind  of  office  expense,  typewriter  paper,  erasers,  and  things 
like  that? 

Mr.  Tolan.  I think  it  could  include  office  rents.  We  operate  in 
70  countries  around  the  world. 

Mr.  Snyder.  Your  rental  expense  is  $1.9  million.  That  is  a different 
item. 

Mr.  Tolan.  Not  in  every  case,  sir,  because  in  some  instances  in  the 
way  we  treat  the  expenses,  sales  rental  could  go  into  sales  expense. 
Office,  for  example,  the  World  Trade  Center,  could  probably  find 
its  way  into  that  classification. 

Mr.  Snyder.  What  would  be  $1.9  million  if  you  have  the  specific 
rentals  in  other  categories  ? 

Mr.  Tolan.  I do  not  have  the  detail  of  that  available. 

Mr.  Snyder.  You  can  supply  the  answer  later. 

Mr.  Tolan.  We  would  be  happy  to. 

[The  material  referred  to  follows :] 


Law  Offices,  Ragan  & Mason, 
Washington,  D.  C,,  April  IS,  1976. 

Hon,  Ralph  H.  Metcalfe, 

Chairman,  Subcommittee  on  Panama  Canal,  Committee  on  Merchant  Marine  d 
Fisheries,  Washington,  D.C. 

Re : Panama  Canal  Hearings  April  7,  1976. 

Dear  Mr.  Metcalfe;  The  Honorable  M.  G.  Snyder  requested  Mr.  David 
Tolan,  spokesman  for  Sea-Land  Service,  Inc.  at  the  Panama  Canal  hearings 
on  April  7,  1976,  to  supply  the  details  of  Sea-Land’s  rental  expense  account 
and  oflSce  expense  account  from  Sea-Land’s  1974  annual  report  filed  with  the 
Interstate  Commerce  Commission.  The  information  follows. 

Account  910 — Rental  Expense — This  account  includes  the  rental  costs  for 
branch  sales  oflice  buildings  and  home  oflSce  facilities  located  within  the 
United  States,  as  well  as  foreign  countries  throughout  Sea-Land’s  operating 
network. 

Account  920 — Office  Expense — This  account  includes  the  cost  of  office  sup- 
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plies,  printing,  equipment  rental,  and  other  general  expenses  relating  to  the 
operation  of  offices.  Some  of  the  more  significant  items  include  stationery  and 
supplies,  wages  for  temporary  help,  guard  services,  tariff  publication,  relocation 
expenses  and  hiring  and  recruiting  costs  associated  with  personnel  activities. 
This  account  does  not  include  any  rental  expenses. 

Very  truly  yours, 

Ragan  & Mason, 

Paul  J.  McElligott. 


Mr.  Snyder.  Traveling  expense  is  $4,118  million.  That  is  three 
times  your  tolls. 

Is  that  for  salesmen,  executive  people  ? 

Mr.  Tolan.  We  have  8,388  employees  in  Sea-Land,  sir.  Some  of 
those  expenses  are  for  sales  travel.  Some  of  them  for  management 
travel.  Some  are  for  relocation  of  seamen  from  one  coast  to  another. 
It  is  the  whole  conglomeration. 

Mr.  Snyder.  What  is  freight  brokerage  ? 

Mr.  Tolan.  F reight  brokerage  ? 

Mr.  Snyder.  What  is  the  definition  of  that  ? 

Mr.  Tolan.  Brokerage  is,  under  tariff  rules  and  regulations,  a fee 
which  is  paid  to  a foreign  freight  forwarder  who  performs  certain 
functions  on  behalf  of  the  shipper  and/or  consignee.  For  those  serv- 
ices under  a legal  tariff  filed  by  and  approved  by  the  regulatory 
agency,  the  steamship  company  pays  that  forwarder  a fee. 

Mr.  Snyder.  About  $13.98  million  of  those  fees  in  1974. 

The  comparison  here  is  that  you  pay  $1  million  to  the  Canal  Com- 
pany for  other  than  fees,  other  than  tolls,  and  $1.5  million  for  tolls, 
and  that  strikes  me  a little  bit  odd. 

Mr.  Tolan.  May  I explain,  sir  ? 

Mr.  Snyder.  Yes.  It  would  help  me. 

Mr.  Tolan.  I will  try. 

We  are  organized  into  profit  centers  and  those  profit  centers  are 
accountable  for  the  profitability  of  each  of  those  centers. 

As  I indicated  to  Madam  Chairman,  in  this  particular  instance  I 
think  that  the  validity  of  what  we  are  looking  at,  you  have  to  look  at 
these  expenses  in  terms  of  the  particular  service  that  is  utilizing  the 
Panama  Canal. 

In  this  particular  instance,  sir,  the  intercoastal  service  in  1975,  the 
revenues  were  $56,191,000;  the  canal  tolls  were  $1,484,000;  and  the 
canal  tolls  represented  2.6  percent  of  the  revenue  from  the  inter- 
coastal service ; the  entertainment  expense  for  the  corporation  and  for 
our  division  in  that  particular  service  segment  which  I am  respon- 
sible for  represented  two-tenths  of  1 percent  of  the  revenue. 

I think  that  is  the  comparison  we  have  to  make.  When  we  talk 
about  global  numbers,  I think  that  is  one  of  the  problems  of  some 
other  competing  modes  of  transportation.  We  do  nickel  and  dime.  We 
do  everything  we  can  to  assure  ourselves  that  the  dollar  that  we 
spend  produces  results. 

So  that  when  you  look  at  entertainment,  for  example,  in  the  inter- 
coastal service  in  1975,  in  that  same  classification  service,  entertain- 
ment and  solicitation,  the  total  sum  of  money  was  two-tenths  of  1 
percent  and  the  tolls  were  $1.4  million,  which  is  2.6  percent  of  the 
revenue. 

Mr.  Snyder.  You  are  quoting  figures  from  one  division.  Is  that 
what  you  are  doing  ? 
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Mr.  Tolan.  Yes,  sir. 

I am  trying  to  draw  the  analogy  that  when  you  talk  about  the 
Panama  Canal  tolls,  you  have  to  talk  about  the  division  or  service 
profit  center  that  is  responsible  for  the  generation  of  profitability  in 
there. 

So  the  relevancy  of  the  Panama  Canal  tolls  is  not  to  the  total  cor- 
porate expenditure  of  Sea-Land  Service,  but  to  that  unit  of  Sea-Land 
Service  that  utilizes  the  canal  services. 

Mr.  Snyder.  It  strikes  me  that  you  ought  to  complain  to  the  top 
brass.  You  are  not  getting  your  fair  share  of  this  entertainment 
money. 

Mr.  Tolan.  I beg  your  pardon,  sir. 

If  you  take  the  corporate  revenue,  the  corporate  revenue,  I think, 
stated  in  the  report  was  $877,500,000,  and  if  you  will  take  the  enter- 
tainment in  that  report,  $1,584,053,  I think  you  will  find  that  the 
ratio  is  the  same.  It  is  less  than  two-tenths  of  1 percent  of  the  cor- 
porate revenue  of  Sea-Land  Service. 

Mr.  Snyder.  It  is  the  same  percentage  of  corporate  Sea-Land  Serv- 
ices revenue  as  the  tolls,  taking  the  whole  thing,  not  just  that  one 
price. 

Mr.  Tolan.  That  is  correct,  sir. 

But  if  I may,  again  we  are  a profit  center  and  we  are  accountable 
for  the  profitability  of  that  service  and  the  expenses  that  go  with 
that  service  have  to  be  controlled. 

Mr.  Snyder.  I do  not  want  you  to  misunderstand  me,  now.  I am 
not  against  you  spending  a lot  of  money  for  bourbon  that  helps 
Kentucky. 

Mr.  Tolan.  I must  tell  you,  sir,  we  have  a corporate  policy  which 
I hope  that  most  of  my  men,  at  least,  adhere  to,  that  during  business 
hours,  even  with  customers,  unfortunately,  they  do  not  even  drink 
bourbon. 

Mr.  Snyder.  That  distresses  me,  to  hear  that. 

Mr.  Tolan.  I may  say,  Mr.  Snyder,  that  after  hours  we  all  do  our 
bit. 

Mr.  Snyder.  That’s  better. 

On  Page  3,  what  is  “long-term  stability”  in  terms  of  years  ? 

Is  that  the  25,  24  years,  to  the  end  of  the  century,  when  the  State 
Department  will  perhaps  have  given  the  canal  away  if  they  have 
their  way,  or  is  that  some  longer  period  ? 

Mr.  Tolan.  We  were  talking  about  1951  to  1974,  those  25  years 
when  the  measurement  rules  and  the  tolls  were  adequate  to  meet  the 
needs. 

Mr.  Snyi3ER.  It  says  “long-term  stablity  is  in  the  best  interest  of 
the  U.S.  foreign  and  domestic  commerce,  which  comprises  70  percent 
of  the  traffic  moving  through  the  canal.”  I thought  you  were  looking 
to  the  future  there. 

Mr.  Tolan.  Yes. 

“Long-term  stability  is  in  the  best  interests  of  the  Pl.S.  foreign  and 
domestic  commerce,  which  comprises  70  percent  of  the  traffic  moving 
through  the  Canal,  and  the  carriers,  particularly  U.S.  flag  carriers, 
operating  in  thkt  commerce.” 

Is  the  question,  What  is  long-term  ? 
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Mr.  Snyder.  Yes. 

What  goes  through  your  mind  when  you  are  thinking  about  long- 
term stability? 

I hope  it  is  perpetuity. 

Mr.  Tolan.  Well,  yes,  sir.  That  is  exactly  right. 

Mr.  Snyder.  On  Page  4 you  mention  the  toll  increase  was  one  fac- 
tor causing  this  decline. 

In  response  to  Mrs.  Sullivan,  I think  you  referred  to  the  depressed 
economy.  Are  there  any  other  factors  ? 

Mr.  Tolan.  The  service  needs  of  the  customers.  We  are  a customer- 
service  organization  and  if  the  customers  requirements  change,  we 
have  to  take  those  factors  into  consideration. 

Competitors’  modes  of  transportation;  that  is  another  factor. 

Also,  pricing  by  competitive  modes  of  transportation. 

All  of  those  things,  I think,  sir,  can  be  considered  “other  factors.” 

Mr.  Snyder.  Can  you  give  us  a percentage  breakdown  as  between 
toll-increase  responsibility  to  economy  responsibility? 

Mr.  Tolan.  I am  afraid  I cannot,  sir. 

Mr.  Snyder.  In  other  words,  you  cannot  say  how  many  ships  would 
not  go  through  because  of  a toll,  as  opposed  to  the  present  economy  ? 

Mr.  Tolan.  For  the  industry  and  for  Sea-Land 

Mr.  Snyder.  I think  all  you  can  talk  about  is  Sea-Land,  I would 
assume. 

Mr.  Tolan.  I made  an  honest  attempt  to  see  if  we  could  identify  it 
and  we  could  not  come  before  the  committee  and  frankly  say  this  was 
a percentage  that  was  a consequence  of  any  one  of  these  single  items. 

Mr.  Snyder.  I was  wondering  if  that  $li/^  million  lawyer  that  you 
have  sitting  there  could  tell  if  the  present  law  forbids  depreciation 
of  present  assets?  There  has  been  some  reference  to  it  this  morning. 

Mr.  McElligott.  Well,  I believe.  Congressman  Snyder,  that  the 
law  as  it  exists  does  not  permit  depreciation  of  excavations,  titles, 
treaties  and  like  items.  One  of  the  reasons  I feel  that  way,  especially 
as  to  tolls,  is  the  way  the  statute  reads.  It  does  not  refer  to  costs  of 
construction.  It  refers  to  costs  of  operating  and  maintaining  the 
canal. 

Second,  there  have  been  a number  of  attempts  to  pass  legislation  to 
allow  that  very  activity  to  occur  and  the  Congress  has  never  passed 
legislation. 

I know  it  was  done,  for  example,  in  1955.  I believe  it  was  also  done 
right  up  into  the  1960’s,  perhaps  even  later. 

So  it  seems  to  me  that  what  former  Governor  Seybold  said  in  his 
letter,  that  legislation  was  needed  to  do  that,  is  indeed  accura  e;  and 
since  the  legislation  has  not  been  passed,  we  feel  that  it  is  in  proper 
to  depreciate  or  amortize  those  items. 

Mr.  Snyder.  Since  there  is  a lack  of  statutory  authority,  do  we  con- 
clude then  it  could  well  be  illegal  ? 

Mr.  McElligott.  I do  believe  there  is  a question  of  illegality,  yes, 
sir. 

Mr.  Snyder.  Have  you  thought  about  litigating  the  issue? 

Mr.  McElligott.  No,  sir;  I have  not  at  the  present  time. 

Mr.  Snyder.  Well,  it  would  seem  like  you  high-priced  guys  would 
come  up  with  something. 
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Mr.  McElligott.  I think  those  fees  are  total  corporate  legal  ex- 
penses and  not  just  our  firm. 

Mr.  SxTDER.  I think  that  is  right. 

Mr.  Tolan,  you  indicate  that  the  company  would  have  profited  by 
$100,000  had  it  not  been  for  this  new  depreciation  aspect  factor. 

On  the  next  page,  page  17,  you  are  projecting — I just  want  to  see 
if  you  are  right — that  without  this  factor,  profits  of  $2  million  would 
have  been  derived. 

Do  you  mean  between  the  years,  fiscal  years,  1974  and  1977? 

I was  trying  to  get  the  period  on  that. 

The  $2  million  is  for  what  period  ? 

If  you  go  back  up  in  that  paragraph,  you  were  talking  about 
1974-1977. 

Mr.  Tolan.  Counsel  is  explaining  this  to  me,  sir. 

Mr.  Snyder.  He  should  have  prepared  that  statement  with  those 
big  fees.  He  ought  to  come  to  my  hometown  and  practice  law.  He 
would  find  out  how  to  skimp  around  a little  bit. 

Mr.  Tolan.  The  $8.3  million  depreciation  from  1974  to  1977  in  the 
aggregate  was  $33.2  million,  which  we  say  if  they  had  not  been  accu- 
mulated would  have  resulted  in  a profit  over  that  same  period  of 
$2  million. 

Mr.  Snyder.  $2  million  for  that  same  period  ? 

Mr.  Tolan.  Yes. 

[The  following  memorandum  was  submitted  by  counsel  to  Mr. 
Tolan  pursuant  to  request  of  minority  professional  staff  member.] 

Mb.  Nicholas  Nonnenmachee, 

Merchant  Marine  and  Fisheries  Committee,  House  of  Representatives,  Suite 
1332,  Washington,  D.C. 

Re:  Panama  Canal 

Dear  Mr.  Nonnenmachee:  Enclosed  is  a Memorandum  entitled  “Deprecia- 
tion of  Excavations,  Titles,  Treaties,  Etc.”  It  is  divided  into  three  sections: 
A — Excerpts  from  hearings  and  reports  in  1949-50,  showing  that  the  excava- 
tions, treaties,  titles,  etc.  were  deemed  nondepreciable  both  before  and  after 
reorganization  of  the  Panama  Canal  enterprise;  B — Excerpts  in  chronological 
sequence  from  House  and  Senate  Committee  hearings  and  reports,  where  the 
Canal  Company  and  GAO  acknowledged  the  need  for  legislation  and  the  Con- 
gress refused  to  pass  it;  and  C — Excerpts  from  letters,  documents,  testimony, 
etc.  since  April  1972,  when  the  Canal  Company  implemented  the  accounting 
changes  without  authorization. 

The  following  conclusions  from  the  Memorandum  appear  proper:  (1)  Leg- 
islation to  depreciate  or  amortize  these  nondepreciable  items  clearly  is 
necessary;  (2)  the  Congress  has  failed  or  refused  to  pass  legislation;  (3) 
the  accounting  changes  are  prompted  by  treaty  negotiations;  (4)  depreciation 
of  these  items,  if  authorized,  should  be  retroactive  to  1914;  (5)  any  accrued 
depreciation  since  1914  should  reduce  the  net  of  the  U.S.  investment  for 
interest  purposes;  (6)  the  Canal  Company  simply  by-passed  the  Legislative 
Committee  (Merchant  Marine  & Fisheries)  in  implementing  the  policy  changes 
without  authority;  and  (7)  because  the  changes  are  unauthorized,  amounts 
previously  and  presently  collected  from  tolls  by  the  Canal  Company  for  this 
depreciation  should  be  returned  to  tolls  payers  by  crediting  the  amounts 
against  FY  1976  and  FY  1977  expenses. 

On  April  15,  1976,  Press  Secretary  Nessen  contended  that  the  Panama 
Canal  has  a “useful  life”  of  30-50  years.  According  to  reports  of  this  interview 
in  the  April  16  Journal  of  Com?nerce,  this  timetable  “reflects  the  facts  that 
the  canal’s  equipment  is  starting  to  wear  out,  that  an  ever-increasing  number 
of  ships  are  too  large  to  pass  through  it  and  that  shipping  patterns  are 
changing,  making  it  less  vital.’’ 
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One  need  only  review  the  annual  budgets  of  the  Canal  Company  to  know 
that  millions  of  dollars  are  being  spent  each  year  to  maintain  and  replace 
equipment.  If  shipping  patterns  are  changing,  one  cause  is  the  repeated  in- 
creases in  tolls  through  rate  increases  and  rules  changes.  These  policies  are, 
forcing  general  cargo  vessels  and  shippers  to  seek  alternative  means  of  trans- 
portation— the  Suez  Canal,  the  Trans-Siberian  Railroad,  and  landbridge,  whether 
U.S.  or  Canada  now  or  Mexico  in  the  future. 

Obsolescence  of  the  Panama  Canal  for  general  cargo  vessels  is  not  physical 
obolescence,  but  financial  obsolescence.  I know  of  few,  if  any,  modern  general 
cargo  vessels — including  containerships,  LASH  and  SEABEE  vessels — which 
cannot  transit  the  Panama  Canal.  Indeed  the  most  modern  of  these  vessels, 
including  Sea-Land’s  SL-7’s  are  constructed  to  accommodate  the  capacities 
of  the  Panama  Canal.  They  are  designated  “Panamax  vessels”. 

The  Merchant  Marine  and  Fisheries  Committee  has  the  power  and  respon- 
sibility to  control  the  practices  of  the  Canal  Company  and  thus  control  the 
level  of  tolls.  It  can  exercise  that  power,  and  preclude  or  minimize  new  tolls 
increases;  or  its  can  refuse  to  exercise  that  power,  and  permit  the  continued 
deterioration  of  the  canal  transits  and  tonnages  and  the  eventual  elimination 
of  use  of  the  canal  by  the  American  merchant  marine. 

I am  available  to  discuss  this  Memorandum  with  you  or  with  other  members 
of  the  staff  or  of  the  Committee  at  your  convenience. 

Very  truly  yours. 


Ragan  & Mason, 
Paul  J.  McElligott. 


Enclosure. 


Memorandum 


Depreciation  of  Excavations,  Titles,  Treaties,  Etc. 

The  Panama  Canal  Company  in  Fiscal  Year  1974  began  depreciating  or 
amortizing  excavations,  titles,  and  treaty  rights  of  the  Panama  Canal.  The 
Canal  Company  valued  these  items  at  $332  million,  assigned  a ^0-year  eco- 
nomic life  to  them,  and  has  been  charging  against  revenues  the  sum  of  $8.3 
million  annually  since  FY  1974.  The  Canal  Company’s  net  loss  in  FY  1974, 
including  these  charges,  was  $11,798,000,  and  in  FY  1975  was  $8,219,000. 

At  the  same  time,  the  Canal  Company  receives,  and  charges  against  revenues, 
interest  on  the  United  States  investment  in  the  Canal.  Interest  for  FY  1975 
was  $14,820,000,  and  is  projected  at  $16,578,000  for  FY  1976  and  $17,474,000  for 
FY  1977.  The  figure  used  for  net  U.S.  investment  and  thus  for  interest  is 
$319  million,  a figure  virtually  the  same  each  year.  The  major  portion  of  the 
net  U.S.  inventment  is  the  excavations,  etc.  which  are  being  amortized  since 
FY  1974.  Yet  the  Canal  Company  does  not  reduce  the  net  investment  by  the 
$8.3  million  in  depreciation  or  amortization  paid  each  year  on  the  same  items. 
Thus  carriers  are  assessed  twice  on  the  same  items — depreciation  of  excava- 
tions, etc.  ($8.3  million  each  year)  and  interest  on  the  same  items  as  if  they 
were  not  amortized  or  depreciated  ($1'1-$17  million  annually). 

This  memorandum  traces  the  history  of  the  Canal  Company’s  efforts  to 
obtain  legislation  to  authorize  depreciation  of  excavations,  etc.,  the  refusal  of 
the  Congress  to  pass  legislation,  and  the  depreciation  of  the  items  without 
legislation. 

A.  1950  legislation  and  hearings 

1.  The  1950  legislation  (64  Stat.  1038),  establishing  the  Panama  Canal 
Company,  also  set  forth  the  tolls  formula,  whereby  “Tolls  shall  be  prescribed  at 
rates  calculated  to  cover,  as  nearly  as  practicable,  all  costs  of  maintaining 
and  operating  the  Panama  Canal,  together  with  the  facilities  and  appurtenances 
related  thereto,  including  interest  and  depreciation,  and  an  appropriate  share 
of  the  net  costs  of  operation  of  the  agency  known  as  the  Canal  Zone  Govern- 
ment.” The  tolls  formula  did  not  provide  for  costs  associated  with  construct- 
ing the  Canal. 

2.  The  legislation  did  provide  that  “Capital  investment  for  interest  pur- 
poses shall  not  include  any  interest  during  construction.”  (now  section  412(e) 
of  Title  II  of  Canal  Zone  Code).  The  Senate  Report  on  the  bill  (Sen.  Rep. 
No.  2531,  81st  Cong.,  2d  Sess.  to  accompany  H.R.  8677),  explained  the  elimina- 
tion of  interest  on  construction  costs  as  follows  : 

“This  principle  is  the  same  as  is  followed  by  the  Tennensee  Valley  Author- 
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ity  in  fixing  their  rates  for  power,  and  other  similar  Government  projects.  This 
means  that  the  Government  continues  to  include  the  Panama  Canal  as  one 
of  the  capital  assets  of  the  United  States  of  America.  It  is  valuable  as  part 
of  the  national  defense  of  our  country  and  has  proved  itself  as  an  asset  for 
commercial  purposes.  By  so  recognizing  the  national  defense  aspects,  interest 
on  construction  costs  can  be  deducted  from  current  maintenance  charges  for 
the  purpose  of  fixing  tolls.” 

Thus  Congress  clearly  distinguished  between  costs  of  maintenance  and  costs 
of  construction  in  setting  tolls. 

The  House  Report  (Rep.  No.  2935,  81st  Cong.  2d  Sess.,  8/16/50)  provided: 
“The  President  would  be  authorized  to  transfer  the  Panama  Canal  and  related 
facilities,  equipment,  assets,  liabilities,  oflacial  records,  etc.,  to  the  Panama 
Railroad  Company,  which  would  be  renamed  ‘The  Panama  Canal  Company’ 
* * * Company  would  be  permitted  to  retain  and  utilize  toll  revenues, 
and  would  be  expected  to  return  to  the  Treasury,  interest  at  average  Govern- 
ment rates  (currently  about  2.3  percent)  in  the  Government’s  net  investment 
in  the  Company.” 

Neither  the  legislation  nor  any  Committee  report  nor  any  other  document 
authorized,  or  revealed  a legislative  intent  to  authorize,  liquidation  of  the 
United  States  investment,  through  the  depreciation  of  excavations,  titles, 
treaties,  etc. 

3.  The  hearings  preceding  the  1950  legislation  ^ produced  a number  of 
computations  about  past  revenues  and  expenses  of  the  Panama  Canal  operation, 
including  a computation  by  a steamship  industry  witness  that  “*  * * if  interest 
paid  on  United  States  funds  be  excluded,  transit  tolls  paid  by  commercial 
vessels,  plus  tolls  forgiven  on  Government  vessels,  have  exceeded  all  construc- 
tion and  improvement  costs  and  all  operating  costs  for  transit  purposes  by 
about  82,000,000  to  date.”  (Hearings,  p.  90).  Others  challenged  the  computations 
(Hearings,  pp.  117-25). 

A witness.  General  Steese,  long  experienced  in  Panama  Canal  matters*,  testi- 
fied that  the  Canal  cost  about  $382  million  of  appropriated  funds ; that  Canal 
accounting  was  adjusted  in  1936  or  1937  with  a report  stating  that  “no  provi- 
sion had  yet  been  made  for  amortization  of  this  investment”  ; that  the  Canar 
operation  had  already  paid  back  three-fourths  of  the  money  appropriated  for 
construction  and  other  investments  but  this  was  considered  interest  and  not 
amortization  (Hearings,  pp.  4,  6)  : 

* * the  cash  that  went  out  of  the  Treasury  and  the  cash  that  went  in,  if 
you  strike  a balance  you  will  find  that  about  three-fourths  of  that  original 
$382,000,000  has  been  returned  to  the  Treasury  in  cash,  but  as  an  accounting 
matter  we  consider  that  that  was  just  interest  on  the  money  and  not  amortiza- 
tion. * * ♦ The  United  States  Treasury  never  sets  up  amortization.  When  the 
money  is  gone  it  is  gone,  and  on  that  basis  the  Treasury  has  gotten  back  about 
three-fourths  of  its  original  cash.  On  a commercial  accounting  basis  they  have 
gotten  nothing  back,  but  they  have  had  almost  3 percent  [annually]  on  the  total 
amount,  not  only  on  what  they  appropriated  but  on  the  interest  that  accumu- 
lated during  the  construction  program,  w^hich  they  never  appropriate.  * * ♦ 
There  are  those  two  standpoints,  which  are  a technical  matter  for  the  account- 
ants.” (Hearings,  p.  6). 

Prior  to  the  totals  formula  in  the  1950  legislation,  tolls  were  set  a specific  rates, 
No  special  legal  requirement  for  interest  from  tolls  existed.  But  since  fiscal  year 
1920  a potential  capital  interest  return,  calculated  at  3%  of  the  capital  cost  of 
the  Canal  during  constuction  and  subsequent  capital  additions,  was  considered 
an  unrecorded  charge  to  expenses  and  assessed  against  tolls  (Hearings,  p.  118), 
and,  as  General  Steese  testified,  was  considered,  for  accounting  purposes,  inter- 
est and  not  amortization. 

Mr.  Bailey,  President  of  the  National  Federation  of  American  Shipping,  pro- 
posed a tolls  formula  which,  excepting  interest,  was  quite  close  to  the  language 
finally  adopted : 

“The  future  tolls  schedule  at  Panama  should  reflect  rates  sufiScient  to  pay 
all  operating  expenses  properly  allocable  to  transit  operation,  including  mainte- 
nance, depreciation  of  all  expendable  parts,  and  a proper  charge  for  the  expense 


Inre.9tifjation  of  Panama  Canal  Tolls,  Hearings  before  the  Special  Subcommittee  to 
Investigate  Panama  Canal  Tolls  of  the  Committee  on  Merchant  Marine  and  Fisheries, 
House  of  Representatives,  81st  Cong.,  1st  Sess.,  on  H.  Res.  44,  March-June,  1949. 
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of  providing  all  facilities  and  services  necessary  to  the  operation  of  the  Canal 
and  for  its  employees  and  for  their  families.”  (Hearings,  p.  41). 

He  later  further  explained  his  proposals : 

“Congressman  Thompson.  “Your  basis  for  establishing  tolls  would  take  into 
consideration  present  operation.  I assume  that  it  would  also  take  into  considera- 
tion obsolescence,  or  reserves  for  depreciation,  the  ordinary  business  figures 
that  you  see  in  balance  sheets,  reserve  for  replacements,  and  so  on.” 

Mr.  Bailey.  “Quite  correct.  We  think  there  should  be  a reserve  against  all 
the  expendable  parts  of  the  Canal,  which  is  what  I believe  is  being  done  at 
present.  They  set  up  a reserve  for  the  reviewing  of  expendable  parts.  You  can- 
not expend  the  ditch  itself.  I understand  a proper  reserve  is  being  set  up  against 
those,  and  that  is  a businesslike  way  of  operating,  and  all  the  costs  of  operation 
and  maintenance  and  the  maintenance  of  reserves  to  renew  these  parts  when 
they  require  renewal  are  a part  of  the  operation  as  we  see  it,  Mr.  Chairman.” 
(Hearings,  p.  50;  emphasis  added  here  and  hereafter.) 

The  accounting  system  established  by  Canal  authorities  even  prior  to  1948, 
considering  the  Canal  a business  enterprise,  “includes  in  the  accounts  all 
revenues  properly  applicable  to  Canal  activities,  and  charges  against  total 
revenue  the  net  expenses,  including  charges  for  depreciation  and  interest  on 
the  capital  invested,  but  excluding  any  charge  to  amortize  the  investment.^* 
(Hearings,  p.  118.) 

Thus  the  practice  of  the  Canal  operators’  testimony  suggesting  a proper  tolls 
formula  and  other  changes  passed  in  1950  did  not  include — and  do  not  authorize — 
amortizing  or  depreciating  titles,  treaties,  excavations,  etc. 

B.  Subsequent  Congressional  Hearings  Acknowledging  or  Denying  Lack  of  Au- 
ority  to  Depredate  or  Amortize  Nondepreciable  Items 

1.  1953 — Repeatedly  the  Congress  and  the  Canal  Company  acknowledged  the 
lack  of  statutory  authority  to  amortize  or  depreciate  excavations,  etc.,  and  the 
need  for  legislation.  No  law  ever  passed.  The  1950  legislation  establishing  the 
tolls  formula  and  authorizing  separate  entities — the  Panama  Canal  Company 
and  Canal  Zone  Government — was  followed  in  1951  by  the  reorganization  of 
the  Canal  operation  into  the  above  two  entities  effective  July  1,  1951.  In  1953, 
in  response  to  a Congressional  inquiry  whether  tolls  were  adequate,  J.  S.  Sey- 
bold,  President  of  the  Canal  Company,  sent  a letter  to  the  Speaker  of  the 
House,  finding  tolls  adequate  and  stating  : ^ 

“*  * * the  tolls  rates  that  have  been  in  effect  since  1938  are  still  sufficient  to 
cover  all  opei:ating  costs,  including  interest  and  depreciation,  as  required  by 
the  tolls  statutes.  * ♦ * 

“In  computing  the  tolls  requirements  for  purposes  of  this  study  the  Company 
has  made  what  it  believes  to  be  an  adequate  allowance  for  depreciation  giving 
due  consideration  to  the  factors  of  obsolescence  and  potential  inadequacy  of 
the  capital  assets  includable  in  the  tolls  base.  Estimates  of  the  service  lives 
used  for  the  principal  classes  of  plant  and  equipment  have  been  approved  by 
independent  engineering  consultants.  A depreciation  rate  of  1 percent  per  annum 
from  date  of  service  has  been  used  for  the  investment  in  the  channel,  harbors, 
lock  structures,  dams,  breakwaters  and  similar  long-lived  facilities.  Including 
this  accrual  the  annual  depreciation  requirements  of  the  Company  are  pres- 
ently approximately  $9  million.  * ♦ * 

“No  depreciation  or  return  on  the  capital  value  of  interest  during  the  1904-14 
construction  period  has  been  included  in  the  study  because  the  legislative  his- 
tory of  the  present  tolls  statute  clearly  indicates  the  intent  of  Congress  to 
exclude  this  item  entirely  from  the  tolls  base.  Likewise  no  provision  has  been 
made  for  amortization  of  lands  and  treaty  rights  because  of  lack  of  statutory 
authority,  although  these  assets  have  been  included  in  the  investment  for 
interest  purposes.**  (Emphasis  added.) 

2.  195\ — The  Panama  Canal  Subcommittee  held  hearings  on  Canal  operations 
in  June  and  July  1954.3  General  Seybold,  Governor  of  the  Canal  Zone  and 
President,  Panama  Canal  Company  accompanied  by  Mr.  Steers,  Deputy  to  the 
Comptroller,  testified  (Hearings,  pp.  8,  10)  : 


^ This  quote  and  account  Is  taken  from  the  opinion  of  the  Supreme  Court  In  the  Grace 
Line  case,  356  U.S.  309,  314  (1958),  which  provides  the  text  of  President  Seybold’s 
letter. 

3 Operations  of  the  Panama  Canal  Company  and  Canal  Zone  Government,  Hearings 
before  Subcommittee  No.  3 — Panama  Canal  of  the  Committee  on  Merchant  Marine  and 
Fisheries,  House  of  Representatives,  83d  Cong.,  26  Sess.,  June-July,  1954. 
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“Since  the  date  of  reorganization  became  effective,  first  priority  has  been 
given  to  a study  of  the  value  of  properties  transferred  to  the  Company  as 
required  by  the  law.  A preliminary  appraisal  and  inventory  of  the  properties 
so  transferred  has  been  completed  and  firm  policies  governing  the  valuation  of 
the  properties  as  well  as  the  rates  of  depreciation  and  obsolescence  have  been 
developed. 

* * * * * * * 

“The  Company's  charter,  as  amended  'by  Public  Laiv  8Jfl,  has  been  construed 
as  not  permitting  the  amortization  or  depreciation  of  assets  formerly  classified 
as  not  depreciable.  These  asseets  include  the  channel  and  harbors,  breakwaters, 
excavation  and  fill  for  dams  and  spillways,  locks  excavations  and  fill,  and  the 
excavation  for  the  drydock  at  Cristobal. 

“The  cost  of  these  facilities,  exclusive  of  interest  during  construction,  has 
been  tentatively  determined  to  be  about  $273  million  and  accrued  depreciation 
at  the  transfer  date  at  the  rate  of  1 percent  per  annum  has  been  tentatively 
computed  at  $92  million.  In  addition,  non-depreciable  assets  representing  the 
acquisition  of  rights,  powers,  privileges,  and  lands  in  the  Canal  Zone,  in  which 
approximately  $13  million  has  been  invested,  are  currently  neither  amortized 
nor  depreciated. 

“Legislation  to  authorize  the  depreciation  and  amortization  of  these  assets 
has  been  submitted  to  the  Congress.  Application  of  generally  accepted  account- 
ing principles  would  require  the  depreciation  or  amortization  of  these  assets  to 
provide  the  Company  with  funds  for  the  replacement  of  obsolete  plant.” 
(Emphasis  added.) 

Later  in  the  same  hearings  at  p.  39  the  following  colloquy  occurred  between 
Congressman  Allen  and  Governor  Seybold  : 

Mr.  Allex.  “Just  to  make  sure  we  do  not  overlook  anything,  having  in 
mind  that  this  is  an  investigation  into  the  operation  of  Public  Law  841  of  the 
81st  Congress,  do  you  have  any  recommendations  as  to  changes  in  that  law 
which  might  be  beneficial,  coming  out  of  your  experience  in  the  zone?” 

Gov.  Seybold.  “I  think  I can  best  speak  to  that,  Mr.  Chairman,  by  reference 
to  the  two  bits  of  legislation  we  have  before  your  committee  at  the  present 
time,  namely,  a matter  of  the  amortization  of  nondepreciable  assets  and  interest 
during  construction ; which  I believe  have  been  referred  to  your  committee.  At 
least  they  have  been  referred  to  the  Congress  this  session. 

“The  first  legislation,  the  amortization  of  the  nondepreciable  assets,  has 
the  recommendation  of  both  management  and  the  Board  of  Directors  of  this 
Company.  Also,  it  was  requested  by  another  committee  of  Congress.  . . . 

Mr.  Allen.  “I  take  it  that  the  submission  of  these  two  matters  will  require 
determination  of  congressional  policy;  and  whatever  that  is,  you  are  content  to 
follow  it?"  4 

Gov.  Seybold.  “Yes,  sir."  (Emphasis  added). 

Governor  Seybold  further  testified  (Hearings,  p.  40)  : “In  the  usual  account- 
ing terminology,  net  direct  investment  is  not  depreciable  and  cannot  be  related 
to  gross  depreciable  assets  upon  which  depreciation  is  accured.” 

Representatives  of  the  Comptroller  General’s  Ofifice  testified  concerning  sug- 
gested changes  in  Canal  accounts,  including  (Hearings,  p.  61)  : 

“The  law  should  be  amended  to  permit  and  require  the  recovery  in  the  tolls 
rate  of  depreciation  or  amortization  of  fixed  property  classified  as  nondeprecia- 
ble in  the  amount  of  $310  million.” 

A witness  for  the  steamship  industry  supported  depreciation  of  all  items — 
both  depreciable  and  nondepreciable — provided  interest  was  eliminated  on 
pre-1951  investment,  an  equal  division  of  Canal  Zone  Government  costs  be- 
tween the  Panama  Canal  Company  and  Canal  Zone  Government,  and  appoint- 
ment of  two  members  of  the  shipping  industry  to  the  Canal  Company’s  Board 
of  Directors  (Hearings,  p.  74-75,  81-82).  The  witness  noted  that  depreciation 
of  nondepreciable  items  would  be  inconsistent  with  regulations  of  the  Internal 
Revenue  Service  (Hearings,  p.  81). 

3.  1955— 


^ Conjrress  did  not  pass  this  legislation.  We  have  no  record  that  either  bill  was  ever 
reported  out  of  committee. 
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A.  HOUSE  MERCHANT  MARINE  AND  FISHERIES  COMMIITEE  MARCH  1955 

The  following  discussion  between  Congressman  Allen  and  Governor  Sey- 
bold  appears  at  page  20  of  these  hearings  : 

Mr.  Allen.  “It  seems  to  me  that  there  was  also  at  least  an  area  of  dis- 
agreement between  the  General  Accounting  Office  and  the  operators  at  one 
point,  at  least,  as  to  what  items  in  the  canal  should  be  depreciated  and  what 
items  were  nondepreciables.  Once  more,  the  amount  of  depreciation  found  itself 
in  the  rate  base.” 

Governor  Seybold.  “Of  course  there  was  introduced  in  the  last  session,  as  I 
think  you  are  aware,  a hill  to  authorize  us  to  depreciate  or  amortize  some 
of  th-e  properties  of  the  Company  then  carried  on  the  hooks  as  nondepreciable . 
That  specific  hill  was  never  aeted  on  the  last  session,  hut  it  will  he  presented 
again  at  this  session.  That  was  presented  at  the  request  of  the  Appropriations 
Committee  of  the  House  at  that  time.” 

The  Chairman.  “Just  to  clear  that  up  for  me,  what  was  suggested?” 
Governor  Seybold.  “In  determining  the  value  and  in  the  accounting  system, 
when  the  Panama  Canal  Company  was  formed,  there  were  certain  costs  which 
were  considered  in  accounting  as  nondepreciable.  Those  were  actually  the  cut 
itself,  with  the  theory  being  that  that  cut  would  remain  there  forever  and 
ever  and  it  was  not  taken  on  the  books  as  depreciable.  We  did  not  have  to 
return  to  the  Treasury  the  depreciation  on  the  costs  of  the  cut.  The  feeling 
in  certain  quarters  is,  and  again  I don’t  want  to  present  both  sides  but  it 
came  out  of  the  appropriations  hearings  of  that  year,  that  the  Culebra  Cut  is 
not  nondepreciable.  It  is  depreciable  economically,  because  it  will  only 
have  an  economic  value  for  so  many  years.  Maybe  it  is  100  and  maybe  it  is  50. 
It  was  the  thought  of  the  committee  at  that  time  that  w^e  have  authorization 
to  place  that  on  the  books  as  depreciable,  or  amortize  it,  either  way,  so  that 
the  Treasury  of  the  United  States  and  the  people  of  the  United  States  would 
get  back  their  capital  investment  from  the  Panama  Canal  which,  actually,  they 
put  in. 

“As  I say,  that  legislation  was  before  the  Congress  in  the  last  session  and  is 
presented  this  time,  too.  That  would,  of  course,  increase  the  interest  bearing 
burden  on  the  company  at  the  present  time. 

As  time  went  on,  of  course,  as  you  depreciate  it,  the  amount  of  interest  is 
reduced  so  that  the  annual  payments  would  finally  drop  down.  Presently  it 
would  cost  you  more.” 

As  a point  of  comparison.  Congressman  Allen  noted  at  page  70  of  the  March 
1955  hearings  that  “It  looks  to  me  as  though  there  is  about  $300,000  a year  of 
interest  charge  that  is  on  money  that  is  not  available  in  cash  and  which  is 
being  used  by  the  Government  in  other  places,”  referring  to  Canal  Company 
deposits  with  the  Treasury.  Mr.  Noble,  Canal  Company  Comptroller  replied : 
“We  would  be  very  happy  if  some  arrangement  could  be  worked  out  whereby 
we  would  get  credit  on  those  funds  we  have  to  accumulate  and  hold  in  reserve. 
But  under  the  present  statutes  we  do  have  that  authority.” 

In  1976,  the  Canal  Company  continues  to  allege  it  needs  legislation  to  receive 
interest  on  its  deposits ; but  it  amortizes  and  depreciates  nondepreciables  with- 
out legislation. 

A statement  submitted  for  the  record  by  the  Canal  Company  contains  the 
following  discussions  at  pages  102-103  of  the  hearings  : 

“The  Company  introduced  proposed  legislation  in  the  2d  session  of  the  83d 
Congress  partly  at  the  request  of  the  Appropriations  Committee  of  both 
Houses.  This  legislation  would  authorize  the  inclusion  in  the  tolls  base  of : “1. 
Provisions  for  amortization  of  nondepreciable  fixed  assets  of  the  Canal,  and 
“2.  Interest  on  the  Government’s  investment  in  interest  capitalized  during 
the  construction  period. 

“Authority  to  recover  depreciation  on  the  channel  and  certain  other  fixed 
assets  was  also  proposed  in  the  legislation.  These  assets  had  been  classified  as 
nondepreciable  by  the  former  Panama  Canal  Agency,  hut  no  ware  considered 
depreciable  by  management.  The  hills  were  not  reported  out  of  committee  and 
have  recently  been  reintroduced  in  the  present  session.  If  enacted  into  law 


^ StuUif  of  the  Operations  of  the  Panama  Canal  Company  and  Canal  Zone  Government, 
Hpnrinsrs  thp  Committpe  on  Mprehant  Marine  and  Fisheries,  House  of  Represent- 

atives, 84th  Cong.,  1st  Sess.,  March,  1955. 
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they  would  have  the  effect  of  increasing  the  Company's  fixed  charges  for 
interest,  depreciation  and  amortization.” 

B.  AUDIT  REPORT,  MAY  1955  ® 

Among  the  continuing  recommendations  of  the  Comptroller  General  was 
depreciation  of  Canal  construction  costs  (Report,  p.  9)  : 

“Amend  paragraph  (b)  of  section  412,  title  2 of  the  Canal  Zone  Code,  and 
require  that  prescribed  toll  rates  be  calculated  to  cover  adequate  provisions 
for  depreciation  or  amortization  of  Canal  construction  costs  (over  the  esti- 
mated useful  life  of  the  waterway  from  1914,  or  from  the  date  the  asset  was 
placed  in  service  if  later  than  1914,  but  in  no  event  to  extend  beyond  2014).” 
The  report  explicitly  noted  that  these  charges  are  excluded  from  the  tolls 
formula  (Report,  pp.  17-18)  : 

“Tolls  shall  be  prescribed  at  a rate  or  rates  calculated  to  cover,  as  nearly 
as  practicable,  all  costs  of  maintaining  and  operating  the  canal,  together  with 
the  facilities  and  appurtenances  related  thereto,  including  interest,  deprecia- 
tion, and  an  appropriate  share  of  the  net  costs  of  the  Canal  Zone  Government 
(2  Canal  Zone  Code  412(b)).  Excluded  from  the  formula  hy  specific  provision 
of  the  code  or  hy  omission  from  section  Ifl2(l))  arc  (1)  interest  on  the  invest- 
ment in  Canal  Zone  Government,  (2)  interest  on  interest  during  construction, 
(3)  costs  allocable  to  national  defense,  and  (4)  amortization  of  $340,000,000 
for  cost  of  construction  and  improvement  of  the  icaterway.  We  believe  these 
costs,  except  interest  on  interest  during  construction  and  costs  allocable  to 
national  defense,  should  be  included  in  the  formula.” 

Again,  at  page  27,  the  Report  stated : 

“No  depreciation  or  amortization  has  ever  been  accumulated  against  con- 
struction costs  of  $290,000,000  for  excavation  and  fill  of  channels  and  harbors, 
breakwaters,  dams  and  spillways,  locks,  drydocks,  etc.  Congressional  authori- 
zation should  be  obtained  to  provide  that  these  items  be  included  as  elements 
of  costs  in  the  toll  rate  calculation.” 

C.  SENATE  FOREIGN  RELATIONS  COMMITTEE,  JULY  195  5 ‘ 

In  July  1955,  during  hearings  on  the  new  treaty  with  Panama  before  the 
Senate  Foreign  Relations  Committee  {The  Panama  Treaty,  84th  Cong.,  1st 
Sess.,  on  Executive  F,  July  15,  18  and  20,  1955),  The  Panama  Canal  Company 
upon  request,  supplied  for  the  record  a description  of  the  Company  and  fiscal 
data.  The  statement,  noted  (Hearings,  p.  69)  : ''The  statute  does  not  provide 
for  the  amortization  of  nondepreciable  assets.” 

Later  in  the  same  hearings,  a witness  (Mr.  Mayer)  representing  steamship 
companies,  testified  that  toll  revenues  paid  all  annual  expenses,  including  de- 
preciation and  operation,  but  not  construction  and  returned  $274  million 
(Hearings,  p.  139)  : 

Senator  Capehart.  "It  has  returned  $274  million  after  all  expenses  have 
been  paid?” 

Mr.  Mayer.  "Yes,  but  not  the  cost  of  construction.” 

Senator  Capehart.  "That  is  not  expected.” 

Further  in  the  same  hearings  (Hearings,  p.  165)  : 

Senator  Fulbright.  “Do  you  have  any  charge  in  your  statement — in  your 
operating  expenses — for  amortization  of  the  original  investment?” 

Mr.  Runnestrand  (Assistant  Secretary  and  Counsel,  Panama  Canal  Com- 
pany). “No,  sir;  only  for  depreciation.” 

Senator  Fulbright.  "What  does  the  depreciation  apply  to ; only  the  im- 
provement?” 


® Report  on  Audit  of  Panama  Canal  Company  and  the  Canal  Zone  Government  for  the 
Fiscal  Year  Ended  June  30,  1954,  House  Doc.  No.  160,  84th  Cong.,  1st  Sess.,  May  16, 
19.55. 

"The  statement  also  noted  (Hearings,  p.  70)  : 

“Prior  to  the  extensive  reorganization  of  the  Panama  Canal  agencies  effective  July  1, 
1951,  the  canal  was  operated  on  an  appropriation  fund  basis  under  usual  governmental 
accounting  principles,  without  an  interest  requirement  and  without  other  specific  fiscal 
provisions  comparable  to  those  prescribed  by  statute  in  the  1951  reorganization.  How- 
ever, applying  current  fiscal  criteria,  the  tentative  computation  of  overall  operating 
results  of  the  Panama  Canal  enterprise  from  inception  to  July  1,  1951  indicates  that 
the  enterprise  as  a whole  recovered  during  that  period  all  costs  and  interests  on  the 
investment  at  an  average  rate  of  3 percent  per  annum. 
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Mr.  Runnestrand.  *‘Only  those  capital  accounts  which  are  under  general 
acounting  principles  are  depreciable.  That  leaves  a large  capital  investment  of, 
I think,  about  $280  million  of  nondepreciable  assets  that  are  not  amortized. 

'"There  is  pending  legislation  under  consideration  by  the  substantive  commit- 
tees of  Congress  as  to  whether  or  not  amortization  should  be  required.'' 

4.  1956— 

A.  HOUSE  PANAMA  CANAL  SUBCOMMITTEE,  APRIL  1956  ® 

These  hearings  were  directed  to  two  bills — H.R.  5732,  which  would  have 
repealed  section  412(e)  of  title  2 of  the  Canal  Zone  Code,  to  allow  interest 
during  canal  construction  to  be  included  in  investment  for  interest  charges 
against  tolls ; and  H.R.  5733,  which  would  have  authorized  depreciation  or 
amortization  of  nondepreciable  items  at  the  rate  of  1%  per  year,  and  would 
amend  the  tolls  formula  in  section  412(b)  to  permit  recovery  of  “amortization 
of  any  fixed  assets  which  are  classifiable  as  nondepreciable.”  Both  acts  would 
be  deemed  effective  as  of  July  1,  1951.  The  Panama  Canal  Company  took  no 
position  on  H.R.  5732,  but  supported  H.R.  5733  (Hearings,  p.  4)  Neither  bill 
was  passed 

Mr  Whitman,  Secretary  of  the  Panama  Canal  Company,  testified  (Hearings, 
P.  3)  : 

“The  question  of  what  burden  should  be  imposed  on  the  shipping  industry 
in  the  use  of  the  canal  is  one  that  was  peculiarly  for  this  committee  and  for 
the  Congress  at  the  time  of  the  adoption  of  Public  Law  841.  The  thinking  of 
the  committee  and  of  the  Congress  was  thus  written  into  the  law.  . . . [We] 
feel  that  the  question  of  what  burden  shall  be  placed  on  tolls  is  not  an  admin- 
istrative matter  but  is  a question  of  policy  for  the  Congress.  Our  part  is  only 
to  apply  the  law  as  written.” 

The  hearings  contain  at  pages  21-24  a letter  from  Governor  Seybold  to 
Speaker  Rayburn  on  the  need  for  the  legislation.  The  letter  describes  adjust- 
ments to  be  made  in  Canal  Company  accounts : 

“The  principal  adjustments  fall  in  three  major  categories : 

(a)  The  elimination  of  the  cost  of  defense  facilities,  excess  plant  and 
abandoned  projects. 

(b)  The  capitalization  of  facilities  and  improvements  useful  to  the  com- 
pany’s operations  previously  expensed. 

(c)  The  establishment  of  adequate  reserves  for  depreciation  and  obsolescence. 

“The  existing  statute  would  appear  to  give  adequate  authority  to  make  such 

adjustments  in  the  capital  accounts.  However,  the  establishment  of  deprecia- 
tion reserves  as  of  the  transfer  date  for  certain  major  capital  items  previously 
classified  as  nondepreciable  and  the  current'accrugl  of  depreciation  against  such 
properties  is  a change  in  financial  policy  of  such  material  significance  as  to 
indicate  the  necessity  for  specific  Congressional  authorization. 

If  the  legislation  is  enacted,  the  company  intends  to  establish  depreciation 
reserves  on  the  following  classes  of  assets  transferred  to  it  on  July  1,  1951, 
previously  considered  to  be  nondepreciable:  Channel  and  harbors.  Breakwaters, 
Excavation  and  fill  for  dams  and  spillways.  Locks  excavation  and  fill,  Drydock 
excavation,  Cristobal. 

"The  cost  of  these  facilities  (exclusive  of  interest  during  construction)  has 
been  tentatively  determined  to  be  $273  million  and  the  accrued  depreciation  at 
the  transfer  date,  using  the  rate  of  1 percent  per  annum,  has  been  tentatively 
computed  at  $92  million.” 

Regarding  treaties,  rights,  etc..  Governor  Sey bold’s  letter  stated  (Hearings, 

p.  22)  : 

“After  classifying  the  foregoing  assets  as  depreciable,  there  would  remain 
approximately  $13  million  invested  in  the  acquisition  of  rights,  privileges,  and 
lands  in  the  Canal  Zone  ($15  million  if  interest  during  construction  is  author- 
ized for  inclusion  in  the  tolls  base  under  the  legislative  proposal  being  sub- 
mitted separately,  the  cost  of  which  is  properly  classified  as  nondepreciable. 
The  recovery  of  this  amount  through  amortization  clearly  requires  authorizing 


® Interest  During  Construction  and  Amortization  of  Investment  in  Panama  Canal, 
Hearings  before  the  Subcommittee  on  Panama  Canal  of  the  Committee  on  Merchant 
Marine  and  Fisheries,  House  of  Representatives,  84th  Cong.,  2d  Sess.,  on  H.R.  5732  and 
H.R.  5733,  April,  1956. 
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legislation,  which  the  subject  bill  would  provide.  There  would  appear  to  be  no 
basis  for  making  such  amortization  retroactive  back  of  the  effective  date  of 
the  reorganization,  July  1,  1951.  Section  2 would  specifically  authorize  the 
inclusion  of  amortization  of  nondepreciable  assets  in  the  tolls  base.” 

The  letter  noted  that  House  and  Senate  Appropriations  Committees  had 
recommended  the  legislation  in  1954  and  1955.  A bill,  H.R.  9665,  was  introduced 
in  the  second  session  of  the  83rd  Congress,  but  was  not  acted  on  prior  to 
adjournment. 

Mr.  Whitman  of  the  Canal  Company  testified  (Hearings,  pp.  24-26)  : 

''Public  Law  8Jfl  enacted  in  1950  provides  that  tolls  for  use  of  the  canal  will 
be  established  at  rates  that  will  return  certain  costs  of  operation,  including 
depreciation.  There  is  no  provision  for  amortization  of  nondepreciable  assets. 

‘‘We  have  invested  approximately  $619  million  in  fixed  assets,  and  of  that 
amount  approximately  $286  million  at  the  time  of  the  reorganization  were 
regarded  as  nondepreciable  assets.  Since  that  time,  in  the  course  of  the  evalu- 
ation study  which  has  now  been  completed  by  the  Company,  our  accounting 
staff  has  concluded  that  a substantial  part  of  those  assets  formerly  classified 
as  nondepreciable  are  in  fact  depreciable  under  standard  accounting  principles. 
Those  assets  that  they  now  consider  depreciable  amount  to  $273  million. 
They  regard  $13  million  of  the  assets  as  nondepreciable  under  sound  accounting 
principles. 

"However,  when  the  legislation  was  enacted  in  1950  the  whole  $286  million 
had  been  classified  as  nondepreciable,  and  the  legislation  was  undoubtedly 
enacted  on  the  theory  that  those  assets  were  nondepreciable.  Therefore,  before 
proceeding  to  depreciate  the  $273  million  that  we  now  regard  as  legally  depreci- 
able, it  was  felt  that  we  should  submit  this  matter  to  your  committee  for 
approval  before  undertaking  the  adjustment  of  the  accounts  to  refiect  depreci- 
ation on  the  $273  million, 

“As  I said,  there  is  no  provision  in  the  law  for  amortization  of  a nondepreci- 
able asset,  and  the  Appropriations  Committees  and  the  General  Accounting 
Office  have  both  recommended  that  the  law  be  amended  to  provide  for  amorti- 
zation of  these  assets.  This  bill  would  provide  for  such  amortization.'' 

♦ ♦♦♦♦♦* 

Mr.  ZiNCKE.  "Mr.  Whitman,  as  I understand  your  testimony,  you  stated  that 
at  the  time  Public  Law  8Jfl  was  under  consideration,  that  your  organization  at 
least  represented  to  the  committee  that  these  assets  were  nondepreciable  and 
that  the  action  of  the  committee  in  reporting  out  what  subsequently  became 
Public  Law  841  was  based,  at  least  in  part,  upon  that  testimony.  Is  that 
correct?" 

Mr.  Whitman.  "Yes,  I think  that  is  correct.  Undoubtedly  the  report  was 
based  on  that  testimony.  How  much  weight  or  consideration  was  given  to  it, 
I do  not  know,” 

Mr.  ZiNCKE.  "But  at  least  there  was  a representation  made  that  $286  rmllion 
was  nondepreciable,  and  the  formula  set  out  in  the  bill  was  set  out  in  the 
light  of  that  testimony?" 

Mr.  Whitman.  "I  think  that  is  a fair  assumption." 

♦ ♦♦♦♦♦♦ 
"The  fiscal  data  furnished  to  the  committee  showed  that  of  those  assets 
$286  million,  or  whatever  the  figure  was,  were  nondepreciable,  yes,  sir,  and 
that  was  the  basis  on  which  the  committee  considered  the  legislation." 

Mr.  ZiNCKE.  “And  subsequently  your  accountants  changed  their  mind.  May  I 
phrase  it  that  way?” 

Mr.  Whitman.  “You  may  ; yes,  sir.” 

Mr.  ZiNCKE.  “And  decided  they  were  depreciable?” 

Mr.  Whitman.  “Yes,  sir.” 

Mr.  ZiNCKE.  “In  the  light  of  that,  do  you  not  think  we  should  go  back  and 
recast  the  entire  Public  Law  8-^1?” 

Mr.  Whitman.  “I  think  perhaps  that  is  the  question  before  the  committee; 
yes,  sir.” 

The  witness  from  the  Comptroller  General's  Office  testified  that  amortization 
would  reduce  interest  charges,  and  revenues  from  the  Canal  prior  to  1951  were 
more  than  adequate  to  recover  the  derpreciation  or  amortization  of  the  items  at 
1%  a year  (Hearings,  pp.  26-27)  : 

“We  believe  that  the  enactment  of  this  bill  will  benefit  not  only  the  Govern- 
ment by  the  return  of  its  investment  but  will  favor  the  users  of  the  canal 
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through  the  systematic  reduction  of  the  base  upon  which  interest  charges  are 
computed  and  collected  through  tolls.  . . . [W]e  believe  that  these  costs  should 
be  amortized  over  the  estimated  useful  life  of  the  canal.  In  the  case  of  the 
locks  and  chambers,  this  has  been  established  as  100  years  from  August  14, 
1914,  the  date  the  canal  was  opened  to  traffic.  We  believe  this  same  pattern 
should  be  followed  with  respect  to  the  canal  itself. 

“Our  review  of  the  operations  of  the  Panama  Canal  Agency  disclosed  that 
the  income  of  the  agency  from  1914  to  1951  was  adequate  to  cover  depreciation 
or  amortization  of  assets  previously  considered  nondepreciaUe,  to  provide  ade- 
quate provisions  for  depreciation  on  other  assets,  and  to  leave  a surplus  of 
approximately  $24  million.  The  Company  agrees  that  the  income  was  sufficient 
to  cover  these  costs  and  leave  a substantial  surplus.  Consequently,  we  believe 
it  would  be  inequitable  to  require  future  customers  to  pay  for  depreciation  or 
amortization  for  the  first  S7  years,  which,  although  not  recorded,  has  been 
recovered  through  tolls.  Thus,  we  recommend  that  provisions  be  made  for  the 
amortization  or  depreciation  commencing  with  the  opening  of  the  canal  or  the 
date  the  asset  was  placed  in  service,  if  later  than  that  date,  and  the  writing 
off  against  income  earned  during  that  period  of  the  amortization  and  depreci- 
ation which  had  accrued  to  July  1,  1951.” 

Again,  at  pages  29-30,  the  witness  from  the  Comptroller  GeneraVs  Offiee 
testified  that  “The  tolls  would  pay  it  for  the  future.  They  have  actually  paid 
it  for  the  past.  . . .” ; and  the  amortization  will  continually  “reduce  the  amount 
on  which  interest  is  computed  and  paid  to  the  Treasury  and  reduce  the  amount 
that  must  be  recovered  from  the  tolls."  Repeatedly  (Hearings,  pp.  29-33)  Com- 
mittee questions  sought  assurances  that  the  changes  would  not  force  tolls 
increases. 

Mr.  Newman  of  GAO  testified:  “We  have  to  change  the  basic  legislation.” 
Congressman  Davidson  agreed  (Hearings,  p.  33). 

Steamship  witnesses  opposed  the  legislation  (Hearings,  pp.  37-41),  testifying 
that  “self-liquidation  is  not  required  in  the  law,  nor  is  there  any  legislative  his- 
tory to  indicate  it.  The  purpose  of  Public  Law  841  was  not  that  the  canal  should 
be  self-liquidating,  but  rather  that  it  should  be  self-sustaining,  which  indeed  it 
has  been.”  Further,  to  “depreciate  these  assets  would  violate  fundamental  princi- 
ples of  accounting,  and  ratemaking.”  The  steamship  witness  requested  the 
Committee  to  withhold  any  action  on  the  bill  pending  Senate  consideration  of  a 
bill  addressed  to  a number  of  fiscal  and  managerial  reforms  of  canal  operations 
and  costs. 

The  following  observations,  highly  relevant  today  between  Committee  Coun- 
sel Mr.  Zincke  and  carrier  witness  Mr.  Dewey  appear  at  page  41  of  the 
Hearings : 

Mr.  Zincke.  “Mr.  Dewey,  in  view  of  the  wave  of  anti-colonialism  that  exists 
in  the  world  today,  have  you  any  opinion  as  to  the  attitude  or  the  probable 
attitude  of  either  Panama,  the  United  Nations,  or  the  United  Nations  suc- 
cessor, to  continued  occupancy  of  the  Canal  Zone  by  the  United  States  at  a 
time  when  the  United  States  total  investment  had  been  recovered? 

Mr.  Dewey.  “Mr.  Zincke,  our  association  and  our  colleagues  in  the  industry 
have  given  considerable  though  to  that  aspect  of  writing  off  the  entire  invest- 
ment in  the  Panama  Canal.  We  do  not  pose  as  any  foreign  policy  experts,  but 
it  does  seem  that  if  you  write  off  the  entire  investment  through  this  amortiza- 
tion schedule  you  do  set  the  stage  for  later  years  when  those  who  are  reaching 
out  for  an  excuse  to  make  it  embarrassing  for  tbe  United  States  to  retain  its 
present  position  at  the  canal,  you  make  it  possible  for  those  parties  to  argue 
that  the  United  States  has  recovered  its  entire  equity  at  the  canal  and  there- 
fore that  the  only  thing  remaining,  perhaps,  is  the  vested  right  itself. 

“I  do  not  know  if  that  answers  the  question  you  had,  but  it  certainly  sets 
the  stage  for  setting  up  the  canal  for  grabs. 

“Mr.  Counsel,  I might  add  one  comment  to  what  I have  already  said  on  this 
subject.  Dr.  Richard  J.  Alfaro,  President  of  the  Panamanian  Delegation  to  the 
United  Nations,  in  November  1946  addressed  the  General  Assembly  in  the 
following  language,  and  I quote  : 

“The  strip  of  land  known  as  the  Panama  Canal  Zone  has  neither  annexed, 
ceded  nor  leased,  nor  has  its  sovereignty  been  transferred  by  Panama  to  the 
United  States.  The  United  States  administers  this  strip  of  land  by  virtue  of  a 
very  specified  stipulation  in  Article  II  of  the  Treaty  ♦ * * (in)  1903,  which 
reads  as  follows ; 
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‘‘  ‘The  Republic  of  Panama  grants  to  the  United  States  the  use,  occupation, 
and  supervision  of  a zone  of  land  and  of  lands  covered  with  water  for  the 
construction,’  etc.” 

“Now,  if  Dr.  Alfaro  is  correctly  quoted,  he  leaves  out  several  fundamental 
aspects  of  our  tenure  at  the  canal.  He  leaves  out  the  w”ords  ‘in  perpetuity’ 
after  the  granting  phrase,  a very  important  element  of  absolute  title.  And  he 
substitutes  the  word  ‘supervision’  for  ‘control,’  another  very  important  differ- 
ence. 

“It  just  seems  to  me  that  there  are  individuals  in  a position  of  authority 
who  look  upon  our  tenure  at  the  canal  as  something  that  is  transitory,  and 
to  icrite  off  any  investments  the  United  States  may  have,  is  something  to  which 
this  committee  ought  to  give  serious  consideration  tof* 

Mr.  ZiNCKE.  “Mr.  Chairman,  I offer  for  the  record  a cartoon  appearing  in  a 
Spanish  language  publication.  La  Hora,  August  8,  1955.  It  depicts  General 
Nasser  of  Egypt  calling  President  Arias  of  Panama  on  the  telephone  and 
saying,  ‘I  already  have  ^my  canal.  How  about  you?  ’ ” 

The  Comm.itte  also  asked  the  opinion  of  the  IRS  on  the  legislation.  The 
reply  (Hearings,  p.  43)  ; 

“The  Treasury  .Department  is  generally  in  accord  with  the  principle  of  recov- 
ing the  Government’s  investment  in  income-producing  enterprises.  However,  we 
do  not  have  sufficient  information  to  make  comment  on  the  merits  of  the  pro- 
visions of  the  bill  for  the  depreciation  of  fixed  assets  wdiich,  before  July  1, 
1951,  were  treated  as  nondepreciable.” 

b.  SENATE  COMMITTEE  ON  INTERSTATE  AND  FOREIGN  COMMERCE 

The  package  of  reforms  cited  by  the  steamship  company  witness  before  the 
Panama  Canal  Subcommittee  was  included  in  a bill  S.2167.  The  bill  would 
have  transferred  the  administration  of  the  Canal  Company  and  Canal  Zone 
Government  to  the  Secretary  of  Commerce,  would  have  established  various 
costs,  pricing  and  reserve  policies,  and  make  changes  in  the  tolls  formula.  The 
Committee  Report^  on  the  bill  noted  recommendations  by  GAO  (Report,  p.  25) 
including : 

“4.  That  in  addition  to  depreciation  now  being  paid  into  the  United  States 
Treasury  on  depreciable  assets  of  the  Canal  Company,  the  Company  be  required 
to  pay  depreciation  on  the  so-called  nondepreciable  assets,  i.e.,  the  nonwasting 
assets  such  as  lands,  excavations,  channels,  harbors,  spillways,  etc.” 

******* 

“9.  That  there  be  a requirement  in  the  tolls  formula  for  amortizing  the  net 
direct  investment  of  the  Government  in  the  Panama  Canal  Company.” 

In  rejecting  both  recommendations,  the  Committee  stated : 

4.  Description  of  “Nondepreciahles^’ 

“An  individual  in  dealing  W'ith  the  Internal  Revenue  Bureau  may  not  under 
its  rules  dep7'eoiate  nomvasting  assets  (regulation  118,  par.  30.23  (1)2,  Internal 
Revenue  Code).  To  have  the  Government  enjoy  this  same  privilege  tehen  it  is 
in  juxtaposition  with  a private  interest  is  inconsistent.  The  theory  behind  the 
rules  applies  equally  to  the  government  as  to  the  individual.  If  depreciation 
were  required  to  be  paid  on  the  nonwasting  Government  assets  at  the  canal, 
the  result  would  be  that  after  full  depreciation  had  been  paid,  then  the  Gov- 
ernment would  have  its  initial  investment,  plus  the  assets,  in  the  same  condi- 
tion as  at  the  outset.  This  is  the  precise  result  that  the  above  rule  is  designed 
to  prevent.  To  reason  that  it  must  he  done  in  this  case  because  it  7nay  he 
necessary  for  the  United  States  Gover'nment  to  abandon  its  canal  operations 
and  holdings  in  the  zone  seems  to  question  the  sovereignty  of  the  United  States 
in  the  zone.  The  committee  did  not  consider  this  pi'oper."’  (Report,  p.  27) 

“9.  Amortization” 

“The  committee  declined  to  accept  this  suggestion  even  though  they  are 
considerably  attracted  to  it.  The  General  Accounting  Office  in  its  testimony 
before  the  committee  made  a yery  strong  case  for  such  amortization,  and  in 
fact  we  understand  that  the  entire  proposal  is  not  unattractiye  to  intercoastal 
and  offshore  cargoes,  wffiich  moye  through  the  canal,  and  which  pay  the  costs 
of  this  utility. 


® Transferring  Administration  of  Panama  Canal  Company  to  the  Secretary  of  Com- 
merce, Senate  Committee  on  Interstate  and  Foreign  Commerce,  Report  No.  2375  to 
accompany  S.2167,  84th  Cong.,  2d  Sess.,  June  27,  1956. 
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*‘The  attractiveness  comes  about  bp  reason  of  the  fact  that  there  is  coupled 
with  the  suggestion  for  amortization  one  that  the  present  net  direct  investment 
be  reduced  bp  the  amount  that  would  represent  amortization  in  the  pears  previ- 
ous to  1951,  This  is  on  the  basis  that  the  Companp  made  sufficient  income 
during  those  pears  to  amortize  but  failed  to  do  it,  and  on  the  basis  that  that 
failure  is  not  the  fault  of  the  current  management  or  of  the  tolls  papers.  This 
retroactive  application  of  amortization  would  thus  take  off  some  $126  milion  if 
it  were  at  $3  million  per  year  for  the  43  years  since  1914  when  the  canal 
started  operation.  The  $3  million  per  year  is  arrived  at  by  reason  of  the  fact 
that  the  original  investment  at  that  time  was  computed  at  about  $300  million. 
This  would  put  the  amortization  on  a 100-year  schedule. 

*^The  reason,  however,  that  the  commute  did  not  accept  this  suggestion  is 
because  it  would  impose  upon  the  commerce  passing  through  the  canal  the 
immediate  burden  of  a regular  annual  additional  corporate  charge — i.e.,  an 
amount  to  be  paid  bach  to  the  Treasurp  for  amortization.  That  in  itself  is  not 
objectionable,  but  what  the  committee  cannot  consent  to  at  this  time  is  estab- 
lishing this  additional  corporate  cost  based  upon  a net  direct  investment  of  the 
Government  concerning  which  there  is  a long  standing  controversy.  Further 
evidence  of  the  fact  that  the  amount  of  the  net  direct  investment  is  subject  to 
attack  is  the  following  language  and  particularly  that  which  the  committee 
has  underscored,  taken  from  page  40  of  the  1952  GAO  audit  of  the  Panama 
Canal,  House  Document  No.  207,  83d  Congress  (printed  document  erroneously 
bears  fiscal  year  ending  June  30,  1953 — should  be  1952)  : 

‘'Primarily  because  of  major  deficiencies  in  the  accounting  polices  and  prac- 
tices of  the  Panama  Canal  agency  and  the  consequent  lack  of  reliable  financial 
and  operating  data,  the  information  contained  in  this  report  is  generally  re- 
stricted to  operations  during  the  year  ended  June  30,  1952,  and  the  financial 
position  of  the  entities  at  that  date.  Furthermore,  there  is  not  sufficient  infor- 
mation readilp  available  to  indicate  the  extent  to  which  prior  operations  of 
the  Panama  Canal  agencp  have  recovered,  through  tolls  and  other  revenues, 
the  cost  of  its  activities  or  to  determine  the  full  effect  of  propertp  and  other 
adjustments  required  to  put  the  accounts  on  the  sound,  realistic  basis  con- 
templated bp  the  recent  reorganization. 

“The  tolls  payers  have  repeatedly  asked  for  some  adjustment  of  that  invest- 
ment in  recognition  of  the  national  defense  value  of  the  canal.  They  claim 
that  the  only  recognition  of  that  value  is  the  $50  million  reduction  of  the 
capital  base  (on  which  tolls  must  pay  interest)  brought  about  by  the  provision 
of  Public  Law  841  which  eliminated  interest  during  construction  from  the 
capital  base.  Government  agencies  just  as  consistently  claim  to  the  contrary. 
This  committee  feels  that  there  should  be  no  change  in  the  present  method  of 
attempting  to  retire  the  debt;  that  there  should  no  change  in  the  present 
freedom  of  tolls  from  paging  interest  during  construction  and  that  there 
should  be  no  change  in  anp  of  the  other  items  having  the  effeet  of  increasing 
corporate  charges  until  there  is  some  authoritative  statement  and  consequent 
action  on  the  national  defense  value  of  the  canal.” 

S.2167  never  came  to  a vote.  (See  102  Congressional  Record  11541,  12901, 
13901.) 

5.  1960— 

PANAMA  CANAL  SUBCOMMITTEE,  FEBRUARY-MARCH  1960  ^° 

These  hearings  considered  bills,  which,  among  other  things,  applied  the 
Administrative  Procedure  Act  to  hearings  and  decisions  on  tolls  increases  and 
changes  in  measurement  rules,  and  one  bill  requiring  supporting  activities  to 
pay  a greater  share  of  costs,  and  another  requiring  tolls  to  pay  for  supporting 
services. 

Governor  Potter,  also  President  of  the  Panama  Canal  Company  testified 
(Hearings,  p.  9)  : 

'^Neither  do  the  toll  rates  make  anp  alloivance  for  depreciation  or  amortiza- 
tion on  about  $280  million  of  fixed  assets  now  elassified  bp  law  as  ^nondepre- 
ciable! ” 

Governor  Potter  added  (Hearings,  p.  14)  : *‘The  canal  is  being  amortized 
except  for  the  so-called  nondepreciables,  $280  million  worth  of  them.  Thep  ave 


10  Panama  Canal  Toll  Formula,  Hearings  before  the  Subcommittee  on  Panama  Canal 
of  the  Commiteee  on  Merchant  Marine  and  Fisheries,  House  of  Representatives,  86th 
Cong.,  2d  Sess.  on  H.R.  8983  and  H.R.  10968,  February-March,  1960. 
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the  excavatimi  itself,  the  land  on  which  the  excavation  sits,  and  I helieve  the 
locks.  They,  by  act  of  this  Congress,  are  considered  as  nondepreciables.'" 

6.  1967— 

PANAMA  CANAL  SUBCOMMITTEE,  MAY  1967  “ 

These  hearings  heard  testimony  from  members  of  the  Atlantic-Pacific  Inter- 
oceanic  Canal  Study  Commission  regarding  a bill  to  authorize  a study  of  a 
sea-level  canal. 

The  following  discussion  between  Congressman  Downing  and  Mr.  Sheffey, 
Executive  Secretary  of  the  Commission,  is  found  at  page  36  of  the  Hearings : 

Mr.  Downing.  “You  are  not  depreciating  your  capital  investment?” 

Mr.  Steffey.  “7t’s  not  allowed  to  charge  tolls  high  enough  to  amortize  itself 
under  the  present  late.” 

The  hearings  also  included  testimony  from  the  Panama  Canal  Company, 
Arthur  Andersen  & Co.  (including  Mr.  Kujawa),  and  Stanford  Research  Insti- 
tute on  the  results  of  a tolls  study  commenced  in  1965  and  scheduled  for  com- 
pletion in  1968.  Acording  to  Governor  Leber,  President  of  the  Panama  Canal 
Company,  “tentative”  conclusions  of  the  tolls  study  included : 

(a)  Revenue  from  tolls  can  be  increased — (1)  Up  to  25  percent  tvUh  little 
effect  on  level  of  traffic;  but  (2)  Traffic  will  become  progressively  smaller  as 
the  magnitude  of  tolls  increases  in  excess  of  25  percent.”  (emphasis  added). 

Ely  Braudes  of  Stanford  Research  Institute,  who  since  has  performed  a 
number  of  studies  of  cargo  sensitivity  to  tolls  for  the  Canal  Company,  testi- 
fied (Hearings,  pp.  129-30)  : 

“Another  alternative  mode  of  transport,  the  railroads  must  be  considered 
particularly  with  respect  to  the  U.S.  intercoastal  trade.  Intercoastal  shipping 
has  been  reduced  considerably  in  the  last  few  decades  and  only  in  recent  years 
have  container  ships  given  hope  for  revival  of  intercoastal  shipping  through 
the  canal.  However,  with  substantial  increases  in  tolls  intercoastal  shipping 
would  again  be  very  vulnerable  to  further  inroads  by  rail  transport.” 

Also,  page  131  of  the  Hearings : “.  . . there  are  more  alternatives  over  the 
long  term  than  over  the  short  term ; furthermore,  even  for  those  alternatives 
which  are  available  over  the  short  term,  the  availability  tends  to  be  limited  by 
various  constraints.  Thus  it  appears  inevitable  that  the  impact  resulting  from 
a given  toll  increase  will  be  far  greater  in  the  long  run  than  in  the  short  run.” 
(Emphasis  added). 

Mr.  Brandes  added  at  page  136 : “For  intercoastal  shipments  between  the  east 
coast  and  west  coast  of  the  United  States  the  primary  alternative  is  rail 
transportation.  Over  the  past  decade  coastal  shipment  has  declined  very 
sharply  and  only  in  recent  years  has  there  been  a slight  recovery  due  to  the 
growth  in  container  ships.  However,  the  comparative  edge  that  intercoastal 
shipping  holds  at  present  is  slight,  and  any  sizable  shift  in  cost  could  have  a 
serious  effect  on  traffic  volume.” 

7.  1973— 


A.  MEECHANT  MARINE  AND  FISHERIES  COMMITTEE,  APRIL  1973  ^ 

Previous  hearings  recognized  the  need  for  legislation — legislation  never 
passed  by  Congress — ^for  amortizing  or  depreciating  the  nondepreciable  items. 
In  April  1973,  the  Merchant  Marine  and  Fisheries  Committee  held  hearings  on 
Panama  Canal  treaty  negotiations  and  contemporary  activities  of  the  Panama 
Canal  operation.  This  was  the  first  detailed  presentation  on  Canal  operations 
to  the  Committee  since  April  1970.  The  April  1970  hearings  contain  no  refer- 
ence to  amortization  or  depreciation  of  nondepreciable  items. 

The  following  discussion  appears  at  pages  28-29  of  the  1973  hearings. 

Mr.  Leggett.  “You  do  not  include  in  that  the  cost  of  amortizing  the  cost  of 
the  canal?” 

General  Parker.  “We  have  been  depreciating  a little  over  half  the  invest- 
ment in  the  canal  as  a depreciation  that  goes  into  the  cost  of  operation  every 
year,  $10  million  of  our  costs. 


Canal  Tolls  and  Route  Studies,  Hearings  before  the  Subcommittee  on  Panama  Canal 
of  the  Committee  on  Merchant  Marine  and  Fisheries,  House  of  Kepresentatives,  90th 
Cong.,  1st  Sess.  on  H.R.  6791,  May,  1967,  Serial  No.  90-6. 

1^  Panama  Canal  Briefings,  Hearings  before  the  Committee  on  Merchant  Marine  and 
Fisheries,  House  of  Representatives,  93rd  Cong.,  1st  Sess.,  April  13,  1973,  Serial  No. 
93-8. 
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“We  are  adding  an  additional  element  of  amortization  or  depreciation  start- 
ing in  our  budget  for  fiscal  1974  wbich  we  will  be  discussing  with  the  trans- 
portation subcommittee  of  House  Appropriation  Committee  next  Monday.  We 
thought  that  hearing  would  be  behind  us  before  we  appeared  before  you. 

“That  will  add  an  additional  $8  million  or  $10  million  of  cost  to  our  operat- 
ing costs. 

“Now,  the  law  requires  us  to  raise  tolls  if,  and  only  if  we  are  unable  to  meet 
expenses.  Since  we  have  been  able  to  meet  expenses  each  year,  it  has  not 
been  necessary  to  come  in  with  a request  for  tolls. 

“Out  of  the  toll  rate  that  was  established  back  in  1914,  with  a change  in 
measurement  in  1938,  we  have  been  able  to  finance  the  daily  operations  of  the 
canal  as  well  as  the  capital  improvements  necessary  to  increase  its  capacity. 

“We  have  attempted  to  follow  the  desires  of  Congress  in  this  regard. 

“Through  this  fiscal  year,  we  are  able  to  operate  on  a better  than  break-even 
basis,  at  least  we  are  recovering  our  costs. 

“As  I indicated  to  you  in  the  budget  for  fiscal  year  1974,  that  we  are  dis- 
cussing with  the  Appropriations  Committee  on  Monday,  our  operating  results 
for  the  year  will  show  a deficit  in  operating  margin  of  $3  million  to  $4  million 
as  nearly  as  we  can  predict  right  now. 

“As  a result  of  that  operating  deficit,  the  Board  of  Directors  has  directed 
me  to  consider  whether  or  not  it  is  appropriate  to  proceed  with  a recommenda- 
tion to  raise  tolls.  We  have  that  under  study  at  the  present  time.” 

Mr.  Leggett.  “Would  this  be  the  first  time  tolls  were  adjusted  in  recent 
history  ?” 

General  Parker.  “If  we  should  come  in  with  such  a recommendation,  yes.” 

Apparently,  from  the  above  discussion,  Governor  Parker  had  no  intention  of 
raising  the  issue  of  authority  to  amortize  or  depreciate  nondepreciable  items. 
His  prepared  statement  (Hearings,  pp.  54-62)  does  not  even  mention  the 
matter.  We  believe  this  is  the  first  public  mention  of  taking  this  action.  The 
comment  elicited  no  questions  from  the  Committee  members  present — Con- 
gressmen Leggett,  Kyros,  and  Breaux. 

The  Canal  Company  did  propose  a rate  increase  in  FY  1974,  the  first  in  the 
Canal’s  history.  The  above  discussion  shows  this  tolls  rate  increase  was  a 
direct  result  of  the  accounting  changes,  creating  new  expenses  without  which 
the  Canal  Company  would  have  shown  a profit. 

B.  MERCHANT  MARINE  AND  FISHERIES  COMMITTEE,  JULY  17,  1973  ^® 

These  hearings  concerned  the  importance  of  the  Canal  to  carriers  and  com- 
merce, toll  structure,  and  forecasts  of  Canal  capacity  and  future  shipping 
requirements.  The  prepared  statement  and  extemporaneous  remarks  of  Gov- 
ernor Parker  did  not  refer  to  tolls  increases  or  to  depreciation  or  amortization 
of  nondepreciable  items.  Witnesses  from  AIMS  testified  to  the  adverse  effects 
upon  the  maritime  industry  and  on  commerce  of  substantial  tolls  increases 
(Hearings,  pp.  48-50),  as  did  a witness  for  the  American  Maritime  Adminis- 
tration (Hearings,  pp.  59-60,  63-64).  Although  questions  of  Governor  Parker 
concerning  a tolls  study  commenced  at  page  72  and  continued  thereafter,  no 
reference  was  made  to  depreciating  nondepreciable  items  in  the  Governor’s 
testimony  or  in  the  summary  of  information  concerning  tolls  and  alternative 
tolls  policies  submitted  for  the  record  (Hearings,  p.  84).  Governor  Parker 
noted  a future  recommendation  to  the  Canal  Company  Directors  in  October 
1973  of  whether  an  increase  should  be  made.  Governor  Parker  did  testify 
(Hearings,  p.  83)  : 

“You  yourself,  and  your  committee  are  going  to  have  to  arrive  at  some  basic 
conclusions  in  your  own  minds  as  to  whether  to  reaffirm  the  intent  of  Congress 
in  what  we  establish  as  a tolls  rate;  that  is,  whether  we  continue  to  just 
charge  established  tolls  to  recover  the  costs  of  operating  the  canal  without 
making  significant  profit,  or  without  generating  other  sums  which  could  be 
used  for  other  purposes,  such  as  payments  to  Panama. 

“Mr.  Chairman,  that  type  of  question,  I think,  will  be  uppermost  in  the 
decision  process  in  arriving  at  this  first  stage  of  establishing  a new  tolls  system 
if  one  is  to  be  established. 


mapping  and  Canal  Operations,  Hearing  before  the  Subcommittee  on  Panama  Canal. 
Committee  on  Merchant  Marine  and  Fisheries,  House  of  Representatives,  93rd  Cong. 
1st  Sess.,  July  17,  1973,  Serial  No.  93-19. 
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“If  we  were  then  to  try,  without  affirmation  of  that,  in  the  basis  for  the  cost, 
because  it  will  be  a question  of  what  we  charge  as  cost  in  any  presentation  we 
will  make,  there  will  be  many  questions  whether  this  or  that  is  an  appropriate 
charge  to  cost,  and  until  we  wring  that  out,  yes,  we  have  done  this  properly, 
that  yes,  it  appears  that  this  is  an  appropriate  amount  that  you  need  to  gen- 
erate the  income,  and  until  we  wring  that  to  then  talk  about  how  we  recover 
this  amount  through  the  various  toll  systems,  I think  would  be  rather  difficult 
for  us.” 

Mr.  Leggett.  “Well,  I do  not  think  anybody  wants  to  particularly  use  the 
canal  as  a taxing  mechanism  to  raise  income  for  the  United  States  and  like- 
wise whether  or  not  we  pay  off  our  investment  down  there  in  5 years  or  10 
years,  or  any  particular  fixed  i)eriod  of  time,  does  not  particularly  bother  me.” 

Neither  hearing  in  1973  contains  in  its  record  the  Arthur  Andersen  report 
of  April  30,  1972  upon  which  the  depreciation  and  amortization  of  non- 
depreciable items  over  40  years  is  based. 

8.  1974— 

APPROPRIATIONS  COMMITTEE 

Changes  in  accounting  policies  to  depreciate  or  amortize  nondepreciable  items 
were  approved  by  the  Directors  of  the  Panama  Canal  Company  on  October  30, 
1973,  and  noticed  in  the  Federal  Register  on  November  23,  1973.  On  December 
15,  1973,  the  Canal  Company  proposed  a 19.7%  tolls  rate  increase.  Sea-Land, 
AIMS  and  other  affected  parties  filed  comments  against  the  increase  and  testi- 
fied in  opposition  to  it  before  a Panel  of  the  Board  of  Directors.  AIMS  and 
Sea-Land  also  testified  before  the  House  Transportation  Appropriations  Sub- 
committee in  March  1974.  Bringing  the  appropriations  bill  to  the  floor,  Chair- 
man McFall  stated  (Cong.  Rec.  H5279,  July  19,  1974)  : 

“The  bill  provides  the  Panama  Canal  $62.7  million  for  operating  expenses, 
$6  million  for  capital  outlay,  and  a limitation  on  general  and  administrative 
expenses  of  $23,837,000.  The  Panama  Canal  Company  has  recommended  a toll 
increase  of  approximately  20  percent.  Most  of  the  items  on  which  this  increase 
is  based  appear  to  be  valid  costs,  but  we  are  concerned  with  the  company’s 
change  in  depreciation  policy.  The  depreciation  of  certain  assets  which  pre- 
viously were  not  depreciated  adds  an  annual  charge  of  about  $8.3  million  to 
operating  expenses  and  is  partially  responsible  for  the  toll  increase.  We  feel 
the  legislative  committee  should  consider  whether  this  change  is  related  to 
possible  treaty  modifications.  We  also  feel  that  the  part  of  the  toll  nicrease 
related  to  depreciation  costs  should  not  he  implemeyited  yintil  the  legislative 
coynmittee  has  approved  this  change  in  policy” 

Despite  Mr.  McFall’s  comments,  the  Canal  Company  has  assessed  tolls  with 
the  additional  depreciation  expense  since  1974  without  any  approval  from  the 
Committee. 

C.  Canal  Coynpany  Depreciatioy'i/Ayyiortizatioyi  of  Nondepr'eciahles 

The  excerpts  from  the  Congressional  hearings  reveal : ( 1 ) acknowledgment 
by  the  Canal  Company  and  the  Comptroller  General  that  legislation  to  depre- 
ciate or  amortize  the  nondepreciable  items  was  needed:  (2)  efforts  to  pass 
legislation  soon  after  organization  of  the  Canal  Company  in  1951,  and  valuation 
of  Canal  Company  assets  in  1954  and  1955  by  GAO;  (3)  refusal  by  Congress 
to  pass  legislation  in  1956;  (4)  no  known  efforts  to  obtain  legislation  after 
that  time,  despite  continued  acknowledgment  by  the  Canal  Company  that  legis- 
lation was  needed;  (5)  a value  on  the  nondepreciable  items  of  excavations, 
titles  and  treaty  rights  of  about  $290  million,  a sum  approximately  $44  million 
less  than  the  amount  used  by  the  Canal  Company  in  1973;  (6)  testimony  by 
GAO  in  1956  that  any  amortization  or  depreciation  should  be  retroactive  to 
1914  because  profits  from  tolls  prior  to  1951  were  more  tlian  adequate  to  pay 
for  these  items;  (7)  agreement  by  GAO  and  the  Canal  Company  that  depre- 
ciation or  amortization  of  nondepreciable  items,  which  are  a major  part  of  net 
U.S.  investment  for  interest  purposes,  should  reduce  that  investment  and 
thereby  reduce  interest  charges. 

After  the  House  of  Representatives  and  Senate  refused  to  pass  legislation 
in  1956  to  amortize  or  depreciate  the  nondepreciable  items,  the  Canal  Company 
apparently  discontinued  efforts  to  pass  authorizing  legislation,  although 
acknowledging  the  need  for  it.  The  following  sequence  of  events  leading  to  the 
depreciation  or  amortization  of  these  items  is  based  on  known  documents. 
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ABTHUR  ANDERSEN  & CO.  LETTER,  APRIL  30,  1972^* 

This  letter  concluded  “that  the  Company  should  begin  to  recognize  the  costs 
of  the  lands  and  excavations  through  depreciation  charges  over  a period  of  30 
to  40  years  and  that  the  depreciation  should  be  recovered  from  the  users  of 
the  Canal  through  tolls.”  The  letter  based  its  recommendation  on  “generally 
accepted  accounting  principles  for  regulated  businesses.”  The  letter  did  not 
refer  to  the  previous  requests  for  legislation  to  authorize  the  practice,  and  did 
not  cite  specific  authority  for  doing  so. 

The  letter  cited  two  recent  events  challenging  an  indefinite  economic  life  for 
the  Canal:  (1)  increasing  consideration  of  construction  of  a new  Canal;  and 
(2)  “the  evolving  policy  of  the  United  States  Government  in  its  continuing- 
treaty  negotiations  with  the  Republic  of  Panama.”  Today  no  present  plans  for 
constructing  a new  Canal  exist  to  our  knowledge.  Thus  the  only  possible  reason 
for  considering  a limited  economic  life  for  the  Canal  is  the  treaty  negotiations. 

Without  reference  to  past  GAO  testimony  that  any  depreciation  or  amortiza- 
tion of  the  items  should  commence  in  1914  and  credit  be  given  against  the  net 
direct  investment,  the  letter  suggested  depreciation  be  solely  prospective,  and 
the  period  be  30  to  40  years  because  “the  United  States  Government  has  indi- 
cated a willingness  to  accept  a termination  date  of  ‘sometime  in  the  next 
century’  for  the  existing  treaty.” 

MERCHANT  MARINE  AND  FISHERIES  COMMITTEE  HEARINGS,  APRIL  13,  1973 

As  noted  in  the  excerpts  of  the  testimony  of  Governor  Parker  quoted  in  the 
prior  portion  of  this  memorandum  the  Governor  announced  that  the  Canal 
Company  intended  to  begin  depreciating  these  nondepreciable  items.  The  Gov- 
ernor neither  requested  legislation  to  do  so,  nor  cited  legislation  for  doing  so. 

HOUSE  TRANSPORTATION  APPROPRIATIONS  SUBCOMMITTEE,  APRIL  16,  1973  ^^ 

The  prepared  statement  of  Governor  Parked  stated : “The  estimates  for  1974 
include  a new  provision  for  assuming  $8.3  million  of  costs  for  annual  depre- 
ciation accruals  prospectively  over  40  years  on  certain  properties  and  plant 
of  the  Company,  originally  costing  some  $331.8  million,  on  which  depreciation 
had  not  previously  been  accrued.”  (Hearings,  p.  1127). 

The  justification  of  these  changes  was  provided  at  pages  1132  and  1133  of  the 
Hearings : 

‘^ACCOUNTING  POLICY” 

“32.  The  Company’s  Board  of  Directors  has  approved  some  changes  in 
accounting  policies  that  are  reflected  for  the  first  time  in  these  estimates.  As 
this  committee  is  well  aware,  the  cost  of  certain  assets  of  the  Canal  have  not 
heretofore  been  depreciated.  The  problem  of  depreciating  these  assets  has  been 
under  varying  degrees  of  consideration  for  some  20  years.  Most  recently  it  has 
been  raised  once  again  by  the  General  Accounting  Oflice  (GAO)  in  its  May  4, 
1972  16  ‘Report  to  the  Congress  on  the  Examination  of  Financial  Statements, 
Fiscal  Years  1971  and  1970,  Panama  Canal  Company  and  Canal  Zone  Govern- 
ment’. 

“33.  The  GAO  has  consistently  taken  the  position  that  these  assets  should  be 
depreciated.  In  their  latest  report  on  the  audit  for  fiscal  years  1971  and  1970, 
the  GAO  said : 

“ ‘GAO  believes  that  the  assets  in  question — excavation,  embankments,  fills 
and  related  facilities — are  limited-purpose  land  assets  whose  utility  diminishes 
or  terminates  as  the  utility  of  the  canal  diminishes  and  that  their  costs  should 
be  depreciated  or  amortized.  GAO  believes  that  a change  in  legislation  is  not 
necessary  to  permit  the  Company  to  administratively  determine  the  effective 
date  of  depreciation  or  amortization  of  these  assets  for  the  purpose  of  including 
the  costs  relative  thereto  in  its  financial  statements.’ 


Arthur  Andersen  & Co.  also  prepared  a report  for  the  Canal  Company  In  1970  en- 
titled Report  on  Development  and  Evaluation  of  Tolls  Policies  and  Alternative  Systems. 
We  do  not  know  whether  this  report  recommended  depreciation  or  amortization  of  non- 
depreciahle  items  because  the  report  has  not  been  made  public. 

Department  of  Transportation  and  related  Agencies  Appropriations  for  197 Hear- 
ings before  a Subcommittee  of  Committee  on  Appropriations,  House  of  Representatives, 
93rd  Cong..  1st  Sess.  Part  2,  p.  112.5  and  following. 

Note  the  GAO  Report  is  after  the  Arthur  Andersen  & Co.  letter  of  April  30,  1972. 
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“34.  Section  412  of  title  2 of  the  Canal  Zone  Code  recognizes  depreciation  as  a 
cost  of  operation  of  the  Canal  properly  charged  to  tolls  and  there  is  nothing 
in  the  statute  or  the  legislative  history  that  shows  an  intent  of  Congress  to 
exclude  the  assets  in  question  from  depreciation  charges. 

“35.  It  is  our  view  that  it  is  sound  accounting  to  depreciate  the  cost  of  these 
assets.  Accordingly,  the  1974  estimates  reflect  depreciation  of  the  assets  com- 
mencing with  July  1,  1973,  at  an  annual  rate  of  2-%%.  The  recording  of  depre- 
ciation will  in  itself  have  no  effect  on  the  Company’s  cash  position.” 

The  excerpts  from  the  hearings  previously  quoted  show:  (1)  the  statement 
that  “there  is  nothing  in  the  statute  or  the  legislative  history  that  shows  an 
intent  of  Congress  to  exclude  the  assets  in  question  from  depreciation  charges” 
is  not  accurate;  and  (2)  GAO’s  opinion  that  “a  change  in  legislation  is  not 
necessary”  is  contrary  to  GAO’s  testimony  before  Congress  in  1956  and  at  other 
times  cited  previously. 

Governor  Parker  and  Mr.  Steers  also  testified  at  pages  1148-49  about  the 
new  changes : “There  is  a question  from  time  to  time  in  the  Congress.  Our 
Board  of  Directors  after  reviewing  this  situation  this  last  winter  directed  us 
to  go  ahead  and  start  depreciation  of  these  assets  over  a 40-year  period 
beginning  with  fiscal  year  1974.” 

Mr.  Steers  added : “The  action  which  has  been  taken  by  the  Board,  which  has 
the  full  concurrence  of  the  GAO,  will  provide,  and  properly  so,  for  the  recovery 
of  these  costs  in  the  toll  rate  structure  of  the  Panama  Canal.” 

No  questions  were  asked  by  the  Committee  about  the  lawful  authority  to 
commence  these  new  policies,  and  no  reference  to  such  authority  was  given  by 
Canal  Company  witnesses. 

SENATE  APPEOPRIATIONS  COMMITTEE  HEARINGS,  APRIL  19,  1973 

Chairman  Robert  Byrd  noted  (Hearings,  p.  25)  : “On  page  2,  there  are 
identified  in  the  narrative  certain  assets  having  an  original  cost  of  $331.8  mil- 
lion, which  had  previously  not  been  depreciated. 

“Please  give  some  insight  into  the  nature  of  these  assets  and  the  basis  for 
depreciation.” 

Governor  Parker:  “The  assets  are  essentially  features  of  the  original  canal 
construction ; excavation  of  channels,  fills  and  embankments,  and  land  acquisi- 
tion costs  which  w^ere  not  put  in  our  depreciation  base  in  times  past. 

“Whether  or  not  these  items  should  be  included  in  our  depreciation  base  has 
been  a subject  of  controversy  or  discussion  through  the  years. 

“The  GAO  has  consistently  recommended  that  they  be  included. 

“This  year  our  Board  of  Directors  authorized  us  to  add  them  to  our  depre- 
ciation base  for  fiscal  year  1974,  adding  to  the  cost  of  operations  somewhat 
over  $8  million.” 

No  further  disucssion  occurred. 

PANAMA  CANAL  SUBCOMMITTEE  HEARINGS,  JULY  17,  1973 

Excerpts  from  these  hearings  quoted  previously  show  that  Governor  Parker 
discussed  a possible  tolls  increase,  but  did  not  discuss  any  changes  in  account- 
ing policy,  the  action  of  the  Board  of  Directors  the  previous  winter  approving 
these  policies,  or  the  impact  of  the  new  policies  on  tolls.  According  to  Subcom- 
mittee Chairman  Leggett,  “subjects  to  be  covered  [during  the  Hearings]  in- 
clude importance  of  the  canal  to  shipping  interests,  current  commodities,  and 
products  transported  and  future  for  these  and  others,  adequacy  of  the  canal 
and  problems  encountered  in  its  use,  future  shipping  requirements  for  the 
canal  to  the  year  2000,  and  effects  of  current  tolls  structure  with  considera- 
tions as  to  revision  of  tolls.”  (Hearings,  p.  1). 

ARTHUR  ANDERSEN  & CO.  LETTER,  AUGUST  24,  1973 

This  letter  was  a review  of  proposed  changes  in  accounting  policies  “sched- 
uled to  be  finally  approved  by  the  Board  of  Directors  on  October  30,  1973”.i^ 
One  topic  addressed  by  the  letter  is  that  “accounting  policies  should  comply 
with  legal  requirements”.  Quoting  section  412(b)  of  the  Canal  Zone  Code,  the 


’^Although  the  new  accounting  changes  were  not  approved  until  October  1973,  and 
were  not  published  in  the  Federal  Register  until  November  23,  1973,  they  became  effective 
July  1,  1973,  the  first  day  of  FY  1974. 
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“tolls  formula”,  Arthur  Andersen  contended  that  this  “section  . . . requires 
the  Company  to  set  tolls  to  recover  all  costs.”  (Emphasis  added).  This  state- 
ment is  not  correct  as  a matter  of  law.  The  statute  does  not  provide  for  recov- 
ery of  “all  costs”,  but  only  for  certain  costs.  If  Arthur  Andersen  were  correct, 
interest  during  construction  could  be  assessed  against  tolls.  Section  412(e)  of 
the  Canal  Zone  Code  specifically  prohibits  this. 

The  letter  adds : “It  is  our  understanding  that,  under  applicable  provisions 
of  law,  both  the  adoption  of  accounting  principles  and  the  setting  of  tolls  rates 
are  subject  to  the  discretionary  authority  of  the  Company  whose  management 
is  vested  in  its  Board  of  Directors.” 

Again  this  statement  is  not  legally  correct.  The  Company  does  not  have  un- 
limited discretion,  but  is  limited  by  applicable  law.  If  Arthur  Andersen  were 
correct,  and  if  the  Company  could  depreciate  or  amortize  nondepreciable  items 
in  the  exercise  of  discretion,  then  no  reason  for  legislation  to  authorize  this 
action  existed.  Yet  both  the  Company  and  GAO  repeatedly  acknowledged  the 
need  for  legislation,  and  supported  bills  which  would  permit  this  depreciation. 
Furthermore,  the  Supreme  Court  in  the  Grace  Line  case  specifically  rejected 
unlimited  authority  in  the  Canal  Company,  finding  the  Company  a creature  of 
Congress  and  of  the  Executive.  As  noted  in  the  excerpts  from  hearings  in  1956, 
the  IRS  refused  (and  to  our  knowledge  has  never  agreed)  to  find  that  these 
actions  would  be  legally  permissible.  The  1956  Senate  Interstate  and  Foreign 
Commerce  Committee  Report  found  the  actions  inconsistent  with  existing  IRS 
regulations. 

This  letter  also  refers  to  the  report  by  Arthur  Andersen  & Co.  of  April  30, 
1972,  entitled  '^Accounting  for  the  Cost  of  Excavations.”  This  change  in 
accounting,  according  to  the  letter,  “should  have  been  effective  in  1973.  How- 
ever, the  time  required  to  clear  the  policy  with  the  Congress  of  the  United 
States  precluded  the  implementation  in  that  year”.  We  are  unaware  of  any 
instance  to  the  present  time  when  the  Congress  of  the  United  States  specifically 
“cleared”  this  policy.  The  only  times  the  appropriate  legislative  committees 
clearly  faced  the  policy,  they  rejected  it  (see  excerpts  from  1956  House  and 
Senate  hearings,  quoted  previously). 

NOTICE  OF  ACCOUNTING  CHANGES,  NOVEMBER  23,  1973 

The  Canal  Company  Directors  approved  the  changes  in  accounting  policy  in 
October  30,  1973.  They  appeared  in  the  Federal  Register  on  November  23,  1973 
(38  Fed.  Reg.  32293).  The  Notice  stated:  “The  application  of  generally 
accepted  accounting  principles  to  the  Panama  Canal  Company,  a rate-regulated 
public  utility  established  by  Congress,  determines  the  manner  in  which  costs 
are  recognized  in  the  setting  of  toll  rates.” 

After  quoting  the  tolls  formula  in  section  412(b),  the  Company  listed  the 
accounting  changes,  including:  “12.  The  costs  of  land,  titles,  treaty  rights, 
canal  excavation,  fills,  and  embankments,  and  cost  for  widening,  deepening, 
and  straightening  the  channel  through  fiscal  year  1973,  are  depreciated  over 
a 40-year  life  beginning  with  fiscal  year  1974.” 

The  Notice  gave  no  legal  authority  for  this  action. 

PROPOSAL  TO  INCREASE  TOLLS,  DECEMBER  15,  1973 

The  Canal  Company  on  December  15,  1973  issued  its  Proposal  To  Increase 
Tolls  by  19.7%.  The  Proposal  contains  a section  on  “Construction  and  Applica- 
tion of  the  Tolls  Formula”,  with  references  to  the  origin  of  the  Canal  Com- 
pany in  1951  (citing  the  House  Report),  to  the  Grace  Line  case,  and  to  the 
1960  hearings  before  the  Panama  Canal  Subcommittee  on  the  Panama  Canal 
Toll  Formula  (H.R.  8983  and  H.R.  10968)  excerpted  in  the  previous  portion 
of  this  memorandum.  The  Proposal  made  no  reference  to  any  prior  hearings  on 
legislation  to  amortize  or  depreciate  nondepreciable  items  (1956  House  and 
Senate  hearings),  to  the  repeated  efforts  and  statements  of  the  Canal  Com- 
pany to  obtain  this  legislation,  and  to  the  absence  of  legislative  bodies  to  pass 
it.  The  paragraph  on  new  expenses  resulting  from  this  policy  reads: 

“The  increase  of  $10.1  million  in  depreciation  expense  from  1973  to  1975  con- 
sists principally  of  depreciation  on  Canal  excavations  and  certain  other  assets 
initiated  in  1974,  following  the  inclusion  of  such  depreciation  in  the  budget 
approved  by  the  Congress  for  that  year.  This  depreciation  will  amount  to 
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some  $8.3  million  a year.  The  depreciation  of  these  assets  was  recommended 
by  the  Comptroller  General  of  the  United  States.”  (Proposal,  pp.  11-12) 

Appendix  A to  the  Proposal  contains  a section  entitled  “Construction  and 
Application  of  the  Tolls  Formula”.  (Proposal,  pp.  45-47).  It  is  divided  into 
two  sections  “judicial  construction”  and  “legislative  construction”.  The  “judi- 
cial construction”  contains  three  paragraphs,  one  for  the  decision  of  each  court 
in  the  Grace  Lines  case.  The  “legislative  construction”  (5  paragraphs)  cites 
only  the  1960  Hearings  on  H.R.  8983  and  H.R.  10968.  The  excerpts  quoted  by 
the  Canal  Company  do  not  include  the  testimony  of  Governor  Potter  at  page  14 
of  those  Hearings:  “The  canal  is  being  amortized  except  for  the  so-called 
nondepreciables,  $280  million  worth  of  them.  They  are  the  excavation  itself, 
the  land  on  which  the  excavation  sets,  and  I believe  the  locks.  They,  dy  act 
of  this  Congress,  are  considered  as  nondepreciaNes.”  (Emphasis  added) 

The  Proposal  does  not  refer  to  any  of  the  other  hearings,  previously  ex- 
cerpted, in  its  “legislative  construction”  of  the  tolls  formula.  Indeed,  this  dis- 
cussion in  the  Proposal  contains  no  reference  at  all  to  depreciation  or  amortU 
zation  of  nondepreciable  items. 

CARRIER  comments/testimony,  FEBRUARY-MARCH  1974 

Sea-Land’s  comments  on  the  proposed  tolls  increase,  filed  February  1,  1974, 
questioned  the  depreciation  of  excavations,  titles,  treaties,  etc. : “Section  412 
of  Title  2 of  the  Canal  Zone  Code  [tolls  formula]  defines  items  to  be  properly 
included  in  costs  of  operation.  Depreciation  as  defined  therein  applies  to  facili- 
ties and  appurtenances  related  to  maintenance  and  operation  of  the  canal.  The 
section  contains  no  provision  for  recovery  of  original  construction  costs.”  (Com- 
ments, p.  20). 

Sea-Land  (and  also  AIMS)  again  raised  the  legal  justification  for  the  ac- 
counting changes  in  public  testimony  before  a panel  of  Canal  Company  directors 
on  March  5,  1974:  “Research  reveals  the  Company  has  sought  without  success 
to  depreciate  these  items  in  the  past.  Congress  repeatedly  rejected  the  pro- 
posal.” 

No  mmber  of  the  panel  commented.  The  report,  if  any,  of  the  directors  after 
comments  and  public  hearings  was  not  furnished  to  the  carriers.  The  full  tolls 
increase  was  approved.  The  depreciation  of  nondepreciable  items  continued. 

HOUSE  TRANSPORTATION  APPROPRIATIONS  SUBCOMMITTEE  HEARINGS, 

APRIL  23,  AND  MAY  9,  19  74 

The  following  discussions  of  the  change  in  depreciation  policy  occurred 
between  Chairman  McFall  and  Governor  Parker  Hearings,  pp.  827-28)  : 

Mr.  McFall.  “In  last  year’s  hearings  we  questioned  the  change  in  your 
depreciation  policy.  At  that  time  you  indicated  that  this  cost  would  be  in- 
cluded in  any  study  evaluating  toll  rates.  You  also  stated,  however,  that,  ‘I  am 
not  suggesting  that  we  will  necessarily  recommend  a toll  increase.’ 

“In  view  of  the  fact  that  you  did  recommend  a substantial  toll  increase, 
approximately  20  percent,  perhaps  we  should  take  another  look  at  this  matter. 
Prior  to  fiscal  year  1974,  your  interpretation  of  the  Canal  Zone  Code  did  not 
provide  for  depreciation  on  titles,  treaty  rights,  excavation  of  channels,  har- 
bors, basins  and  other  works  which  originally  cost  $331.2  million.  Why  did  you 
decide  to  change  your  policy  on  this  matter  ?” 

General  Parker.  “As  you  have  noted  from  my  testimony  last  year,  the  Com- 
pany’s Board  of  Directors  had  approved  at  that  time  some  changes  in  account- 
ing policies  which  were  reflected  for  the  first  time  in  those  estimates.  As  you 
have  indicated  again,  these  costs  have  not  heretofore  been  depreciated. 

“The  question  of  depreciating  these  assets  has  been  under  varying  degrees 
of  consideration  for  some  time.  It  was  raised  again  periodically  by  the  Comp- 
troller General,  for  example  in  his  May  4,  1972  report  to  Congress  on  the 
examination  of  the  financial  statement  and  more  recently  in  his  latest  report 
of  March  6,  1974,  Copies  of  these  reports  from  the  Comptroller  General  are  in 
your  files  and  available  to  the  committee.” 

Mr.  McFall,  “Would  you  tell  us  briefly  what  the  Comptroller  General  has 
said?” 

General  Parker,  “The  Comptroller  General  has  consistently  taken  the  posi- 
tion that  these  assets  should  be  depreciated.  In  his  audit  report  for  1971  and 
1970  he  said : 
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“GAO  believes  that  the  assets  in  question — excavation,  embankments,  fills, 
and  related  facilities — are  limited-purpose  land  assets  whose  utility  diminishes 
or  terminates  as  the  utility  of  the  canal  diminishes  and  that  their  costs  should 
be  depreciated  or  amortized.  GAO  believes  that  a change  in  legislation  is  not 
necessary  to  permit  the  Company  to  administratively  determine  the  effective 
date  of  depreciation  or  amortization  of  these  assets  for  the  purpose  of  includ- 
ing the  costs  relative  thereto  in  its  financial  statements.” 

Mr.  McFall.  “Your  reply,  then,  would  be  that  you  are  complying  with  the 
recommendation  of  the  Comptroller  General  as  far  as  including  these  depre- 
ciation costs  in  your  tolls  ; is  that  correct?” 

General  Parker.  “Yes,  but  not  for  that  reason  alone.  Our  Board  of  Directors 
feels,  after  consideration  of  the  subject,  that  proper  business  types  of  account- 
ing would  require  these  assets  to  be  depreciated  over  some  period  of  time,  so 
it  is  not  simply  because  we  have  a recommendation  from  the  GAO.” 

Governor  Parker  received  permission  “to  put  our  tolls  proposal  in  the  record 
because  the  figures  on  the  amount  of  depreciation  we  have  utilized  and  the 
entire  basis  for  the  tolls  is  spelled  out  rather  clearly  there.”  As  noted  previ- 
ously, the  Proposal  contains  not  one  word  of  the  position  of  the  Canal  Company 
and  GAO  for  legislation  to  institute  this  policy,  and  no  reference  to  any 
Congressional  hearings  on  the  matter. 

Chairman  McFall  and  Governor  Parker  also  discussed  the  reason  for  the 
40-year  period  at  Hearings,  p.  876 : 

Mr.  McFall.  “Over  how  many  years  will  the  canal  be  depreciated?” 

General  Parker.  “We  are  talking  about  those  assets  which  we  have  not 
previously  depreciated,  such  as  channels  and  embankments.  It  was  the  feeling 
of  the  Board  of  Directors  that  they  would  approve  a depreciation  period  of 
40  years  which  seemed  a reasonable  length  of  time.” 

Mr.  McFall.  ''Why  was  40  years  selected?  Is  this  time  period  in  any  way 
related  to  the  administration's  position  on  giving  away  the  canal?" 

General  Parker.  "It  was  not  specifically  linked  to  that.  It  has  no  connection 
with  treaty  discussions  at  all.  It  seemed  like  a reasonable  period  for  recovery 
of  the  costs  involved." 

Mr.  McFall.  “Can  you  tell  us  any  of  the  reasons  that  make  it  reasonable?” 
General  Parker.  “It  happens  to  coincide  with  close  to  100-year  life  of  the 
canal.  That  perhaps  in  itself  is  not  necessarily  logic  or  a strong  point,  but  it 
provides  for  a rate  of  recovery  of  those  costs  each  year  which  seems  consistent 
with  the  funds  necessary  to  continue  to  maintain  and  operate  the  canal.  It  is  a 
period  short  enough  to  give  reasonable  chance  of  recovery  and  long  enough  to 
minimize  its  impact  on  costs. 

“The  situation  here,  Mr.  Chairman,  is  somewhat  similar  to  the  situation  of 
the  railroads  which  got  into  some  financial  difficulty  because  a number  of  their 
assets  were  not  in  fact  depreciated  over  times.  Trackage  and  the  right-of-way 
was  considered  nondepreciable.  These  items  were  not  put  into  the  cost  base  of 
the  railroads.  As  a result  they  were  not  generating  funds  through  their  reve- 
nues to  pay  for  these  costs.  There  is  somewhat  of  a parallel  here.” 

On  May  9,  1974,  Sea-Land  and  AIMS  testified  before  the  Appropriations 
Subcommittee  and  challenged  the  legal  basis  for  depreciating  excavations, 
titles,  treaties,  etc.  Sea-Land’s  witness  testified : 

“Sea-Land  contends  that  the  tolls  formula  requiring  that  toll  rates  cover 
costs  of  maintaining  and  operating  the  Panama  Canal,  plus  interest  and 
depreciation  on  these  items,  does  not  authorize  the  inclusion  of  expenses  from 
the  construction  of  the  canal.  The  depreciation  of  these  tangible  and  intangible 
items  has  been  repeatedly  rejected  by  the  Congress.^®  The  period  selected — 
years — is  arbitrary  at  best.  It  is  difficult  to  believe  that  the  period  between  the 
United  States  and  Panama  regarding  the  future  status  of  the  Canal.  The 
Company’s  alleged  reason  for  depreciation  of  these  items  is  it  ‘no  longer  con- 
siders it  appropriate  to  assume  that  these  assets  have  indefinite  economic  lives.’ 
The  company  offers  no  reason  why,  after  60  years  of  operation  these  assets 


18  “These  Items  were  not  considered  depreciable  by  the  Congress  when  it  established  the 
Panama  Canal  Company  in  1950.  For  twenty  years,  the  Company  has  been  seeking  to 
include  these  items  as  expenses  recoverable  from  tolls,  and  the  Congress  has  refused  to 
authorize  it.  See  Operations  of  the  Panama  Canal  Company  and  Canal  Zone  Government, 
Hearings  before  the  Panama  Canal  Subcommittee  of  the  Merchnt  Marine  and  Fisheries 
Committee.  House  of  Representatives,  8.3rd  Cong.,  2d  Sess.  (July-July  1954),  p.  10” 
(Footnote  in  testimony). 
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now  assume  definite  economic  lives.  Further,  it  is  not  clear  that  the  amount 
depreciated  has  been  reduced  by  previous  payments  to  the  Treasury  in  excess 
of  the  annual  break-even  needs  of  the  Panama  Canal  Company  and  its  prede- 
cessors. These  payments  have  exceeded  $40  million  in  the  past  20  years,  and 
tens  of  millions  of  dollars  during  the  prior  40  years.” 

APPROPRIATIONS  REPORT  TO  HOUSE,  JUNE  19,  1974 

When  the  1974  appropriations  bill  came  before  the  House,  Chairman  McFall 
suggested  that  “the  legislative  committee  should  consider  whether  this  change 
is  related  to  possible  treaty  modifications.  We  also  feel  that  the  part  of  the 
toll  increase  related  to  depreciation  costs  should  not  he  implemented  until  the 
legislative  committee  has  approved  this  change  in  policy” 

Although  the  legislative  committee  has  not  approved  the  change  in  policy, 
the  full  tolls  increase  was  implemented. 

CHAIRMAN  sullivan/secretary  CALLAWAY  CORRESPONDENCE,  JUNE  1974 

We  understand  that  Chairman  Sullivan  inquired  in  writing  of  then  Army 
Secretary  Callaway  about  the  changes  in  depreciation  policy.  We  further  under- 
stand that  the  Secretary’s  reply  made  no  reference  to  previous  positions  of  the 
Canal  Company  and  GAO  of  the  need  for  legislation,  and  of  unsuccessful  efforts 
to  obtain  it. 

SEA-LANd/GAO  CORRESPONDENCE,  JULY  19  74 

On  July  1,  1974,  Sea-Land  counsel  sent  a letter  to  Comptroller  General 
Staats,  questioning  the  authority  for  amortizing  or  depreciating  nondepreciable 
items,  establishing  reserves  for  bad  debts,  and  assessing  against  tolls  costs  of 
the  S.S.  CRISTOBAL  (Attachment  A to  this  Memorandum).  The  GAO 
acknowledged  the  letter  on  July  24,  1974  (Attachment  B).  No  other  reply  was 
ever  received. 

Law  Offices  Ragan  & Mason, 

Washington,  D.C.  July  1,  197^. 

Hon.  Elmer  B.  Staats, 

Comptroller  General,  General  Accounting  Office, 

Washington,  D.C. 

Re : Panama  Canal  Tolls  Increase. 

Dear  Mr.  Staats  : We  understand  the  Comptroller  General  has  been  requested 
to  review  the  lawfulness  of  the  charges  and  expenses  assessed  against  tolls  by 
the  Panama  Canal  Company  which  have  been  used  to  support  a 19.7  percent 
tolls  increase.  The  following  statement  is  presented  on  behalf  of  Sea-Land 
Service,  Inc.  Sea-Land,  the  largest  containership  operator  in  the  world,  is 
engaged  in  transportation  in  the  intercoastal,  offshore  and  foreign  commerce 
of  the  United  States,  and  for  these  services  often  transits  the  Canal  paying 
hundreds  of  thousands  of  dollars  in  tolls  annually.  Sea-Land  has  opposed  the 
tolls  increase  because  of  its  serious  impact  on  Sea-Land’s  services,  especially 
its  intercoastal  service  and  because  Sea-Land  believes  that  the  proposed 
increase  is  unlawful  under  the  statutory  tolls  formula  and  otherwise  unsupport- 
able.  Sea-Land  has  submitted  statements  to  the  Canal  Company,  and  has 
testified  before  the  Canal  Company  and  the  House  Appropriations  Committee 
in  opposition  to  the  increase. 

The  largest  single  new  annual  expense  of  the  Canal  Company  is  an  item  of 
$8.4  million  resulting  from  the  depreciation  of  lands,  embankments,  excava- 
tions, and  other  items  associated  with  construction  of  the  Canal,  plus  title, 
treaty  rights,  etc.,  all  of  which  heretofore  have  been  deemed  non-depreciable 
items.  Despite  repeated  requests  by  the  Canal  Company  and  numerous  bills  to 
allow  depreciation  of  these  items.  Congress  has  never  passed  the  necessary 
enabling  legislation. 

Under  section  411  of  Title  2 of  the  Panama  Canal  Code,  the  Panama  Canal 
Company  is  authorized  to  prescribe  tolls  for  use  of  the  Canal  “subject  to  sec- 
tion 412  of  this  title.”  Section  412(b),  the  statutory  tolls  formula,  provides: 

“Tolls  shall  be  prescribed  at  rates  calculated  to  cover,  as  nearly  as  practi- 
cable, all  costs  of  maintaining  and  operating  the  Panama  Canal  together  with 
the  facilities  and  appurtenances  related  thereto,  including  interest  and  depre- 
ciation, and  an  appropriate  share  of  the  net  costs  of  operation  of  the  agency 
known  as  the  Canal  Zone  Government  . . .”  (Emphasis  added). 


This  formula  resulted  from  Congressional  hearings  in  19^8  and  1949  when 
the  Canal  Company  sought  another  tolls  increase.  The  hearings  were  held 
pursuant  to  H.  Res.  44,  81st  Cong.,  1st  Sess.,  directing  the  Merchant  Marine  & 
Fisheries  Committee  to  study  the  proper  accounting  and  allocation  of  costs  for 
the  Canal  and  “to  recommend  to  the  Congress  concerning  what  elements  of 
cost  should  be  properly  used  in  the  future  as  the  basis  of  a policy  to  be  fol- 
lowed in  establishing  and  levying  tolls  for  the  use  of  the  Panama  Canal  for 
transit  purposes.”  The  Committee  agreed  with  a major  contention  of  shipping 
companies  that  the  tolls  were  being  unfairly  assessed  with  costs  associated 
Muth  construction,  including  interest  on  construction,  and  passed  subsection  (e) 
of  section  412  providing  that  “Capital  investment  for  interest  purposes  shall 
not  include  any  interest  during  construction.”  The  shipping  companies  proposed 
that  the  “future  tolls  schedule  at  Panama  should  reflect  rates  suflicient  to  pay 
all  operating  expenses  properly  allocable  to  transit  operation,  including  mainte- 
nance, depreciation  of  all  expendable  parts,  and  a proper  charge  for  the 
expense  of  providing  all  facilities  and  services  necessary  to  the  operation  of 
the  Canal  and  for  its  employees  and  for  their  families.”  ^ The  Committee  report 
noted  that  the  tolls  formula  was  designed  to  implement  recommendations  by 
the  President  and  Budget  Bureau  that  ‘‘tolls  for  commercial  ships  should  te 
related  to  transit  costs,  including  interest  on  Government  investment  in  the 
Canal  and  a fair  share  of  the  net  cost  of  health,  sanitation,  and  civil  govern- 
ment . . .”2  Nowhere  in  the  tolls  formula  or  legislative  history  is  there  author- 
ity or  intent  to  assess  against  tolls  costs  of  lands,  excavations,  titles,  treaties, 
etc. 2 This  fact  is  abundantly  clear  from  Congressional  hearings  subsequent  to 
the  tolls  formula  and  from  the  numerous  bills  introduced  to  authorize  the 
actions  now  taken  by  the  Canal  Company  contrary  to  law  and  without  lawful 
authority. 

Canal  Zone  Governor  and  Canal  Company  President  Seybold  testified  before 
the  Merchant  Marine  and  Fisheries  Committee  on  June  9,  1954: 

“The  Company’s  charter,  as  amended  by  Public  Law  841,  has  also  been  con- 
strued as  not  permitting  the  amortization  or  depreciation  of  assets  formerly 
classified  as  not  depreciable.  These  assets  include  the  channel  and  harbors, 
breakwaters,  excavation  and  fill  for  dams  and  spillways,  locks  excavation  and 
fill,  and  the  excavation  for  the  drydock  at  Cristobal. 

“The  cost  of  these  facilities,  exclusive  of  interest  during  construction,  has 
been  tentatively  determined  to  be  about  $273  million  and  accrued  depreciation 
at  the  transfer  date  at  the  rate  of  1 percent  per  annum  has  been  tentatively 
computed  at  $92  million.  In  addition,  non-depreciable  assets  representing  the 
acquisition  of  rights,  powers,  privileges,  and  lands  in  the  Canal  Zone  in  which 
approximately  $13  million  has  been  invested,  are  currently  neither  amortized 
nor  depreciated. 

“Legislation  to  authorize  the  depreciation  or  amortization  of  these  assets  has 
been  submitted  to  the  Congress.  Application  of  generally  accepted  accounting 
principles  would  require  the  depreciation  or  amortization  of  these  assets  to 
provide  the  Company  with  funds  for  the  replacement  of  obsolete  plant.”  ^ 

In  1956  a bill  was  introduced  to  authorize  precisely  what  the  Panama  Canal 
Company  has  done  without  lawful  authority.  The  hearings  on  this  bill  ^ are 
critical  to  a full  understanding  of  the  unlawfulness  of  the  assessment  of  non- 
depreciable items  against  tolls. 

The  Committee  was  considering  two  bills,  H.R.  5732,  to  repeal  subsection  (e) 
of  the  tolls  formula  in  order  to  assess  interest  on  construction  against  tolls, 
and,  more  important,  H.R.  5733,  which  would  have  amended  the  tolls  formula 


^ Investifjntion  of  Panama  Canal  Tolls,  Hearing's  before  Special  Subcommittee  to  In- 
vesti.s^ate  Panama  Canal  Tolls,  Committee  on  Merchant  Marine  and  Fisheries,  House  of 
Representatives,  81st  Cong.,  1st  Sess.  on  H.Res.  44  (March-June  1948)  pp.  41.  90. 

2 Renort  29.8.5,  Merchant  Marine  and  Fisheries  Committee,  House  of  Representatives, 
81st  Cong.,  2d  Sess.  (Aug.  16,  1950)  (hereafter  Report),  p.  2. 

"Report,  p.  5 states:  “It  is  generally  agreed  that  in  calculating  the  toll  rate  there 
should  he  excluded  from  the  capital  base  all  investment  in  equipment  and.  structures, 
of  business  operations  which  are  not  directly  related  to  the  operation  of  the  Canal,  all 
health,  sanitation,  and  civil  government  facilities  and  equipment.” 

* Operations  of  the  Panama  Canal  Company  and  Canal  Zone  Government,  Hearings 
before  Panama  Canal  Subcommittee  of  Merchant  Marine  and  Fisheries  Committee,  House 
of  Representatives,  83rd  Cong..  2d  Sess.  (June-July  1954). 

^Interest  During  Construction  and  Amortization  of  Investment  in  Panama  Canal, 
Hearings  before  Panama  Canal  Subcommittee,  Merchant  Marine  and  Fisheries  Committee, 
House  of  Representatives,  84th  Cong.,  2d  Sess.  (1956)  (hereafter  1956  Hearings). 
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to  allow  recovery  of  ‘‘amortization  of  any  fixed  assets  which  are  classifiable  as 
non-depreciable.’’  A representative  of  the  Comptroller  General  testified  that 
“These  assets  amounted  to  approximately  $343  million  as  of  June  30,  1955,  and 
consisted  of  costs  of  excavation  and  fills  of  channels,  harbors,  basins,  dams, 
spillways,  interest  during  construction,  and  other  tangible  and  intangible  con- 
struction costs.”  6 Included  were  “such  items  of  costs  as  lands,  titles,  and  treaty 
rights,  excavations  and  fills  for  channels,  harbors,  and  so  forth,  and  interest 
capitalized  during  construction.”  These  are  the  same  items  and  same  amount 
which  the  Canal  Company  is  now  depreciating  and  assessing  against  tolls.  The 
Canal  Company  acknowledged  “The  recovery  of  this  amount  through  amortiza- 
tion clearly  requires  authorizing  legislation,  ivhich  the  suhjeet  hill  u'ould 
provide.”  ^ 

The  Canal  Company  Secretary  testified  that  ‘'there  is  no  provision  in  the  laiu 
for  amortization  of  a nondepreciahle  asset.  . . . This  bill  w^ould  provide  for 
such  amortization.”  ^ He  conceded  that  the  1950  legislation  “was  undoubtedly 
enacted  on  the  theory  that  those  assets  were  nondepreciable.”  Further  the 
write-off  would  be  retroactive  to  the  commencement  of  the  Canal  because  the 
tolls  “have  actually  paid  for  it  in  the  past.”  Yet  the  Canal  Company,  with- 
out lawful  authority  in  the  first  place,  is  writing-off  the  costs  prospectively  and 
giving  no  credit  for  past  payments  through  tolls. 

Neither  H.R.  5732  nor  H.R.  5733  were  passed  by  Congress.  The  Congress 
never  enacted  those  tolls  formula  changes  into  law.  The  Canal  Company  is 
circumventing  the  law  by  depreciating  the  items  without  authority  and 
assessing  these  costs  against  tolls.  Canal  Secretary  Whitman  testified  in  1956 : 
. . we  feel  that  the  question  of  what  burden  shall  be  placed  on  tolls  is  not 
an  administrative  matter  but  is  a question  of  policy  for  the  Congress.  Our  part 
is  only  to  apply  the  laic  as  icritten.” 

We  agree.  Until  the  Congress  re-writes  the  tolls  formula,  the  Canal  Com- 
pany has  no  lawful  authority  to  depreciate  or  amortize  lands,  excavations, 
titles,  treaties,  etc.,  and  assess  these  so-called  “costs”  against  the  tolls. 

At  least  two  other  substantial  cost  items  have  been  improperly  assessed 
against  tolls.  The  tolls  formula  provides  that  tolls  shall  cover  as  nearly  as 
practicable  “an  appropriate  share  of  the  net  costs  of  operation  of  the  agency 
known  as  the  Canal  Zone  Government.”  The  Canal  Company  in  fiscal  1973 
established  a reserve  for  bad  debts  which  added  $1.5  million  in  additional  costs 
which  were  assessed  against  tolls.  Reserves  for  bad  debts  have  nothing  to  do 
with  tolls,  transits,  or  shipping  companies’  using  the  Canal.  Indeed  it  is  im- 
possible for  bad  debts  to  be  associated  with  Canal  transits  because  shipping 
companies  must  establish  in  advance  bank  accounts  which  the  Canal  Company 
can  draw  upon  for  payment  of  any  tolls  due.  Thus,  tolls  are  prepaid.  Assessing 
reserves  for  bad  debts  against  tolls  is  not  “appropriate”  under  the  tolls  for- 
mula. This  single  item  of  $1.5  million  for  bad  debts  is  greater  than  the  entire 
loss  for  fiscal  1973.  Eliminating  this  inappropriate  and  unlawful  assessment 
would  place  the  Canal  Company  in  a profitable  position  and  preclude  any  tolls 
increase. 

Another  $4.1  million  in  expeuess  (to  increase  to  $5  million  for  fiscal  1975) 
comes  from  the  operations  of  the  S.S.  CRISTOBAL.  This  vessel  carries  pas- 
sengers and  cargo  from  New  Orleans  to  Panama,  including  cargo  which  is 
diverted  from  West  Coast  ports  by  lengthy  overland  rail  transportation  at 
additional  cost  to  the  Government.  Sea-Land  provides  direct  commercial  water 
service  between  Pacific  ports  and  Panama  with  the  capability  of  carrying  the 
same  commodities.  The  CRISTOBAL  competes  with  U.S.  commercial  carriers 
operating  between  New  Orleans  and  Panama  and  with  carriers  such  as  Sea- 
Land  who  provide  services  from  areas  where  cargoes  carried  by  the  CRISTO- 
BAL originate.  Assessing  expenses  of  the  CRISTOBAL  against  tolls  enables 
the  CRISTOBAL  to  operate  in  a loss  position  thereby  undercutting  competing 
commercial  carriers  while  at  the  same  time  forcing  these  competing  carriers 
to  subsidize  the  CRISTOBAL  through  tolls  payments.  These  expenses  in  no 
way  are  “appropriate”  within  the  tolls  formula. 

® 1956  Hearings,  p.  26.  See  also  letter  of  Canal  Governor  Seybold,  p.  21  of  1956 
Hearings. 

1956  Hearings,  p.  38. 

8 1956  Hearings,  p.  22.  Letter  of  Governor  Seybold  to  Speaker  Rayburn. 

9 1956  Hearings,  p.  26. 

10  1956  Hearings,  p.  29.  (Testimony  of  witness  from  Comptroller  General’s  office.) 

n 1956  Hearings,  p.  3. 
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Sea-Land,  therefore,  urges  the  Comptroller  General  to  determine  that  the 
new  assessments  of  the  Canal  Company  are  not  authorized  by  law,  and  to  find 
that  the  tolls  increase  should  not  be  implemented  pending  Congressional  re- 
view and  passage  of  the  necessary  legislation.  We  will  be  happy  to  provide  any 
additional  information  desired  and  answer  any  questions  concerning  the  above 
statement. 

Very  truly  yours. 


Ragan  & Mason, 
Paul  J.  McElligott. 


U.S.  General  Accounting  Office, 

Washington,  D.  C.,  July  27,  1974- 

Paul  J.  McElligott,  Esq. 

Ragan  d Mason,  The  Farragut  Building 
900  Seventeenth  Street,  N.W. 

Washington,  D.C. 


Dear  Mr.  McElligott  : This  is  to  acknowledge  receipt  of  your  letter  of  July 
1,  1974,  concerning  the  Panama  Canal  tolls  increase.  The  matter  which  you 
raise  with  regard  to  the  authority  to  amortize  certain  depreciation  expenses, 
the  reserve  for  bad  debts,  and  the  operations  of  the  SS  CRISTOBAL  will  be 
thoroughly  considered  in  our  review  of  the  matter. 

Sincerely  yours. 


James  E.  Masterson, 
Assistant  General  Counsel. 


Mr.  Snyder.  Is  it  your  contention  that  the  Panama  Canal  Com- 
pany shoulcl  be  divorced  from  the  Canal  Zone  Government? 

In  your  statement  you  indicate  that  the  transit  income  provided 
a net  profit  of  $71  million.  That  would  seem  to  back  up  that  kind 
of  a thought. 

Is  that  what  you  had  in  mind  ? 

Mr.  Tolan.  No,  sir. 

I think  what  we  are  trying  to  demonstrate  is  that  where  the  man- 
date is  an  equitable  share,  that  it  is  not  an  equitable  share.  We  do 
not  feel  it  is  the  way  it  is  being  handled  now;  and  we  attempted  to 
show  that  dramatically  by  segregating  what  we  identify  as  expenses 
with  regard  to  the  transit  versus  the  administrative  expenses  of  the 
canal. 

Mr.  Snyder.  In  other  words,  you  do  not  say  divorce  the  two,  but 
you  say  the  proportionate  share  is  too  much ; they  are  picking  up 
the  whole  deficit  out  of  this  toll  situation,  and  you  do  not  think  that 
is  proper? 

Mr.  Tolan.  That  is  correct,  sir. 

Mr.  Snyder.  Thank  you  very  much. 

Mr.  Tolan.  Thank  you  very  much  for  your  time. 

Mrs.  Sullivan.  We  thank  you  very  much,  Mr.  Tolan.  We  thank 
you  and  your  association  for  presenting  your  side  of  this  problem, 
and  I hope  that  we  have  gotten  something  out  of  it. 

Mr.  Tolan.  Thank  you  very  much  for  your  courtesy  in  hearing  us. 

Mrs.  Sullivan.  Thank  you. 

For  presentation  of  the  next  testimony,  I want  the  labor  organiza- 
tions to  come  forward,  I am  going  to  bring  five  of  you  up  to  the  table 
at  one  time. 

Mr.  A1  Graham,  Mr.  Gerald  Oster,  Mr.  Mauge,  Mr.  Steve  Koczak, 
and  Mr.  Elwin  Lewis. 

I think  you  can  bring  another  chair  up  to  the  table. 

Since  there  are  so  many  of  you  here  and  since  yesterday  we  did 
stay  until  6 o’clock  and  cannot  tonight,  I would  like  a spokesman 


361 


for  the  labor  groups  who  are  from  the  Canal  Zone  to  lead  off,  and 
then  if  one  spokesman  would  give  the  testimony  and  then  if  each  of 
the  other  two  from  the  Canal  Zone  would  just  give  us  a few  minutes 
of  your  ideas,  we  can  have  time  to  do  some  questioning  and  discus- 
sion. I would  appreciate  your  cooperation. 

^Ir.  Graham,  I think  your  testimony  that  I have  here  is  brief 
enough  so  that  you  can  just  read  through  your  complete  statement, 
and  then  we  will  begin  some  questioning. 

STATEMENT  OE  ALFRED  J.  GRAHAM,  PRESIDENT,  CANAL  ZONE 

CENTRAL  LABOR  UNION  & METAL  TRADES  COUNCIL,  AEL-CIO 

Mr.  Geaham.  ]?tladam  Chairman,  my  name  is  Alfred  J.  Graham, 
president,  Canal  Zone  Central  Labor  Union  & Metal  Trades  Council, 
AFL-CIO.  I would  like  to  thank  you  for  this  oppcrtrmity  to  testify 
before  the  Panama  Canal  Subcommittee. 

^ladam  Chairman,  as  you  well  know,  the  Panama  Canal  enter- 
prise has  just  gone  through  the  most  serious  episode  in  its  history. 
I will  attempt  to  show  what  series  of  events  led  to  this  action  by 
Company/government  employees  and.  what  can  be  done  by  govern- 
ment officials  to  prevent  any  similar  reoccurrence. 

In  1973,  the  Panama  Canal  Company/Canal  Zone  Government 
decided  to  implement  the  coordinated  Federal  wage  system.  The 
Canal  Zone  was,  by  law,  exempted  from  the  CFWS,  but  the  Com- 
pany/government implemented  it  administratively.  The  effect  of  this 
order  was  to  downgrade  1,300  or  more  blue-collar  United  States 
and  Panamanian  employees.  Then  to  add  insult  to  injury  the  Com- 
pany/government notified  the  unions  that  the  entire  law  would  not 
be  implemented  but  only  parts  of  the  law.  Naturally,  the  parts  to 
be  implemented  were  the  sections  advantageous  to  the  Company/ 
government.  The  labor  unions  vigorously  objected,  and  through  the 
intervention  of  the  Secretary  of  the  Army  the  entire  law  was  imple- 
mented. This  was  the  beginning  of  the,  downturn  in  Company/ 
government  employee  morale. 

This  was  followed  by  a renewed  effort  on  the  part  of  the  U.S. 
State  Department  to  accelerate  Panama/United  States  treaty  talks. 
Company/government  employees  were  naturally  apprehensive.  As 
a result  of  the  State  Department  policy  of  secrecy,  which  exists  to 
this  day,  employee  morale  sank  lower.  The  Panama  Canal  began 
to  attract  attention  in  the  American  press.  So-called  intellectual 
news  magazines  and  newspapers  proceeded  to  print  stories  about  the 
country  club  zonia.  The  American  people  were  told  that  the  zonian 
was  overpaid,  underworked,  and  lived  in  the  lap  of  luxury.  U.S. 
shipping  lobbies  parroted  this  same  lie  whenever  the  matter  of  a toll 
increase  came  up.  We  read  about  all  the  golf  courses  we  have,  and 
all  the  swimming  pools  and  other  luxuries.  It  was  naturally  omitted 
that  most  of  the  pools  and  golf  courses  on  the  Canal  Zone  are  on 
military  bases  and  that  there  are  only  four  golf  courses  on  Panama 
Canal  land  and  six  swimming  pools  to  service  all  U.S.  and  non-U.S. 
employees  over  a 50-mile  area.  It  is  also  omitted  that  over  300  hous- 
ing mrits  are  comparable  to  slum  dwellings  in  the  United  States. 
A picture  is  painted  of  the  U.S.  citizen  employee  as  a fellow  who 
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gets  up  around  10  a.m.,  makes  himself  a rum  and  coke  and  only 
then  drops  out  to  the  job  to  see  if  the  natives  are  doing  their  job. 
He  cracks  his  whip  a few  times  and  then  breaks  for  a 2-hour  lunch 
break  followed  by  a hard  afternoon  of  golfing,  swimming,  drinking, 
or  boating.  It  must  seem  incredible  to  anyone  reading  this  trash  that 
when  only  TOO  American  employees  called  in  sick  the  Panama  Canal 
closed.  What  is  the  true  picture  of  a U.S.  citizen  Company /govern- 
ment employee? 

They  are  a very  select  group  of  top-rated  professional,  skilled, 
and  dedicated  Americans.  Because  of  the  Panama  Canal’s  hiring 
requirements  they  are  probably  the  finest  people  in  their  field  that 
have  ever  been  located  in  one  place.  Are  they  loyal  Americans  ? 

Yes,  even  our  much  maligned  second  and  third  generation  employ- 
ees. The  Department  of  State  passes  out  the  line  that  some  zonians 
have  been  down  there  so  long  that  they  don’t  know  that  there  is  a 
United  States.  I can  assure  you  they  know  there  is  a United  States, 
and  Iwo  Jima  and  France  and  Germany  and  Korea  and  Vietnam 
because  they  have  died  in  all  these  places.  To  their  credit  they  don’t 
know  about  Canada,  Sweden,  and  other  such  havens  for  draft  evad- 
ers who,  at  the  present  time,  are  getting  a better  deal  from  the  U.S. 
Government  than  the  zonian  is. 

How  does  the  zonian  reply  to  such  slanted  news  reporting?  He 
can’t.  He  does  not  have  access  to  the  U.S.  press,  so  his  morale  drops 
a little  more. 

Other  attempts  by  the  Comp  any /government  to  remove  benefits  in- 
clude an  attempt  to  remove  the  Canal  Zone  police,  firemen,  and 
schoolteachers  from  the  Washington,  D.C.,  pay  scale.  Add  10  days 
to  the  Canal  Zone  teachers  work  year  without  paying  them  for  the 
added  days.  Attempts  to  downgrade  telephone  workers  and  armature 
winders,  and  on  and  on. 

Then  the  Comp  any /Government  by  instruction  of  Mr.  Victor  V. 
Veysey  placed  proposals  before  us  that  were  preposterous.  How  any 
competent  manager  could  place  proposals  on  wages  such  as  those 
presented  to  the  Panama  Canal  employees  boggles  the  mind.  This  has 
to  be  a clear  case  of  arrogance  of  power.  This  arrogance  of  power 
was  further  displayed  by  Mr.  Veysey  when  organized  labor  on  the 
highest  level  met  with  him  and  the  Secretary  of  the  Army  and  re- 
quested the  withdrawal  of  these  proposals.  Their  answer  was  “No”. 
The  Canal  Zone  labor  unions  informed  Mr.  Veysey  that  they  were 
losing  control  of  their  membership  and  if  he  did  not  take  some  kind 
of  positive  action  to  remove  these  proposals,  the  Panama  Canal  could 
close.  He  ignored  the  labor  unions  and  the  Panama  Canal  closed. 
After  the  canal  was  closed,  he  changed  his  mind  or  somebody  did  it 
for  him,  but  most  of  his  proposal  was  withdrawn.  The  employee 
hears  loud  screaming  about  them  being  law  breakers,  but  we  ask  this : 
“Why  did  the  Department  of  the  Army  push  good  loyal  and  dedi- 
cated employees  into  such  a position  that  he  had  to  commit  an  un- 
lawful act  in  order  to  save  what  little  he  has  left  ?” 

Why  didn’t  Mr.  Veysey  listen  to  responsible  union  leadership 
that  knew  how  low  employee  morale  w^as,  and  were  trying  to  prevent 
a confrontation?  It  must  be  remembered  that  the  Panama  Canal  em- 
ployees were  not  asking  for  more  benefits.  They  were  only  trying  to 
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hang  on  to  what  they  have.  With  the  possibility  of  a new  Panama- 
United  States  treaty,  the  U.S.  citizen  employee  must  hold  on  to  what 
benefits  he  now  has. 

As  a result  of  the  efforts  of  the  Labor  representative  to  the  Gov- 
ernor, Labor-Management  relations  in  the  Canal  Zone  had  greatly 
improved.  Now  he  will  have  to  start  all  over  again.  We  believe 
that  the  least  the  Department  of  Army  should  do  is  to  listen  to  this 
man  and  support  any  of  his  efforts  to  improve  labor-management 
relations  once  again.  This  will  be  important  during  labor-manage- 
ment talks  on  Executive  Order  11401. 

The  employee  must  be  better  informed  about  the  effects  of  a new 
treaty  inasmuch  as  his  job  is  concerned.  An  office  could  be  set  up  now 
within  the  Company/Government  structure  to  arrange  transfers  to 
the  United  States  for  employees  who  wish  to  leave.  A genral  overall 
picture  of  the  treaty  should  be  provided  to  employees  for  information 
purposes. 

Most  of  all,  we  urge  that  no  further  attempts  be  made  by  the 
Department  of  the  Army  to  remove  or  change  any  existing  benefits, 
including  leave  or  tropical  differential  from  locally  hired  U.S. 
citizens.  We  do  not  desire  any  more  confrontations  such  as  we  have 
just  experienced.  However,  I can  assure  you  that  the  present  mood 
of  the  U.S.  citizen  employee  indicates  to  me  that  further  and  more 
serious  confrontations  will  occur  if  any  further  loss  of  benefits  takes 
place. 

Once  again,  I would  like  to  thank  you,  Mr.  Chairman,  and 
members  of  your  committee  for  providing  us  with  this  forum  in 
which  to  air  our  views. 

Thank  you. 

Mr.  I^Ietcalfe  [assuming  the  chair].  Thank  you  very  much  for 
your  statement.  Does  Mr.  Oster  have  a statement  which  he  would 
wish  to  make  at  this  time  ? 

STATEMENT  OP  CAPTAIN  G.  OSTEK,  PRESIDENT,  PANAMA  CANAL 
PILOTS  ASSOCIATION 


Mr.  OsTER.  Yes,  I do. 

Mr.  Chairman,  my  name  is  Gerald  Oster,  president  of  the  Panama 
Canal  Pilots  Association.  In  addition  to  my  actvity  with  the  Panama 
Canal  Pilots  Association,  I am  also  a working  pilot. 

The  recent  brutal  attacks  by  the  Department  of  the  Army  upon 
community  services  and  employee  benefits  culminated  in  a confronta- 
tion, the  likes  of  which  the  Canal  Zone  has  never  seen  before.  We, 
as  responsible  labor  leaders,  did  everything  that  was  humanly  possi- 
ble to  head  off  the  disastrous  trend  that  appeared  to  be  accelerating. 
We  were,  however,  completely  stymied  by  the  hard  line  stance  that 
the  civilian  personnel  policy  and  coordinating  board  took.  This  board, 
with  obstinate  contempt,  refused  to  meet  face-to-face  and  consult 
with  the  employees  who  were  affected  by  the  adverse  proposals.  It 
took  the  recent  upheaval  to  force  the  board  into  a semblance  of  a 
dialog.  Since  then.  Governor  Parfitt  has  taken  steps  to  enter  into 
meaningful  consultations  with  labor.  We  hope  that  tliis  will  continue 
to  its  logical  conclusion  of  a negotiated  agreement  that  will  be  bene- 
ficial to  all  parties. 


79-367—77 24 
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To  alleviate  the  financial  problems  of  the  Canal  Zone,  we  have 
urged  congressional  scrutiny  of  the  current  accounting  practices  of 
the  Company.  We  believe  that  they  place  undue  constraint  on  the 
Company  as  they  are  at  variance  with  commercial  practice.  We  are 
delighted  to  learn  that  you  Mr.  Chairman,  Mrs.  Sullivan,  and  Mr. 
McFall  have,  in  fact,  introduced  H.K.  12641  since  our  last  discussion 
which,  if  enacted,  will  provide  necessary  relief. 

Additionally,  we  urge  that  Congress,  by  appropriate  means,  waive 
the  payment  to  the  IT.S.  Treasiiiy  of  the  interest  in  the  U.S.  invest- 
ment in  the  Panama  Canal  Company,  at  least  temporarily  during 
these  difficult  times. 

With  regards  to  toll  increases,  the  Pilots  Association  goes  on  record 
as  being  against  any  such  increases  at  this  point  in  time.  As  sea- 
farers, v/e  are  fully  aware  of  the  adverse  impact  increased  operating 
costs  has  on  the  shipping  industry.  Yfe  believe  that  this  would  further 
aggravate  the  loss  of  revenue  hj  diverting  more  ships  away  from  the 
canal.  To  alleviate  what  could  become  a critical  situation  for  Ameri- 
can shipping,  we  v/ould  advocate  a rebate  to  U.S.  fiag  shipping  to 
cover  any  increased  costs  incurred  by  a toll  increase. 

While  on  the  subject  of  monej^,  the  Pilots  Association  condemns 
the  Company’s  shortsighted  policy  of  deferring  maintenance  and 
overhaul  on  necessary  operating  equipment  like  tugboats  and  locks, 
et  cetera.  We  consider  this  deferral  to  be  a further  lowering  of  the 
safety  margin.  An  equipment  breakdown,  while  putting  a “Pana- 
max”.  ship  into  the  locks,  resulting  in  an  accident  would  positively 
cancel  out  any  savings  that  could  be  attributed  to  the  deferral  of 
maintenance  and  overhaul. 

The  capitalization  and  implementation  of  channel  improvements 
is  an  area  of  deep  concern  to  the  pilots.  On  the  one  hand,  we  are  told 
that  the  millions  of  dollars  appropriated  for  capital  projects  must 
be  spent.  On  the  other  hand,  we  are  asked  to  believe  that  these  boon- 
doggles will  improve  the  canal.  We  absolutely  refuse  to  rubber  stamp 
ill-conceived  Company  projects.  We  are  the  experts  on  safely  transit- 
ing ships  of  all  sizes  and  configurations  and  yet  when  we  tell  the 
people  in  authority  that  a proposed  project  has  a low  priority  or  is  a 
fiat  out  waste  of  time  and  money,  our  opinions  based  on  years  of 
experience  are  disregarded.  A case  in  point  is  that  at  this  very 
moment  the  Company  is  installing  a rubber  tire  fendering  system  at 
the  sea  entrance  of  Gatun  at  a cost  of  approximately  $200,000.  A 
similar  system  was  previously  installed  at  the  lake  entrance  of  “Mira- 
flores”,  and  has  proved  to  be  a liability  rather  than  as  asset.  The  mass 
and  kinetic  energy  of  a sizable  ship  landing  on  the  tire  with  any 
lateral  force  wipes  it  right  out. 

Thus,  for  periods  of  up  to  8 months  while  awaiting  a replacement 
to  be  sent  from  England  there  is  literally  no  fendering  that  is  reli- 
able, of  relative  minimal  cost,  and  has  proved  to  be  effective.  Yet 
now,  despite  our  objections,  and  in  the  face  of  practicality,  the  Com- 
pany insists  on  installing,  not  only  another  set,  but  at  all  the  locks 
this  same  type  system  with  the  commensurate  high  cost  expenditures. 

We  could  go  on  and  on  like  this.  The  new  marine  traffic  ‘‘con- 
troller” building  is  equipped  with  a computer  that  is  apparently 
programed  to  replace  a standard  blackboard  eraser  with  an  elec- 
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tronic  eraser.  All  at  a cost  of  millions.  A mighty  expensive  tourist 
attraction  and  nothing  else. 

The  cut  deepening  project,  when  it  is  essential  that  channels  be 
widened,  turns  straightened  out,  shoals  removed,  and  Cristobal 
Harbor  dredged.  Necessary  projects  that  must  be  accomplished  to 
safely  handle  the  increasing  number  of  Panamax  ships  for  transit. 

The  list  is  endless  together  with  the  attendant  apparent  reckless 
expenditures.  With  this  in  mind,  it  is  diiiicult  for  us  to  be’'o'bjective 
on  the  subject  of  the  Company’s  monetary  problems. 

The  immediate  problem  though,  is  the  lessening  of  the  explosive 
undercurrents  created  by  the  poor  labor-management  relations  which 
must  be  rectified  now  so  that  labor  peace  is  assured  in  the  Canal  Zone. 

Your  consideration  of  these  inequities  will  be  greatly  appreciated 
by  this  association. 

Thank  you. 

Mr.  Metcalfe..  Thank  you  very  much,  Mr.  Oster. 

STATEMENT  OP  SATUKHIN  MAUGS,  PEESIBENT,  LOCAL  900,  AMSEI- 

CAN  PEDEEATION  OP  STATE,  COUNTY,  AND  MUNICIPAL  EMPLOY- 
EES 

Mr.  Mauge.  Mr.  Chairman,  I do  not  have  a prepared  statement. 
I would  just  like  to  take  a few  minutes  to  make  some  comments. 

My  name  is  Saturnin  Mauge,  president  of  Local  900,  American 
Federation  of  State,  County,  and  Municipal  Employees. 

The  two  representatives  from  the  Canal  Zone  mentioned  earlier 
the  proposals  of  the  Canal  Zone  Civilian  Personnel  Policy  Coor- 
dinating Board,  and  I would  like  to  make  a few  comments  on  them. 

One  speaks  of  the  cutoff  of  the  wage  base  used  in  the  Canal  Zone. 
We  believe  that  the  Canal  Zone  should  eliminate  the  dual  wage  base 
for  its  employees  and  adopt  a U.S.  wage  base  for  all  employees. 
That  would  mean  that  the  employees  of  the  MG  categories  and  NM 
categories  would  be  paid  on  the  U.S.  wage  base  eliminating  the  local- 
ity wage  base. 

The  Government/Company  has  made  some  amendments  to  the 
organization,  but  Local  900  is  not  fully  satisfied  in  the  sense  that  we 
still  find  that  the  bulk  of  our  membership  who  are  paid  under  the 
NM-4  and  five  levels  are  going  to  be  hurt  under  this  proposal.  What 
we  would  like  to  suggest,  and  it  is  something  we  have  been  suggest- 
ing over  the  years,  the  Canal  Zone  ought  to  eliminate  the  different 
wage  bases  under  which  employees  are  paid  and  adopt  one  wage 
base.  What  we  would  recommend  is  that  all  employees  that  work  for 
Panama  Canal  get  U.S.  wages.  It  will  eliminate  hard  feelings  and 
possible  job  action  to  come  if  other  changes  appear. 

Second,  we  notice  also  that  this  proposal  speaks  about  making 
new  eligibility  requirements  for  tropical  differential  for  U.S.  citizens. 
We  support  the  proposition  that  the  U.S.  citizens  continue  to  get  the 
tropical  differential.  However,  we  have  a rider  to  that.  We  feel  that 
the  Panamanian  employees  should  receive  a cost-of-living  allowance 
which  would  be  equivalent  percentagewise.  The  cost  of  living  in 
Panama  is  very  high,  and  if  there  is  justification  to  give  U.S.  citizens 
a tropical  differential  which  we  support,  we  would  also  ask  that  the 
Panamanian  employees  be  given  a cost  of  living  differential. 
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The  third  thing  is  the  collective  bargaining  machinery.  It  has  talpn 
ns  almost  roughly  20  years  to  get  it  on  the  Canal  Zone,  but  I think 
the  time  has  come.  At  the  meeting  I have  attended  with  Governor 
Parfitt,  he  seemed  rather  honest  in  his  statement  and  we  are  taking 
him  by  his  word.  Our  recommendation  would  be  that  the  collective 
bargaining  machinery  be  made  an  effective  mechanism,  something 
that  is  meaningful,  that  the  unions  could  sit  together  with  manage- 
ment work  out  the  problems.  We  did  not  vote  on  the  job  action 
because  we  had  some  differences  of  opinion,  but  I think  that  the 
situation  really  warranted  a job  action.  We  think  if  we  could  have 
collective  bargaining  machinery  for  the  unions,  that  some  of  the 
reasons  which  forced  some  of  our  people  who  have  years  of  service 
in  our  canal  and  did  not  even  think  about  the  job  action,  would  be 
satisfied.  We  would  like  to  ask  the  committee  to  support  the  idea  of  a 
collective  bargaining  mechanism  on  the  Canal  Zone. 

I thank  you,  Mr.  Chairman. 

Mr.  Metcalfe.  Thank  you  very  much,  Mr.  Mange. 

Now,  we  will  hear  from  Mr.  Koczak. 

STATEMENT  OF  CLYDE  M.  WEBBER,  NATIONAL  PRESIDENT,  AMERI- 
CAN FEDERATION  OF  GOVERNMENT  EMPLOYEES;  PRESENTED 
BY  STEPHEN  A.  KOCZAK,  DIRECTOR  OF  RESEARCH,  AMERICAN 
FEDERATION  OF  GOVERNMENT  EMPLOYEES,  AFI^CIO;  AND 
ELWIN  E.  LEWIS,  NATIONAL  VICE  PRESIDENT,  AMERICAN  FED- 
ERATION OF  GOVERNMENT  EMPLOYEES,  AFL-CIO 

Mr.  Koczak.  Mr.  Chairman,  Mr.  Webber,  the  president  of  the 
American  Federation  of  Government  Employees  asked  me  to  extent 
his  excuses  to  you,  his  regrets.  He  was  not  able  to  attend  the  hearing 
today.  He  had  previous  engagements. 

Mr.  Elwin  Lewis,  the  AFGE  national  vice  president  for  the  15th 
district  of  our  union,  within  whose  jurisdiction  the  Panama  Canal 
Zone  falls,  has  kindly  consented  to  be  in  attendance  today.  Many  of 
the  technical  questions  which  may  be  raised  fall  within  his  purview. 
With  that  introduction  I shall  appreciate  the  opportunity  of  reading 
Mr.  Webber’s  statement  at  this  stage,  as  follows. 

We  thank  you,  Mr.  Chairman,  and  the  other  distinguished  members  of  this 
Subcommittee  for  giving  us  this  opportunity  to  be  heard  on  this  important 
subject  of  the  status  of  employees  in  the  Panama  Canal  Zone.  We  are  particu- 
larly gratified  to  appear  before  you  again  because  of  the  hospitality  and  under- 
standing with  which  you  have  always  received  our  testimony. 

I should  like  to  take  this  opportunity  also  to  express  publicly  our  deep  appre- 
ciation to  Congresswoman  Leonor  Sullivan,  who  has  been  the  Chairperson  of 
the  Merchant  Marine  and  Fisheries  Committee  since  1973.  We  regret  very  much 
her  decision  to  retire  at  the  end  of  this  current  session. 

I shall  not  repeat  the  statistics  which  you  already  have  regarding  the  num- 
bers and  composition  of  the  personnel  employed  by  the  Canal  Zone  Government 
and  Company.  These  have  been  presented  to  you  by  the  Company  itself,  the 
General  Accounting  Office  and  our  own  union  in  previous  appearances.  Suffice 
it  to  recapitulate  that  there  are  now  approximately  3,800  employees  who  are 
U.S.  citizens  and  about  10,200  who  are  not  U.S.  citizens. 

Nor  shall  I repeat  the  problems  of  the  past — most  notably,  those  which  were 
created  by  the  imprudent  actions  of  the  Department  of  the  Army  in  trying  to 
impose  intolerable  changes  in  salary  and  wage  structure  on  these  employees. 
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You  are  aware  that  this  scheme  would  have  frozen  3,500  of  the  14,000  employ- 
ees, that  is,  fully  one  out  of  every  four,  at  current  pay  rates  for  perhaps  up 
to  fourteen  years. 

I should  like,  instead,  to  concentrate  my  testimony  on  that  subject  which 
has  been  the  essence  of  my  testimony  for  the  last  four  years,  this  is — let  us 
treat  the  employees  of  the  Panama  Canal  Zone  Government  and  Company  the 
same  as  we  treat  all  other  Federal  employees  working  on  American  territory. 
Let  us  show  them  that  wherever  the  United  States  Flag  flies  as  the  symbol  of 
our  sovereignty,  there  the  same  rule  of  law  applies  to  all. 

On  July  22,  1975,  I had  the  privilege  of  appearing  before  your  Subcommittee 
to  testify  on  the  issue  of  labor-management  and  personnel  problems  in  the 
Panama  Canal  Zone.  Because  the  issues  have  not  changed  yet  the  problems 
have  become  magnifled,  may  I have  your  consent  to  place  into  the  record  a copy 
of  that  statement  as  an  annex  hereto, 

Mr.  Metcalfe.  That  statement  will  be  placed  in  the  files  of  the 
subcommittee. 

Mr.  Koczak.  Thank  you  very  much. 

As  you  will  note,  my  theme  was,  and  now  is,  that  the  best  first  step  to  good 
personnel  management  and  good  labor-management  relations  is  to  withdraw 
the  ‘suspension’  by  the  Secretary  of  the  Army  of  the  application  of  E.O.  11491 
to  the  Panama  Canal  Zone. 

I should  like  to  observe  here  that,  if  E.O.  11491  had  been  applied  in  the 
Panama  Canal  Zone,  we  would  have  now  only  a few  of  the  problems  in  labor- 
management  relations  which  plague  us  today.  Instead,  we  would  have  advanced 
to  a more  equitable  dialog  between  management  and  labor. 

Federal  employees  working  on  territory  over  which  the  United  States  holds 
sovereignty,  are  entitled  to  the  same  rights  as,  for  example.  Federal  employees 
working  in  the  District  of  Columbia,  which  itself  is  not  a State  of  the  Union. 

“Therefore,  as  the  single  most  constructive  step,  I once  again  urge  your 
Subcommittee  to  raise  with  the  Secretary  of  the  Army  the  issue  of  withdrawing 
the  suspension  of  E.O.  11491. 

Secondly,  the  Department  of  the  Army  should  adopt  a policy  where  the 
U.S.  wage  base  is  applied  uniformly  at  all  levels  of  Manual  Grade  and  non- 
manual  grade  within  the  Canal  Zone. 

Third,  the  Department  of  the  Army  should  announce  that  it  is  withdrawing 
in  toto  the  imprudent  salary  and  wage  proposals  which  precipitated  the  recent 
crisis. 

I think  these  three  actions  would  create  a climate  where  all  parties  could 
begin  immediately  to  develop  plans  for  resolving  the  remaining  problems. 

Because  I wish  to  concentrate  entirely  on  the  most  important  steps  which 
can  be  taken  administratively,  with  the  least  difiiculty,  I should  like  to  limit 
my  suggestions  at  this  point  to  these  three  issues. 

All  of  them  can  be  activated  at  once  with  the  greatest  administrative  ease — ■ 
they  require  only  the  signature  of  the  Secretary  of  the  Army.  None  of  these 
would  need  any  legislative  action. 

Even  so,  I believe  it  would  be  unrealistic  for  us  to  assume  that  the  Depart- 
ment of  the  Army  would  be  inclined  to  take  these  suggestions  without  the 
involvement  of  your  Subcommittee,  exercising  its  oversight  functions.  For  this 
reason,  I hope  that  you  will  enter  into  a phase  of  relations  with  the  Depart- 
ment of  the  Army  to  focus  Congressional  and  public  attention  on  accomplish- 
ing these  three  objectives. 

Thank  you  very  much. 

]SIr.  Metcalfe.  Thank  you  very  much,  Mr.  Koczak. 

I skipped  over  Mr.  Lewis.  Do  you  have  a statement  you  wish  to 
make? 

Mr.  Lewis.  Ko,  sir,  Mr.  Koczak  presented  our  testimony. 

Mr.  Graham.  Mr.  Glenn  Kichard  Heath  has  gone  to  a great  deal 
of  trouble  and  expense  to  make  a presentation. 

Mr.  Metcalfe.  You  are  reading  my  mind.  I was  just  going  to 
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invite  Mr.  Heath  to  come  and  make  his  statement  at  this  particular 
time. 

Mr.  Metcalfe.  Mr.  Glenn  Heath. 

Will  you  identify  yourself,  please  ? 

STATEMENT  OP  GLENN  EICHARD  HEATH,  CONTROL  HOUSE  OPERA- 
TOR, SUPERVISOR,  GATUN  LOCKS,  CANAL  ZONE;  BUSINESS  MAN- 
AGER POR  LOCAL  UNION  677,  IBEW,  REPRESENTING  THE  NORTH- 
ERN DISTRICT  OP  THE  PANAMA  CANAL;  ELECTED  WAGE  AND 
GRIEVANCE  REPRESENTATIVE  POR  THE  CANAL  ZONE  METAL 
TRADES  COUNCIL,  APL-CIO 

Mr.  Heath.  Mr.  Chairman,  honorable  members  of  the  committee, 
my  name  is  Glenn  Richard  Heath.  I am  a control  house  operator, 
supervisory  capacity,  Gatun  Locks,  Canal  Zone.  I am  also  the  busi- 
ness manager  for  Local  Union  677,  IBEW,  with  offices  in  Gatun  and 
we  represent  the  Northern  District  of  the  Panama  Canal.  Along  with 
these  duties,  I am  the  elected  wage  and  grievance  representative  for 
the  Canal  Zone  Metal  Trades  Council,  AFL-CIO.  I am  most  appre- 
ciative of  the  opportunity  to  testify  before  the  Panama  Canal  Sub- 
committee today. 

Mr.  Chairman,  deviating  a bit  from  the  prepared  statement,  I 
would  like  to  endorse  Mr.  Graham’s  statements.  Since  I feel  that  I 
do  represent  a cross  section  of  the  U.S.  citizen  employee  working 
there,  and  in  so  doing  and  in  presenting  this,  I would  like  to  describe 
the  home  I live  in  and  the  reason  for  doing  this. 

I have  14  years’  Federal  service.  I believe  I am  a loyal  employee 
and,  above  all,  I know  a dedicated  American  citizen.  My  quarters  are 
located  in  the  townsite  of  Gatun  adjacent  to  the  Gatun  Locks  instal- 
lation. This  housing  consists  of  a three-bedroom  wood  structure 
raised  off  the  ground  on  concrete  pillars.  It  is  over  30  years  old.  The 
house  has  had  a relivability  program  which  means  it  has  been  recon- 
ditioned to  include  a small  bathroom  on  the  first  floor  as  well  as  the 
old  bath  on  the  second  floor.  Inasmuch  as  my  family  consists  of  a 
wife,  three  daughters,  and  a son,  the  second  bath  is  greatly  appre- 
ciated. Now  through  the  years  large  cracks  have  appeared  in  the 
ceiling  which  is  small  strips  of  tongue  and  groove  wood,  but  every 
4 or  5 years  fresh  paint  is  applied  to  the  interior  of  my  home  so  the 
cracks  are  covered  up  for  at  least  3 or  4 months  after  this  application 
of  paint.  The  outside  walls  are  also  of  tongue  and  groove  construction 
and  consist  of  8-inch  wide  sections  of  wood.  All  Ibeams  are  showing, 
but  the  cracks  here  have  been  filled  with  a wood  filler  and  painted 
adequately.  The  livability  program  covered  my  kitchen  floor  with  a 
vinyl  tile  which  does  prevent  the  water  from  running  through  the 
floor  v/hen  the  upstairs  bath  or  the  kitchen  sink  leaks. 

There  have  been  reports  about  how  well  my  yard  is  kept.  The 
grass  is  cut  quite  frequently  by  the  Company  as  is  all  grass  cut  in  all 
of  the  communities.  Let  me  go  on  record  that  the  purpose  of  keeping 
the  grass  cut  short  frequently  is  to  maintain  a rapid  flow  of  water 
during  the  intense  tropical  rainy  season  9 months  long.  If  this  were 
not  done,  the  infestation  of  mosquitos,  insects,  and  snakes  would  pre- 
sent an  unbearable  health  problem.  At  the  present  time,  yellow  fever 
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along  with  malaria  in  the  Canal  Zone  is  eradicated.  The  typical 
workweek  is  40  hours  with  a rotating  shift  around  the  clock.  Manda- 
tory overtime  is  involved  periodically  when  the  shipping  schedule 
exceeds  the  capabilities  of  our  manpower. 

With  the  Chairman’s  permission,  I would  like  to  direct  a state- 
ment to  Mr.  Snyder.  I don’t  drink  rum  and  coke.  I am  a bourbon 
drinker. 

Mr.  SxYDER.  God  bless  you. 

Mr.  Heath.  All  bourbon  has  to  go  through  the  Panamanian  Gov- 
ernment and  I have  to  pay  $1  tax  on  it.  Possibly  you  could  look  into 
this. 

Mr.  Snyder.  I want  to  say  I have  tried  that  Panamanian  bourbon 
and  it  is  inferior. 

Mr.  Heath.  Thank  you,  sir. 

When  I came  to  work  for  the  Panama  Canal  Company,  I gave  up 
my  equity  in  Frostproof,  Fla.,  of  a three-bedroom,  CBS,  ranch-style 
home.  At  that  time,  I was  employed  as  an  instrumentation  electrician 
in  the  phosphate  industry,  Polk  County,  Fla.  I feel  that  I may  be 
referred  to  the  normal,  skilled,  professional  U.S.  citizen  employee. 
My  reasons  for  continuing  to  live  in  the  Canal  Zone  is  primarily  the 
excellent  school  system  which  has  been  available  for  my  children. 
This  is  provided  for  the  Company  employees  and  the  U.S.  Army 
dependents.  While  I belong  to  various  clubs,  I do  not  play  golf.  I 
am  a veteran,  and  belong  to  the  VFW,  Elks,  a boating  clul)  and 
shoot  skeet  with  my  children  at  a gun  club.  All  of  these  activities 
and  clubs  are  supported  by  my  employee  dollar  along  with  other 
memibers. 

The  television  station  that  we  watch  is  SCN-TV.  That’s  the 
Southern  Command  hTetwork,  owned  and  operated  by  the  U.S.  Army. 
It  is  the  only  English  TV  station  in  Panama.  If  for  any  reason  you 
become  upset  with  their  news  releases,  such  as  I have  and  you  call 
the  station  you  will  be  informed  that  it  is  for  the  information  and 
education  of  the  Armed  Forces  only.  It  is  an  impossibilty  for  the 
U.S.  citizen  to  have  truthful  news  input. 

Along  with  other  organized  labor  leaders  in  the  Canal  Zone,  I tried 
unsuccessfully  to  prevent  a sickout  which  occurred  recently.  But 
when  Mr.  Veysey  v/as  reported  to  have  referred  to  the  citizens  of  the 
Canal  Zone  as  “gutless  sheep”  the  workers  became  incensed.  Then, 
when  the  proposals  were  presented  that  for  all  practical  purposes 
meant  that  no  more  ^IG-10  journeymen  U.S.  citizen  workers  would 
leave  the  United  States  to  work  in  the  Canal  Zone,  the  labor  leaders 
lost  faith  and  credibility  with  their  peers,  and  a loss  of  faith  in  our 
Governor.  This  loss  of  faith  was  entirely  due  to  Mr.  Veysey’s  hard 
stand  and  uncalled  for  remarks  about  the  Canal  Zone  workers.  The 
zonians  are  after  all  nothing  more  than  U.S.  citizens  from  all 
nationalities  and  walks  of  life.  What  the  sickout  really  was  was 
protesting,  it  was  protesting  the  treatment  that  has  been  received 
over  the  past  few  years  from  Mr.  Veysey’s  office.  We  have  asked 
repeatedly  for  assurances  from  our  treaty  negotiators,  what  informa- 
tion thev  can  give  us  to  answer  the  vicious  rumors  that  we  read  daily 
in  our  local  newspapers.  The  TLS.  citizen  employee  is  really  quite 
knowledgeable,  and  we  do  feel  that  Ambassador  Bunker  failed  us  in 
Vietnam  and  is  now  failing  again. 
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The  combination  of  the  “austerity  program”  along  with  Mr. 
Veysey’s  quotes  were  too  much.  The  Atlantic  side  employee  to  reach 
his  hospital  drives  over  a highway  which  is  now  controlled  by 
Panama’s  Guardia  National.  Now  due  to  this  “austerity  program” 
we  Avere  informed  they  are  cutting  out  the  Atlantic  Side  Hospital 
Coco  Solo,  reducing  the  stock  in  our  commissary  of  food  and  house- 
hold goods,  and  please  in  the  future  if  you  get  seriously  ill  or  you 
become  involved  in  a bad  accident,  you  will  be  driven  across  the  40- 
some  miles  of  Panamanian  contr<>lled  high av ay  or  take  a train  to 
Gorgas  Hospital  in  Balboa. 

Mr.  Chairman,  that  was  the  straw  that  broke  the  camel’s  back  or 
put  the  backbone  in  the  “gutless  sheep.”  The  resulting  sickness  was 
not  an  imaginary  thing.  Mr.  Chairman,  that  sickness  still  prevails. 
There  was  no  Avalkout  due  to  union  demands  or  organized  labor 
protect.  The  American  workers  had  their  backs  pushed  against  the 
wall  in  much  the  same  manner  as  the  patriots  of  the  United  States 
of  America  AA^hen  they  reacted  to  Great  Britain’s  demand  for  taxes 
and  turned  the  Boston  Harbor  into  a tea  pot. 

Governor  Parfitt  during  that  time  of  stress  I personally  believe 
acted  Avith  an  outstanding  knoAvledge  of  human  rights  along  with  the 
dignities  that  the  Avorking  class  of  blue-collar  Americans  haA^e  come 
to  accept  as  their  inalienable  rights.  HoAA^ever,  due  to  Mr.  Veysey’s 
stand,  the  Canal  Zone  Avorkers  lost  complete  faith  in  our  Governor 
along  with  the  credibility  of  the  labor  leaders.  It  is  due  to  the  re- 
peated efforts  by  Governor  Parfitt  and  his  labor-management  office 
that  the  labor  leaders  were  able  to  prevail  upon  the  Avorkers  to  go 
back  to  Avork  and  alloAv  the  Governor  and  labor-management  the 
opportunity  to  plead  for  them  Avith  Mr.  Veysey. 

Mr.  Chairman,  this  concludes  my  prepared  statement.  I Avill  be 
most  pleased  to  attempt  to  respond  to  any  questions  you  may  have. 
I ask  your  indulgence,  sir,  to  let  me  insert  in  the  record  our  deepest 
feelings  that  the  Canal  Zone  worker  has  for  Hon.  Mrs.  Leonor 
Sullivan.  The  interest  she  has  taken  and  displayed  through  the  years 
for  the  Canal  Zone  workers  Avell-being  and  efficient  operation  of  the 
canal  itself  can  never  be  forgotten.  I say  this,  sir,  because  it  is  my 
understanding  that  she  is  retiring  from  public  office. 

Thank  you,  Mrs.  Sullivan. 

Mr.  Metcalfe.  Did  you  say  you  Avanted  to  insert  something  in  the 
record,  or  did  you  ? 

Mr.  Heath.  Yes,  sir,  I did. 

Mr.  Koczak.  May  I request  permission  to  insert  into  the  record  a 
statement  that  Local  No.  29,  American  Federation  of  Teachers, 
AFL-CIO  Avould  like  to  present  to  you  ? They  Avere  not  able  to  send 
a representative  today  from  the  Canal  Zone,  Ibut  they  should  like  to 
have  permission  to  enter  their  statement  into  the  record. 

Mr.  Metcalfe.  Hearing  no  objection,  it  is  so  ordered. 

[The  document  above  referred  to  follows :] 

Prepared  Statement  of  the  American  Federation  of  Teachers,  AFL-CIO, 

Local  No.  29 

Madame  Chairman  and  Members  of  the  Committee:  Canal  Zone  teachers, 
members  of  American  Federation  of  Teachers  Local  29,  liaA^e  had  serious 
grievances  for  a number  of  years,  problems  that  we  believe  have  not  been 
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sufficiently  aired  at  Congressional:  committees  sucli  as  yours  or  by  other 
investigative  bodies.  We  appreciate,  therefore,  this  opportunity  to  mention 
briefly  a few  matters  of  special  concern  to  Canal  Zone  teachers. 

One  of  the  major  concerns  of  U.S.  teachers  regarding  the  proposed  merger 
of  U.S.  and  Latin- American  schools  is  that  it  will  ultimately  open  the  gates  for 
the  Panama  Canal  Company  to  place  teachers  on  the  Department  of  Defense 
pay  base.  If  the  merger  is  implemented,  we  urge  loritten  assurances  by  your 
committee  that  Canal  Zone  teachers  will  remain  on  the  District  of  Columbia 
pay  base  and  not  convert  to  the  Department  of  Defense  program. 

A long-standing  grievance  of  Canal  Zone  teachers  is  that  when  our  counter- 
parts in  the  District  of  Columbia  received  any  benefits  other  than  salary, 
benefits  such  as  adequate  compensation  for  extra-curricular  duties,  personal 
leave,  and  increased  days  for  sick-leave.  Canal  Zone  teachers  did  not  receive 
them  at  the  time  of  implementation  in  the  District  of  Columbia.  For  instance. 
District  of  Columbia  teachers  were  granted  unlimited  accumulation  of  days 
for  sick-leave  and  were  given  three  (3)  days  of  personal  leave  per  year  in 
1967.  They  have,  since  that  date,  also  received  increases  for  extra-duty  pay. 
But  when  Canal  Zone  teachers  repeatedly  asked  for  similar  benefits,  they  were 
not  granted  at  the  time  of  implementation  in  Washington.  Since  1967,  Canal 
Zone  teachers  requested  a “personal  leave  policy”  similar  to  that  in  Washing- 
ton and  repeatedly  asked  for  an  increase  in  the  total  days  allowed  for  sick- 
leave,  our  maximum  then  of  sixty  (60)  days  representing  assuredly  one  of 
the  weakest  programs  throughout  the  government  service,  as  well  as  those 
applied  to  the  private  sectors.  Many  of  these  benefits,  so  long  a part  of  the 
District  of  Columbia  system,  have  yet  to  be  implemented  in  the  Canal  Zone, 
whereas  others  were  not  granted  until  1974,  and  then  only  as  an  apparent 
attempt  to  make  an  increased  school  year  seem  more  palatable  to  our  teachers. 

One  reason  for  believing  that  collective  bargaining  must  be  applied  in  some 
form  in  the  Canal  Zone  is  that  we  are  presently  under  a policy  of  consultation^ 
which  has  been  capriciously  administered  and  which,  even  at  best,  is  con- 
sidered unworkable  by  labor  organizations  throughout  the  Canal  Zone  and 
U.S.  In  fact,  we  in  the  Canal  Zone  do  not  even  have  the  right  of  binding 
arbitration.  That  is.  Federal  mediators  have  come  to  the  Canal  Zone  and,  in 
many  of  those  instances  in  which  the  mediators  found  in  favor  of  labor,  the 
decisions  were  overruled  by  the  Personnel  Director,  the  Lieutenant  Governor, 
or  the  Governor.  We  can  remember  no  instance  in  which  teacher  input  at  the 
consultative  process  had  any  real  influence  in  the  directive  already  announced 
or  intended  by  the  superintendent  of  schools  or  his  superiors. 

American  Federation  of  Teachers  Local  29  should  now  like  to  comment  on 
what  Canal  Zone  teachers  regard  as  the  major  cause  for  low  morale  in  our 
school  system,  namely  a decision  made  by  the  Schools  Division  in  1973  to 
increase  the  Canal  Zone  school  year  from  nine  (9)  months  to  nine  (9)  months 
and  ten  (10)  days.  This  decision  forced  the  Canal  Zone  teacher,  probably 
the  only  U.S.  worker  so  affected  to  accept  what  amounted  to  a pay  reduction, 
not  to  mention  the  additional  days  of  work.  Certainly  another  means  by  which 
Canal  Zone  teachers  were  adversely  affected  by  this  high-handed  decision 
was  that  it  prevented  Canal  Zone  teachers,  already  isolated  from  the  educa- 
tional opportunities  afforded  teachers  in  the  U.S.  from  taking  a complete 
summer  school  program. 

Schools  Division,  in  trumpeting  the  need  for  the  increased  school  year, 
pointed  repeatedly  to  the  1971-74  contract  between  the  District  of  Columbia 
Board  of  Education  and  the  District  of  Columbia  teachers  and  overstated  the 
true  situation.  That  is,  residents  of  the  Canal  Zone  were  led  to  believe  that 
the  Canal  Zone  school  year,  to  be  in  line  with  the  District  of  Columbia  school 
year,  must  be  expanded  to  186  days  for  the  Canal  Zone  teachers.  How  mis- 
leading this  really  was ! First,  the  District  of  Columbia  contract  does  not 
state  “186  days,”  but  rather  that  District  of  Columbia  teachers  work  “no 
more  than  186  days.”  But  the  main  point  we  wish  to  make  is  that,  even  before 
the  Canal  Zone  school  year  was  extended.  Canal  Zone  teachers  were  working 
approximately  12%  more  hours  per  year  than  their  District  of  Columbia 
counterparts.  Morever,  District  of  Columbia  teachers  received  five  (5)  prepara- 
tion periods  per  week,  and  the  Canal  Zone  teachers  received  only  four  (4). 
The  District  of  Columbia  teachers  were  working  from  8:45  AM  to  3:15  PM 
for  182  days  for  a total  of  1,183  hours  per  year.  This  meant  that  the  Canal 
Zone  teachers  were  working  144.5  more  hours  per  year,  working  from  7 :15  AM 
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to  2 :45  PM  for  177  days  for  a total  of  1,327.5  hours  per  year.  Why  then  the 
audacious  proposal  to  extend  the  Canal  Zone  school  year?  Yet  this  is  pre- 
cisely what  the  Schools  Division  did  in  spite  of  a recommendation  to  the 
contrary  by  the  Governor’s  Ad  Hoc  Committee  on  Education,  no  members  of 
which  were  teachers  or  school  administrators.  A majority  of  Canal  Zone 
residents  polled  by  the  Ad  Hoc  Committee  opposed  the  extension  of  the  Canal 
Zone  school  year.  Latin  American  teachers  were  not  even  consulted ! 

Since  the  extension  of  the  school  year  in  the  Canal  Zone,  the  Canal  Zone 
teachers  are  currently  working  approxmiately  13%  more  hours  per  year  than 
their  District  of  Columbia  counterparts.  The  District  of  Columbia  teachers  are 
still  working  1,183  hours  per  year  (8 :45  AM  to  3 :15  PM  for  182  days  per  year), 
but  the  Canal  Zone  teachers  are  now  working  1,334  hours  per  year  (7  :30  AM 
to  2:45  PM  for  184  days  per  year),  an  excess  of  151  hours  per  year. 

Until  this  matter  of  the  school  year  is  resolved  equitably  it  will  continue  to 
be  a friction  point  with  Canal  Zone  teachers  and  will  continue  to  add  a divisive 
note  in  their  relationships  with  school  administrators.  We  urge  a Congressional 
fact-finding  investigation  be  initiated  as  soon  as  possible. 

As  one  of  the  largest  affiliates,  the  American  Federation  of  Teachers  Local  29 
agrees  with  the  Canal  Zone  Central  Labor  Union  and  Metal  Trades  Council  on 
the  following:  (1)  the  necessity  for  some  form  of  collective  bargaining; 

(2)  implementation  of  the  Governor’s  Memorandum  of  Understanding  of 
March  20,  1976,  with  respect  to  the  wage  base  proposals  and  implementation 
of  Executive  Order  11491,  as  amended;  or  some  other  form  of  collective  bar- 
gaining acceptable  to  U.S.  workers  in  the  Canal  Zone;  and  (3)  improved  hous- 
ing for  bachelors,  a problem  long  ignored  in  the  Canal  Zone;  and  (4)  the 
retention  of  the  U.S.  citizenship  requirement  for  teachers  of  U.S.  children  in 
the  Canal  Zone,  except  in  the  cases  of  foreign  language  teachers  or  teachers 
of  local  cultures,  as  presently  required  in  the  U.S.  schools  in  the  Canal  Zone 
and  all  other  overseas  schools  operated  by  the  U.S.  Govt. 

The  wage  freezes  and  other  proposed  austerity  measures,  as  indicated  in 
Business  Week  of  March  29,  1976,  seem  petty  and  misguided,  in  particular  the 
elimination  of  Coco  Solo  Hospital,  per  se,  a facility  serving  25,000  American 
and  Panamanian  residents,  and  the  only  Canal  Zone  hopsital  on  the  Atlantic 
side  of  the  Isthmus.  Budget  cuts  in  the  Schools  Division  of  approximately  80% 
seem  inordinate,  especially  in  respect  to  library  materials  and  classroom 
supplies.  For  example,  at  Balboa  High  School  the  library  budget  has  been 
cut  from  $10,000  per  annum  to  $2,000  per  annum.  These  measures,  both  mean 
and  self-defeating,  would,  as  Business  Week  notes,  not  even  make  a dent  in 
the  annual  deficit  the  Canal  Zone  presently  faces. 

Finally,  we  must  add  that  officials  of  American  Federation  of  Teachers 
Local  29  share  with  many  other  Canal  Zone  Labor  leaders  the  belief  that 
members  of  the  Department  of  State  and  the  Department  of  the  Army  have 
for  months  been  initiating  programs  throughout  the  Canal  Zone  which  not 
only  subvert  the  Constitutional  powers  granted  only  to  Congress,  but  have  as 
their  purpose  the  gradual  implementation  of  treaty  decisions  by  Executive 
decree,  which  again,  if  the  evidence  we  have  seen  is  correct,  violates  the  Con- 
stitution of  the  United  States.  We  believe  that  residents  in  the  Canal  Zone 
are,  by  and  large,  a very  decent  people.  If  the  Assistant  Secretary  of  the 
Army,  Victor  Veysey,  as  alleged,  referred  to  us  as  “gutless  sheep”,  we  contend 
that  he  and  others  saw  decency  and  incorrectly  interpreted  this  decency  as 
gutlessness.  We  therefore  urge  that  members  of  your  committee  initiate  a 
Congressional  investigation,  both  intensive  and  extensive,  of  the  Panama 
Canal  Company  and  its  relationship  with  the  Department  of  the  Army  and 
the  Department  of  State.  And  on  behalf  of  all  our  teachers,  we  do  appreciate 
this  opportunity  to  express  our  views.  Thank  you. 

Kespectfully  submitted, 

KSxVneth  PIannah, 

P7'esident. 

Roy  Howell, 

Vice-President. 

Charles  Wall, 

Chairman  of  Building  Representatives. 
Ralph  O.  Sheppard, 

Vice  President. 
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Mr.  ]Metcalfe.  Mr.  Mauge,  I would  like  to  ask  for  a clarification. 
You  indicated  that  the  unions  and  Panamanians  are  asking  for  a 
cost-of-living  differential  and  tlieir  salary. 

Mr.  Mauge.  Yes,  sir. 

Mr.  jVIetcalfe.  If  you  are  addressing  your  remarks  to  the  tropi- 
cal differential  U.S.  citizens  have  had,  are  you  saying  that  the  cost 
of  living  would  not  apply  to  the  U.S.  citizens  to  parallel  that?  I 
would  like  some  clarification  as  to  what  specifically  you  had  reference. 

Mr.  ]\Iauge.  I was  referring  to  one  of  the  Canal  Zone’s  proposals 
in  which  the  new  eligibility  rules  would  be  put  into  effect  if  the 
proposal  goes  through  on  July  1,  1976.  The  U.S.  citizens  get  a 15- 
percent  tropical  differential  or  cost  of  living  of  15  percent.  We  would 
like  to  support  this.  IV e think  they  deserve  it.  Since  they  are  getting 
it,  the  Panamanian  employees  would  need  a cost-of-living  equivalent 
because  the  cost  of  liUng  in  Panama  is  much  higher  than  that  in  the 
Canal  Zone.  lYe  are  asking  if  it  continues  for  the  U.S.  citizens,  it 
also  be  extended  to  Panamanian  citizens. 

Mr.  Metcalfe.  Thank  you  very  much  for  the  clarification. 

I have  some  questions  which  I would  now  like  to  direct  to  the 
panel : In  what  territories  not  governed  in  their  entirety  by  the  U.S. 
Constitution  are  Federal  employees  being  treated  differently  from 
those  in  the  Panama  Canal  Zone,  if  there  are  any  others  ? 

Mr.  Koczak.  I should  like  to  respond.  To  our  knowledge,  the  only 
area  imder  the  sovereignty  of  the  United  States  where  this  distinc- 
tion is  made  is  in  the  Panama  Canal  Zone.  It  is  rather  surprising 
to  us  because  we  all  accept  at  face  value  that  the  United  States  is 
sovereign  there;  consequently,  we  cannot  understand  why  Federal 
employees  there  have  less  rights  than  Federal  employees  have, 
for  example,  in  Okinawa  or  in  Germany,  where  in  fact  they  are  able 
to  organize  and  have  the  privileges  of  Executive  Order  11491.  In 
other  words,  there  are  Federal  employees  who  are  serving  in  foreign 
territories  who  enjoy  the  opportunity  to  negotiate  with  management 
under  the  Executive  order,  to  negotiate  with  employees  of  the  De- 
partment of  the  Army;  and  yet  in  territory  over  which  the  United 
States  is  sovereign,  under  the  jurisdiction  of  the  Department  of  the 
Army,  they  are  denied  the  same  rights. 

4Ve  find  this  inconceivable.  We  find  this  a contradiction,  in  fact. 
We  have  asked  the  Secretary  of  the  Army  several  times  to  explain 
how  he  “presumes” — I think  that  is  the  proper  term  that  should  be 
applied  here — how  he  “presumes”  to  make  this  distinction  between 
Federal  employees  in  the  Panama  Canal  Zone  and  Federal  employees 
in  the  District  of  Columbia. 

To  this  date,  we  have  had  no  response. 

Mr.  Metcalfe.  Those  in  the  Canal  Zone,  are  they  under  civil 
service  ? 

Mr.  Koczak.  Yes,  sir ; yes,  sir. 

Mr.  ^Metcalfe.  Thank  you. 

The  next  question  I wish  to  pose  is  what  additional  long-term 
problems  would  you  anticipate  if  the  Secretary  of  the  Army  does 
not  apply  Executive  Order  11491  ? ^Yho  was  it  v/ho  made  the  state- 
ment that  you  wished  they  would  institute  the  order  ? 

Mr.  Lewis.  I would  like  to  reply.  I can  only  visualize  continued 
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magnification  and  enlargement  of  the  present  problems.  I have  made 
several  visits  to  the  Canal  Zone.  On  my  first  visit,  I was  completely 
astounded  at  the  status  of  the  labor-management  relations  as  com- 
pared to  other  areas  overseas — Germany,  Okinawa,  Guam,  Alaska,. 
Honolulu.  They  are  at  least  10  years  behind  the  times. 

Mr.  Metcalfe.  Assuming  that  the  Executive  Order  11491  was 
implemented  and  collective  bargaining  was  recognized,  what  other 
labor-management  problems  would  persist  in  the  Canal  Zone  area,  if 
any? 

Mr.  Graham.  I think  one  of  the  biggest  ones  would  be  our  dual 
wage  system.  This  is  an  absolute  impossibility.  The  employees  of  the 
Company,  regardless  of  whether  they  are  citizens  of  the  United 
States  or  citizens  of  the  Republic  of  Panama  should  all  be  on  the 
same  wage  base.  This  is  only  fair.  I don’t  care  whether  they  are 
little  guys  down  on  the  bottom  or  what  they  are,  they  all  deserve  the 
U.S.  wage  base.  They  are  working  for  a U.S.  Company.  They  are 
doing  a fantastic  job  and  they  don’t  deserve  to  be  bounced  around 
between  one  wage  base  and  others. 

They  put  out  a paper.  You  can  imagine  how  they  feel  after  they 
are  through  with  their  education  or  university  work  when  they  find 
out  their  classifications  are  put  under  non  U.S.  wage  base.  Good  for 
you,  you  have  an  education,  but  we  are  not  going  to  pay  for  it.  We 
don’t  believe  the  Secretary  of  the  Army  can  take  arbitrarily  a 
gi’oup  of  people  and  say  we  have  a law  that  everyone  would  be 
equal,  but  make  it  equal  downward.  We  would  prefer  to  be  equal  up- 
ward. 

Mrs.  Sullivan.  I wish  you  would  explain  that  again,  the  differ- 
ence between  the  Canal  Zone  rate  and  the  U.S.  wage  rate  for  the 
same  job. 

Mr.  Graham.  In  the  present  situation,  NM-1  through  3 is  called 
the  canal  and  in  the  manual  field  MG-1  through  9.  I could  go  to  the 
craft  field,  take  a plumber,  he  is  an  MG-9.  A U.S.  citizen  MG-9 
gets  a tropical  differential  and  a tax  factor  and  certainly  makes 
more  money. 

Mrs.  Sullivan.  It  is  my  understanding  the  only  ones  who  get  the 
differential  are  those  who  are  brought  from  the  United  States  to  the 
Canal  Zone  ? 

Mr.  Graham.  No  ; I was  locally  hired. 

Mrs.  Sullivan.  You  were  living  in  the  Canal  Zone  at  the  time 
you  were  hired  ? 

Mr.  Graham.  Yes ; I am  a second  generation. 

Mrs.  Sullivan.  Do  you  deserve  that  differential  ? 

Mr.  Graham.  Yes. 

Mrs.  Sullivan.  Yes? 

Mr.  Graham.  Because  I am  just  as  susceptible  to  getting  killed  by 
the  disease  as  anyone  else. 

Mrs.  Sullivan.  Why  were  the  employees  originally  given  the 
differential  ? 

Mr.  Graham.  Environmental  differential.  You  had  a lot  of  dis- 
ease. Unfortunately,  yellow  fever  seems  to  be  coming  back.  The  last 
time  it  got  within  30  miles  of  the  Canal  Zone,  some  people  seemed 
to  think  this  animal  when  it  gets  to  the  border  will  say : I can’t  go 
there. 

Mrs.  Sullivan.  I can  understand  getting  the  differential  when  you 
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are  brought  down  from  the  United  States  and  brought  into  a dif- 
ferent environment.  There  is  the  difference  in  living  conditions  be- 
tween the  region  of  your  origin  and  your  new  area.  But  if  you  are 
born  and  reared  there  in  the  Canal  Zone  and  you  are  talking  about 
the  second  and  third  generation,  you  are  probably  going  to  be  sub- 
jected to  all  of  those  diseases  long  ago,  and  probably  would  have 
had  them  a long  time  ago. 

Mr.  Graham.  There  is  another  cost  saving  thing  here — it  is  a cost 
savings  to  the  Comp  any /Government  to  hire  a second  or  third  gen- 
eration Canal  Zone  person  because  they  don’t  have  to  remove  him 
from  the  United  States  and  ship  down  his  wife  and  his  kiddies.  All 
they  have  to  guarantee  him  is  a repatriation  fee.  As  far  as  craftsmen, 
the  wage  scale  paid  by  the  Panama  Canal  with  the  differential  makes 
what  you  would  get  in  the  United  States. 

Mrs.  Sullivan.  We  have  seen  constantly  to  it  that  the  Panamanian 
who  was  recruited  there  on  the  Isthmus  was  given,  ever  since  1955, 
the  same  wage  for  the  same  job  that  the  American  citizen  received. 
The  American  did  not  get  the  differential  if  he  wasn’t  brought  down 
from  another  area  into  the  Canal  Zone. 

Mr.  Graham.  He  is  not  truthfully  getting  the  same  wage  base. 

Mr.  Koczak.  Could  I comment  on  that  ? 

Mrs.  Sullivan.  I wish  you  would. 

Mr.  Koczak.  The  problem  arises  from  the  following  situation. 
There  are  really  two  sets  of  pay  rates  for  the  same  job  in  many  of 
the  lower  grades.  There  is  first  the  so-called  Panamanian  wage  rate, 
the  locality  rate;  and  for  the  same  job,  there  is  also  a differential 
paid  to  a nonlocality  employed  person.  This  has  nothing  to  do  with 
the  tropical  differential.  These  gentlemen  with  us  today  have  been 
saying  to  you  that  that  is  unfair.  A Panamanian — but  it  can  be  also 
American  citizen  hired  locally — should  not  receive  one-half  the  pay 
doing  the  same  work  as  another  person  who  is  brought  from  the 
United  States  or  brought  from  Germany,  if  he  is  transferred  from 
Germany,  to  do  the  same  wmrk.  That  is  the  basic  issue  they  are  talk- 
ing about.  That  is  what  Mr.  Webber  w^as  saying — there  should  be 
one  basic  pay  rate  for  the  same  work — equal  pay  for  equal  work. 

Mrs.  Sullivan.  I thought  that  is  what  w^e  were  doing.  The  tropi- 
cal differential,  I can  understand  why  the  person  brought  into  the 
area  would  be  receiving  more  for  the  same  job,  but  if  both  employees 
are  from  the  area,  be  they  American  or  Panamanian,  they  should  be 
put  on  that  same  wage  scale,  and  it  is  only  this  year  that  I have 
heard  about  these  differences  with  respect  to  reception  of  the  tropical 
differentiation. 

Mr.  Graham.  If  you  put  the  job  on  the  bulletin  board,  they  both 
pay  the  same  thing.  But  there  is  a little  asterisk,  and  it  says  if  you 
are  a U.S.  citizen,  you  will  get  a tax  factor  and  a tropical  differ- 
ential. But  originally,  they  are  supposed  to  be  the  same  base  pay. 
But  in  reality,  it  doesn’t  go  that  way.  Many  Panamanians  believe 
that  they  are  p paying  taxes  to  the  U.S.  Government  by  proxy,  because 
before  they  get  the  work,  the  taxes  are  deducted. 

Mr.  Mauge.  Percentagewise.  The  Canal  Zone  has  a multiplicity 
of  wage  formulas.  The  only  reason  they  are  able  to  work  all  this  out 
is  that  they  have  it  on  computers.  We  think  this  thing  could  simply 
be  resolved  since  all  employees  are  supposed  to  meet  civil  service 
standards  for  the  job,  for  performance  rating,  and  the  like,  then 
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the  pay  should  be  equal.  We  feel  they  should  be  one  solid  base,  and 
that  is  the  U.S.  wage  base.  I think  if  this  is  adopted,  many  of  the 
problems  that  we  have  would  be  solved. 

Mrs.  Sullivan.  Could  this  be  the  argument  that  was  made  when  the 
Secretary  of  the  Army  decided  to  try  to  make  it  all  the  same  wage 
base  ? 

Mr.  OsTER.  But  he  brought  it  down  to  a lower  level.  You  have  a 
Canal  Zone  base  wage.  This  is  based  on  $2.20  an  hour. 

NM-2  gets  $2.21,  and  NM-3  will  go  $2.23  an  hour.  That  is  the  canal 
wage  base. 

The  U.S.  wage  base,  you  would  get  something  like  $5  or  $6  for  the 
same  work. 

Mrs.  Sullivan.  What  kind  of  employment  positions  are  NM-4,  -5 
and  -6,  or  whatever  they  are? 

Mr.  Graham.  The  lock  security  force,  all  their  patrolmen  are  non- 
manual  4.  Nurses  brought  in  start  in  the  NM-5/6  category.  After  they 
work  and  show  they  can  do  their  thing,  they  can  go  up  higher.  Many 
of  your  clerk-typists  or  administrative  people  fall  within  that  cate- 
gory. In  fact,  I believe  that  I won’t  be  too  far  off  if  I were  to  tell  you 
approximately  400  U.S.  citizen  employees  would  get  shipped  just  like 
that.  The  canal  security  force  is  growing  all  the  time. 

Mr.  Lewis.  Mrs.  Sullivan  and  Mr.  Chairman:  We  were  plaqued 
with  this  same  problem  on  Guam  by  the  Navy.  They  had  what  they 
called  a locality  wage  rate  there  which  was  very  similar,  almost 
identical  to  the  one  being  employed  by  the  Army  and  the  Canal 
Zone  Company/Government.  The  Navy  had  a different  rate  for  the 
Guamanians,  the  same  as  the  Army  has  for  the  Panamanians.  It  took 
us  3 years  of  constant  effort  to  have  that  problem  resolved.  We  advo- 
cated in  our  testimony  that  the  manual  be  the  average  of  the  23  re- 
cruiting centers  which  is  utilized  in  other  overseas  areas:  Germany, 
Okinawa,  Guam,  which  would  be  fair  and  equitable.  We  have  also 
advocated  that  all  the  nonmanual  employees  of  the  Canal  Company/ 
Government  receive  the  same  GS  wage  that  they  receive  in  the  United 
States  and  in  foreign  territory.  Why  should  the  people  working  in  the 
Panama — well,  I will  call  it  discrimination.  They  are  doing  the  same 
work  at  less  pay. 

Mrs.  Sullivan.  Maybe  this  one  wage  base  would  eliminate  all  the 
Americans.  Is  that  what  you  are  afraid  of  ? 

Mr.  Graham.  No,  the  U.S.  citizen  employee  has  no  objection  to  the 
Panamanian  citizen  employee  getting  the  same  money. 

Mr.  Heath.  On  the  differential,  it  has  been  explained  many  ways  as 
to  why  it  is  there.  There  is  one  unique  difference.  If  Mr.  Graham’s 
father  had  died,  Mr.  Graham  would  have  had  to  leave  the  canal  then. 
Once  I am  through  with  the  Company  and  I am  60  years  old  or  62, 
the  Panamanian  can  work  for  the  Company  until  70.  Sixty-two  is  the 
mandatory  retirement  for  the  U.S.  citizen.  At  that  time,  I have  no 
equity  in  a home.  Wherever  I go  in  the  United  States,  it  would  have 
been  at  least  2 years  since  the  last  time  I was  there.  Recently  because 
of  the  crime  rate  and  other  related  problems  in  large  cities,  the  U.S. 
worker  has  had  to  relinquish  his  equity  in  homes  and  apartments  in 
the  States  and  cover  that.  That  differential  covers  that.  When  you 
leave,  you  have  to  reestablish  yourself  back  into  the  old  environment; 
Over  the  years  they  have  established  what  they  call  retired  Canal 
Zone  workers  areas;  there  is  one  in  St.  Petersburg,  where  the  people 
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can  get  together  and  they  have  a common  interest  before  they  pass  on. 

Mrs.  Sullivan.  I understand  this  a little  better  now,  but  I am  still 
not  completely  clear  on  all  the  differentials. 

Mr.  Koczak.  May  we  submit  for  the  record  a letter  which  clearly 
shows  this  ? It  is  on  the  letterhead  of  the  Office  of  the  Assistant  Secre- 
tary of  Defense,  Department  of  Defense  Wage-Fixing  Authority,  and 
it  shows  that  there  are  these  three  different  computational  systems. 

For  example,  an  MG-7  would  get  $2.21.  A person  on  the  American 
rate  would  get  $4.19.  This  distinction  is  still  shown  on  this  table  on 
the  basis  of  a security  position.  This  goes  to  the  heart  of  the  problem 
that  these  witnesses  are  asserting,  that  in  fact  we  do  have  two  different 
rates  of  pay.  This  is  part  of  the  problem — of  the  sense  of  grievance 
of  a large  part  of  the  employees — they  are  not  being  paid  equitably, 
working  side-by-side  performing  equal  work,  they  are  not  receiving 
equal  pay.  To  simplify  that  and  to  bring  it  in  line  with  our  concept 
of  sovereignty,  we  ask  that  the  members  of  this  committee  regard  the 
Panama  Canal  Zone  as  part  of  American  territory  in  every  sense — 
including  employee  pay.  If  they  believe  so,  we  say  why  is  one  group 
of  persons  being  paid  $2.21  for  doing  the  same  work  that  another 
group  is  receiving  $4.19  ? 

Mrs.  Sullivan.  I think  it  would  be  good  to  make  the  figures  a part 
of  the  record  and  thus  let  us  clear  up  the  reason  why  we  seem  to  be 
so  ignorant  on  the  wage  base  question. 

This  committee  does  not  have  jurisdiction  over  employee  compen- 
sation. We  are  charged  with  the  jurisdiction  of  running  that  canal 
efficiently  and  so  forth.  The  jurisdictional  limitation  is  why  this 
gentleman  to  my  right  has  spent  all  day  yesterday  and  today  here  in 
hearings.  He  is  a staff  man  of  the  Civil  Service  and  Post  Office  Com- 
mittee. The  chairman  of  the  Post  Office  Committee  could  not  come 
because  they  are  busy  with  hearings  over  there,  so  they  sent  the  staff 
man  to  absorb  discussion  all  the  problems  that  we  are  talking  about 
today.  We  have  never  gone  into  the  wage  scale.  We  refuse  to  go  into 
it  because  it  is  not  our  jurisdiction.  But  in  order  to  get  a complete 
picture  today,  we  thought  we  should  hear  from  the  employees,  as  we 
have  done  before.  But  this  is  why  we  have  never  gone  into  this  matter 
in  real  detail.  I must  plead  ignorance  of  this  sort  of  a dual  wage  scale 
when,  since  1955,  it  was  supposed  to  be  equal  pay  for  equal  work  in 
the  Canal  Zone. 

Thank  you,  Mr.  Chairman. 

[Letter  dated  January  19,  1976,  follows:] 

Office  of  the  Assistant  Secretary  of  Defense, 
Department  of  Defense  Wage  Fixing  Authority, 

Washington,  D.C.,  January  19, 1976. 
Subject : Canal  Zone  Salary  and  Wage  Schedule. 

Headquarters,  Department  of  the  Army. 

Attention:  DAPE-CCP. 

Director  of  Civilian  Manpower  Management. 

Attention : OCMM  53. 

Department  of  the  Navy. 

Headquarters,  Department  of  the  Air  Force. 

Attention : DPCMC. 

1.  References : 

a.  Canal  Zone  Civilian  Personnel  Policy  Coordinating  Board  Memorandum, 
dated  18  April  1974,  Subject:  Interagency  Meeting — CZWB  Wage  Adjustment 
Policy,  and  inclosures  thereto. 
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b.  Department  of  the  Army  (DAPE-CP)  Memorandum  For:  Mr.  Hervey 
J.  Forest,  DoD  Wage  Fixing  Authority,  13  January  1976,  Subject:  Canal  Zone 
Wage  Adjustment,  and  inclosure  thereto. 

c.  Department  of  the  Navy  (OCMM  532:cls)  letter  to  Department  of  Defense 
Wage  Fixing  Authority,  12  January  1976,  Subject:  New  Wage  Rates  for  Canal 
Zone,  and  inclosure  thereto. 

d.  Department  of  the  Air  Force  (DPCMC)  letter  to  Department  of  Defense 
Wage  Fixing  Authority  (JDWFTS),  17  December  1975,  Subject:  Canal  Zone 
Salary  and  Wage  Schedule  and  1 January  1976  Minimum  Wage  Adjustments, 
and  inclosure  thereto. 

2.  In  accordance  with  DoD  Directive  5120.39,  “Department  of  Defense  Wage 
Fixing  Authority,”  5 June  1968,  and  as  requested  in  references  l.b.c.,  and  d., 
the  base  hourly  rates  listed  in  the  inclosure  hereto  are  authorized  for  use  in 
establishing  a revised  manual  wage  schedule  for  employees  of  the  military 
departments  in  the  Panama  Canal  Zone. 

3.  The  rates  shown  for  MG-1,  MG-2,  and  MG-3,  and  the  first  rates  shown 
MG-4,  5,  and  6 Non-Security  Positions,  are  effective  1 January  1976.  All 
other  rate  changes  are  to  be  effective  on  the  first  day  of  the  first  pay  period 
which  begins  on  or  after  1 January  1975. 

Laverne  T.  Beneman 
For  Hervey  J.  Forest, 

Chief,  Technical  Staff. 


PANAMA  CANAL  ZONE— MANUAL  NONSUPERVISORY  SCHEDULES 


Security 
positions— 
U.S.  base  rates 

Nonsecurity 

U.S.  based  rates 
all  positions- 
U.S.  base  rates 

including  tax 

positions— 

including  tax 

allowance 

base  wage  rates 

allowance 

Pay  level 

(step  2) 

(step  2) 

(step  2) 

54.19-51.98 

152.21 

4. 43-  2. 20 

12.23 

4. 68-  2. 42 

12.36 

4. 93-  2. 63 

1 2.30-52.31  ... 

5. 18-  2.  77 

1 2.35-  2.40  ... 

5. 44-  2. 98 

12.41-  2.47  ... 

5. 69-  2. 98 

2.74  ... 

5.  94-  2. 68 

3.26  ... 

6. 19-  2. 76 

4.43  ... 

1.89 

4.  55 

MG-L. 

MG-2.. 

MG-3.. 

MG-4.. 

MG-5.. 

MG-6.. 

MG-7.. 

MG-8.. 

MG-9.. 

MG-10. 

MG-11. 

MG-12. 

MG-13. 

MG-14. 

MG-15. 


56. 44 

6. 70 
6. 95 
7.20 
7.45 

7.71 


1 Rates  effective  Jan.  1, 1976,  resulting  from  FLSA  adjustments. 

Note:  The  above  rates  are  effective  on  the  1st  day  of  the  1st  pay  period  which  begins  on  or  after  Jan.  1,  1976,  unless 
otherwise  indicated. 

Mr.  Metcalfe.  Thank  you. 

I would  like  to  ask  either  Mr.  Graham  or  Mr.  Mange  a question : It 
is  my  understanding  that  in  the  1955  treaty,  there  are  no  references  to 
any  dual  wage  systems.  Now,  if  I am  correct,  let  me  raise  a question. 
If  the  Army  should  adopt  a policy  where  the  U.S.  Government  wage 
base  is  applied  uniformly  at  all  levels  of  manual  and  nonmanual 
grades,  do  you  have  any  idea  of  what  the  net  cost  result  of  that  would 
be  and,  if  you  do,  what  do  you  propose  would  be  the  method  to  pay 
for  this  cost  ? 

Mr.  Graham.  I have  no  idea  myself  what  the  cost  would  be. 

Mr.  Mauge.  Either  do  I,  Mr.  Chairman. 

Mr.  Metcalfe.  Mr.  Snyder? 

Mr.  Snyder.  I have  one  or  two  questions.  I would  observe  on  your 
last  question  that  in  response  to  the  gentleman  on  my  far  right,  the 
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chart  he  is  going*  to  put  in  the  record  makes  it  look  like  they  earn 
nearly  twice  as  much  income  for  the  U.S.  scale  as  the  Panamanian 
scale  for  the  same  job,  and  since  70  percent  of  the  employees  are 
Panamanian,  you  would  take,  say  70  percent  of  the  payroll,  and 
double  it  to  get  your  figure.  That  wouldn’t  be  exactly  right,  but  that 
gets  you  in  the  ball  park  with  that  kind  of  computation  that  you  are 
looking  for,  I would  think. 

jNIr.  Mauge.  Roughly,  the  people  that  we  are  talking  about,  I think, 
would  be  about  2,000  people. 

Mr.  Snyder.  And  their  income  practically  would  be  doubled  if  they 
went  on  the  U.S.  pay  scale. 

^Ir.  Mauge.  Right. 

]\Ir.  Snyder.  Mr.  Graham,  referring  to  page  3 of  your  statement, 
I guess  you  are  aware  of  the  fact  that  Secretary  Veysey  has  not  with- 
drawn that  proposal.  It  has  been  recommended  by  the  Governor  and 
General  McAuliffe  that  it  be  modified,  but  apparently  Secretary 
Veysey  has  a veto  power  on  that  from  the  way  things  are  constituted. 
If  you  were  here  yesterday,  we  went  into  that.  I wasn’t  successful  in 
working  that  out  for  you. 

^Ir.  Graham.  You  were  more  successful  for  us  than  you  thought. 
The  majority  of  Canal  Zone  employees  had  no  knowledge  that  it  re- 
quired Mr.  Veysey  to  be  one  of  the  agreeing  parties  to  do  anything. 
W thought  it  w as  a fair  shot,  two  against  one.  It  was  very  enlighten- 
ing. Unless  we  can  explain  this  very  carefully  to  the  people  in  the 
Canal  Zone,  we  v/ill  have  a problem.  The  Governor  was  kind  enough 
to  explain  this,  and  v/e  can  proceed  along  those  lines  with  our  people. 

Mr.  Snyder.  On  the  last  page  of  your  statement,  you  make  a recom- 
mendation which  does  concern  me,  perhaps  in  a different  light.  You 
recommended  an  office  to  be  set  up  now  within  the  Comp  any /Govern- 
ment structure  to  arrange  transfers  to  the  United  States  for  employees 
who  wish  to  leave.  I take  it  in  the  light  of  your  statement  there  are 
those  who  want  to  leave  because  they  are  unhappy  with  the  working 
conditions  and  pay.  On  the  other  hand,  it  strikes  me,  and  may  strike 
those  others  of  us  who  are  interested  in  preserving  the  Panama  Canal, 
and  our  sovereignty  over  it,  that  if  we  did  that,  we  would  be  playing 
in  the  liands  of  the  striped  pants  boys  in  the  State  Department  who 
would  like  to  see  as  many  of  you  shipped  out  as  possible. 

Mr.  Graham.  The  Federal  Mediation  Service  proposed  if  the  State 
Department  ever  does  come  clean  as  to  what  the  structure  of  this 
treaty  is  going  to  be 

Mr.  Snyder.  You  are  not  in  that  kind  of  realm  of  fantasy. 

Mr.  Graham.  The  issue  of  sovereignty  seems  to  concern  most  of  the 
emplo37ees.  We  have  a great  possibility  of  losing  our  police  force.  We 
feel  it  would  onh"  be  fair,  that  if  this  was  in  fact  going  to  be  the  case, 
we  would  retain  the  canal,  but  not  the  sovereignty,  it  would  only  be 
fair  to  provide  them  with  an  avenue  to  leave  the  Company  as  soon 
as  they  can  to  seek  employment  within  the  United  States  with  the 
assistance  of  the  U.S.  Government. 

^Ir.  Snyder.  If  they  are  successful  in  giving  this  canal  away,  they 
will  also  make  every  effort  successfully  to  remove  every  vestige  of 
Americanism  that  exists,  and  that  includes  guys  like  you.  Don’t  worry 
about  getting  out.  They  will  take  care  of  that,  much  too  soon  to  suit 
many  of  us. 

79-367—77 2o 
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Mr.  Mauge,  you  thought  an  amount  equal  to  the  tropical  differential 
should  be  paid  to  the  Panamanian  citizen  working  for  the  Company. 

Mr.  Mauge.  That  is  right. 

Mr.  Snyder.  Because  of  the  high  cost  of  living  in  the  Eepublic 
immediately  adjacent  to  the  zone. 

Mr.  Mauge.  Eight. 

Mr.  Snyder.  What  is  the  comparison  of  the  pay  scale  paid  to  the 
Panamanian  working  for  the  Canal  Company  or  the  Canal  Govern- 
ment as  opposed  to  what  he  would  make  doing  the  same  work  in  the 
Eepublic? 

Mr.  Mauge.  The  first  thing  I would  like  to  tell  you  is  that  I don’t 
like  to  answer  a question  like  that. 

Mr.  Snyder.  I didn’t  think  you  would. 

Mr.  Mauge.  Because  I don’t  think  the  question  is  fair  in  terms  of 
all  of  the  factors.  We  have  maintained  that  the  Panama  Canal  is  a 
unique  type  operation  in  which  you  have  extra  efficiency.  We  have 
maintained  in  order  for  you  to  get  extra  efficiency,  you  have  to  pay 
for  that.  The  type  of  requirement,  the  type  of  performance  that  the 
local  employee  in  the  Canal  Zone  does  is  very  different  from  Panama. 
So  making  an  analogy  between  the  two  pay  system  is  not  really  fair. 

Mr.  Snyder.  You  are  asking  for  extra  money  for  a higher  cost  of 
living  ? 

Mr.  Mauge.  Yes. 

Mr.  Snyder.  You  have  Panamanian  school  teachers  in  the  Canal 
Zone,  don’t  you  ? 

Mr.  Mauge.  Yes,  I am  one. 

Mr.  Snyder.  What  do  you  earn  ? 

Mr.  Mauge.  I make  about  the  top  step,  $15,000. 

Mr.  Snyder.  What  would  you  make  over  in  Panama  City,  right 
across  the  line  ? 

Mr.  Mauge.  That  would  be  roughly  between  $4,000  and  $5,000. 

Mr.  Snyder.  $4,000  to  $5,000? 

Mr.  Mauge.  Yes. 

Mr.  Snyder.  That  will  be  all,  thank  you. 

Mr.  Mauge.  I came  to  Howard  University  in  order  to  qualify  for 
that  job.  I met  certain  requirements  to  get  that  degree.  I believe  I 
should  be  paid  for  this. 

Mr.  Snyder.  Mr.  Mauge,  I believe  you  are. 

Mr.  Mauge.  That  is  the  whole  basis.  Panamanian  employees  are 
saying  why  is  it  that  the  U.S.  citizen  besides  base  pay,  gets  a tax 
factor  and  tropical  differential  and  has  commissary  privileges,  free 
entry — why  should  he  get  all  these  moneys  while  a Panamanian 
citizen  doing  identical  requirements  does  not  get  something  equivalent 
to  that,  and  that  is  what  we  are  espousing  here. 

Mr.  Snyder.  You  are  making  three  times  what  your  counterpart 
would  be  making  ? 

Mr.  Mauge.  Yes,  but  you  have  environmental  factors  that  are 
different.  I don’t  think  you  would  espouse  the  idea  you  are  going 
to  pay  a man  a different  amount  just  because  he  lives  in  a different 
part.  You  want  to  pay  the  man  according  to  his  ability,  his  produc- 
tion. 

Mr.  Snyder.  I think  you  ought  to  make  that  argument  so  your 
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counterparts  in  the  Eepublic  would  make  the  same  pay  you  are 

makino'. 

Mr.  ;^L\UGE.  You  have  gone  out  of  the  arena  now.  We  are  talking 
about  the  Canal  Zone.  That  is  different. 

Mr.  SxTDER.  I understand.  I have  no  further  questions. 

^Ir.  Metcalfe.  Thank  you  very  much,  ]\Ir.  Snyder. 

Does  the  counsel,  ^Ir.  Xewton,  for  the  Post  Office  Committee,  have 
any  questions  ? 

Mr.  Newtox.  I have  just  one  point  to  bring  out  by  asking  two  or 
three  questions  of  Mr.  Ivoczak  and  others  if  they  would  have  some- 
thing to  add  to  it. 

AYhat  percentage  of  employees  are  organized  in  the  Canal  Zone? 

Mr.  iVL\UGE.  I would  say  Tl  percent.  United  States  and  non-United 
States. 

Mr.  Newtox-.  MTiat  kind  of  recognition  do  you  enjoy? 

Mr.  Mauge.  Formal  recognition? 

Mr.  Yewtox.  In  the  sense  of  consultation  rights  ? 

Mr.  Wwge.  In  the  sense  of  being  told  what  is  going  to  be  done. 

Mr.  OsTER.  They  tell  you. 

Mr.  W\UGE.  They  said  they  will  give  you  a proposal  and  give  you 
an  effective  date  and  ask  you  what  you  think. 

Mr.  Yewtox.  lYlien  did  5^011  first  learn  the  proposals  made  by  the 
Assistant  Secretary  of  Army  as  I understand  it  ? They  are  in  the  con- 
sultation stage  now  until  early  April. 

Mr.  Lewis.  They  also  have  dues  deduction. 

Mr.  Yewtox'.  Under  the  formal  recognition  ? 

Mr.  Lewis.  Yes. 

Mr.  OsTER.  IVe  were  called  into  a meeting  and  the  Governor  pre- 
sented us  with  the  proposals.  At  that  point  in  time,  we  were  informed 
of  that. 

Mr.  Koczak.  Our  concern  about  this  was  indicated  to  the  Depart- 
ment of  Army.  There  are  about  70  percent  of  the  employees  in  the 
Panama  Canal  Zone  who  want  to  have  genuine  labor-management 
relations  and  yet  they  are  limited  to  a so-called  formal  consultative 
status.  “Consultation  does  not  mean  here  what  it  means  in  the  United 
States.  Our  concern  is  that  this  territory  is  American  territory.  The 
Secretary  of  the  Army  has  used  “outside  the  United  States”  in  a way 
that  does  not  appear  appropriate  and  these  people  are  denied  their 
rights  to  enjoy  Executive  Order  11491.  There  are  70  percent  of  the 
people  who  are  prepared  to  negotiate  with  him  under  the  same  terms 
as  anj^  other  Federal  employee  in  the  United  States. 

Mr.  Newtox.  There  has  been  testimony  regarding  the  two  specific 
recommendations.  Isn’t  there  a third  recommendation  that  the 
Governor  made,  that  a study  group  be  formed  to  include  labor  orga- 
nizations under  the  Executive  Order  11491,  or  is  that  a formal  study 
group  ? 

Mr.  OsTER.  It  has  been  implemented  and  we  have  entered  into  dis- 
cussion with  the  Company  and  among  the  labor  union. 

Mr.  Newtox-.  Is  there  a timeframe  for  completing  the  study  ? 

Mr.  OsTER.  No. 

Mr.  Newtox".  All  labor  organizations  that  have  recognition  are 
included  in  that  study  group  ? 
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Mr.  Mauge.  Right. 

Mr.  Newton.  Thank  you.  That  is  all. 

Mr.  Metcalfe.  Thank  you,  Mr.  Newton.  Let  me  ask  you  labor 
reps  a question.  Did  you  not  have  a meeting  with  the  Secretary  of 
the  Army  on  March  3?  Referring  back  to  your  original  statements 
and  your  responses  to  Mr.  Newton’s  question  about  the  labor- 
management  relationship  in  which  you  have  rights,  you  said  you 
were  called  in  and  told  what  would  happen  on  the  wage  base  dis- 
cussion on  March  3.  Were  any  of  you  gentlemen  present  at  that  con- 
ference or  at  that  meeting  ? 

Mr.  Graham.  Yes. 

Mr.  Lewis.  Yes. 

Mr.  Koczak.  Yes. 

^Ir.  Metcalfe.  Does  the  statement  apply  that  you  were  told  rather 
than  asked  what  will  happen  with  respect  to  the  wage  base  proposal  ? 

Mr.  Oster.  Correct. 

Mr.  Metcalfe.  Was  there  a dialog  there  or  was  it  presented  as  you 
have  testified  this  afternoon  ? 

Mr.  Graham.  Presented  by  the  Panama  Canal  Company  ? 

Mr.  Metcalfe.  No,  the  Secretary  of  the  Army. 

Mr.  Oster.  It  is  something  similar  to  what  we  are  doing.  We  pre- 
sented position  papers  and  tried  to  get  some  response  from  Mr. 
Veysey  and  the  results  were  negative.  If  Congress  can’t  even  get 
an  answer  out  of  them,  how  could  we? 

Mr.  Koczak.  Mr.  Chairman,  very  clearly,  Ave  had  pointed  out  that 
the  proposals,  as  they  Avere  launched,  for  changes  in  Avages  and  salary 
certainly  didn’t  eA^en  constitute  consultation.  Secretary  Veysey  in- 
sisted that,  in  his  mind,  they  did.  The  discussion  thereafter  turned 
on  a semantical  definition  of  Avhat  does  consultation  constitute.  From 
his  standpoint,  it  is  to  communicate  a letter.  We  pointed  out  that,  in 
genuine  consultation,  there  Avould  not  be  a deadline.  The  very  fact 
that  it  was  indicated  that  these  rates  Avould  come  into  effect  on  J uly 
1,  Avas  presented  more  in  the  form  of  an  ultimatum,  rather  than  a 
consultation.  We  didn’t  construe  Avhen  you  consulted  on  problems  and 
you  exchanged  views  that  one  side  could  issue  an  ultimatum  as  to  the 
date  when  it  intended  to  terminate  the  consultation  and  install  the 
rates  at  its  own  discretion. 

Mr.  Metcalfe.  Thank  you  very  much.  Before  we  conclude  the 
hearing  of  this  panel,  I Avant  the  record  to  reflect  my  feelings  in 
regard  to  the  questions  that  I asked  about  the  wage  base  being 
applied  uniformly.  I Avant  the  record  to  show  that  my  question  was 
not  intended  to  mean  that  I Avas  in  opposition  to  the  wage  base  being 
applied  uniformly.  I don’t  Avant  a disparity  in  regard  to  my  position. 
I don’t  want  you  to  think  I Avas  leading  you  doAvn  a particularly 
difficult  path  in  terms  of  vchat  is  right  and  Avhat  is  equitable  doAAUi 
in  the  zone. 

I have  no  further  questions. 

There  are  no  other  questions. 

We  want  to  express  our  thanks  A^ery  much  to  this  A^ery  distin- 
guished panel  for  the  presentation  you  have  given  us  this  afternoon. 
Thank  you,  each  and  every  one. 
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Mr.  Metcalfe.  We  have  one  more  witness.  Dr.  Cheville,  from  the 
Pacific  Civic  Council. 

Doctor,  we  look  forward  to  seeing  you  again  and  we  look  forward 
to  your  testimony. 

STATEMENT  OF  DE.  KICHAED  CHEVILLE, 

PACIFIC  CIVIC  COUNCIL 

Dr.  CiiE\uLLE.  Chairman  ^letcalfe,  Chairman  Sullivan,  and  mem- 
bers of  the  subcommittee,  my  name  is  Eichard  Cheville,  and  I am  a 
member  of  the  Pacific  Civic  Council,  one  of  several  civic  councils  in 
the  Canal  Zone.  These  councils,  composed  of  democratically  elected 
representatives  of  various  townsites  in  the  Canal  Zone,  function  as  a 
sounding  board  and  advisory  group  to  the  Governor  and  other  canal 
officials  regarding  community  affairs.  This  presentation  is  made 
possible  by  contributions  from  a broad  sj)ectrum  of  residents,  includ- 
ing electricians,  teachers,  physicians,  locks  foremen,  ship  pilots,  ac- 
countants, policemen,  machinists,  and  housewives,  to  mention  but  a 
few  of  the  occupations  represented  in  the  Canal  Zone  community. 

MT  greatly  appreciate  the  opportunity  Chairman  Metcalfe  and  the 
Panama  Canal  Subcommittee  have  given  us  to  speak  on  issues  of 
great  concern  to  us.  By  tradition,  the  civic  councils  have  not  ad- 
dressed personnel  matters  or  conditions  of  employment,  but  recent 
proposals  from  the  Canal  Zone  Civilian  Personnel  Policy  Coordinat- 
ing Board  announced  to  civic  councils  and  labor  unions  have  affected 
our  community  so  adversely  we  would  feel  negligent  not  to  focus  on 
them  during  the  time  allowed  us. 

Last  year,  a civic  council  delegation  presented  testimony  to  this 
subcommittee  concerning  the  fear  of  PLS.  residents  of  the  Canal 
Zone  that  jurisdictional  change  might  be  implemented  by  executive 
action  rather  than  through  a ratified  treaty.  At  that  time,  these 
representatives  predicted  that  “the  continued  deterioration  of  em- 
ployee morale  would  ultimately  effect  the  general  operation  of  the 
canal.”  Sadly,  that  prophecy  has  been  fulfilled. 

It  shouldn’t  be  necessary  to  again  discuss  this  problem  since  civic 
council  and  labor  representatives  both  here  and  in  the  Canal  Zone 
have  stated  in  almost  everv  possible  way  to  Congressmen.  Assistant 
Secretary  Yeysey,  the  Canal  Zone  administration.  Ambassador 
Bunker,  members  of  the  press,  and  in  fact  almost  anvone  who  vmuld 
listen  that  the  U.S.  citizen  worker  of  the  Panama  Canal  Company/ 
Canal  Zone  Government  is  increasingly  frustrated  and  demoralized. 
The  recent  “sickout”  of  a number  of  key  employees  was  but  the  cul- 
mination of  a process  which  began  following  the  tragic  confrontation 
of  1961  between  the  Imited  States  and  the  Eepublic  of  Panama. 

The  question  we  ask  today  is,  do  you  want  U.S.  citizen  civilian 
employees  to  continue  in  the  operation  of  the  canal?  This  is  not  a 
plea  for  sympathy  for  the  poor  Zonian:  we  are  simply  saying  there 
is  a limit  in  the  erosion  of  economic  benefits  and  community  facilities 
beyond  which  employees  will  leave  or  perhaps  worse,  stay  without 
any  interest  in  their  work.  There  is  a stereotype  zone  ]:»icture  of 
manicured  lawns,  golf  courses,  linen  suits,  and  posh  clubs.  This 
makes  good  newspaper  copy,  but  in  reality  this  paradise  never  really 
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existed.  Even  today  many  of  us  live  in  houses  finished  like  Illinois 
barns,  having  open  studs  and  a single  la3^er  of  boards  between  in- 
doors and  outdoors.  If  a U.S.  citizen  civilian  presence  is  still  needed, 
adequate  salaries  and  amenities  of  life  must  be  continued. 

The  civilian  career  employee  has  endured  12  years  of  on-again, 
off-again  treaty  negotiations  which  have  maintained  a continuous 
undertone  of  anxiety  and  uncertainty  about  the  future.  Daily  ex- 
posure to  Panama’s  aspirations  in  a new  treaty  through  radio, 
television,  and  newspapers  in  the  Republic  have  heightened  this  all- 
pervasive  atmosphere  of  insecurit}^  During  these  long,  frustrating 
3^ears  there  have  been  no  concrete,  comforting  statements  from  our 
own  Department  of  State  and  Company  administration  to  ease  these 
fears.  The  ecology  of  uncertainty  favored  the  growth  of  rumors  and 
half-truths  which  have  taken  an  additional  toll.  Ambassador  Bunker 
and  other  members  of  the  treaty  team  have  met  with  civic  council 
and  labor  representatives,  but  the  noncommittal  answers  in  vague, 
diplomatic  language  vrere  more  unsettling  than  reassuring.  Both 
Governors  Parker  and  Parfitt  have  been  sympathetic  with  our  crav- 
ing for  information,  but  were  not  free  to  release  solid  data  about  our 
futures  under  a new  treaty.  Without  such  information  the  vast 
majority  of  zone  residents  have  had  no  choice  but  total  rejection  of 
a new  treaty  arrangement.  Many  employees  believe  the  current 
austerity  proposals  are  rooted  in  treater  negotiations  between  the 
United  States  and  the  Republic  of  Panama,  aimed  at  removing 
irritants;  and  that  the  financial  situation  of  the  Company  is  a handy 
vehicle  for  their  implementation. 

Living  with  an  austerity  program  in  the  Canal  Zone  is  no  recent 
development.  Employees  have  for  years  watched  the  pruning  back 
of  services  and  community  facilities — fewer  stores,  closed  theaters, 
and  the  replacement  of  snack  shops  and  restaurants  by  coin-operated 
food  machines.  Formerly  auto  servicing  and  electrical  appliance  re- 
pair could  be  paid  for  by  the  employee.  These  are  no  longer  available, 
and  now  the  cutbacks  have  accelerated. 

The  employee  has  been  fully  cognizant  of  financial  losses  faced  hy 
the  Panama  Canal  Company.  The  world -wide  inflation  which  has 
strapped  the  canal  operation  has  touched  our  pocketbooks  as  well. 
The  temporary  decrease  in  ship  transits  caused  by  an  international 
recession  has  made  the  economic  impact  of  the  price-wage  spiral  even 
more  severe.  The  employee  feels  he  is  being  asked  to  share  an  unfair 
proportion  of  the  cutbacks  taken  to  curb  the  deficit.  In  the  62  years 
since  the  canal  opened,  tolls  have  only  been  increased  once,  a rela- 
tively modest  19  percent  in  1974.  In  contrast,  the  cost  of  labor  and 
goods  have  virtually  doubled  since  1968.  According  to  the  American 
Federation  of  Government  Emplo^^ees,  charges  by  shippers  for 
marine  transport  of  goods  has  increased  by  251  percent  since  the 
Canal  Company  reorganization  in  1951.  In  the  face  of  inflation. 
Genera]  Motors  and  U.S.  Steel  do  not  flinch  while  announcing  annual 
price  hikes:  yet  a raise  in  canal  tolls,  a small  part  of  shippers’  total 
costs,  is  seen  as  an  unfair  burden. 

Recent  proposals  b^^  the  Canal  Zone  Civilian  Personnel  Polic}^ 
Coordinatijig  Board,  which  emplo^^ees  associate  with  Assistant  Sec- 
retary of  the  Arm}^  Victor  Veyseiq  Avere  the  proA^erbial  last  straAv, 
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releasing  a flood  of  anger,  frustration,  and  despair,  the  final  results 
of  which  are  not  yet  visible.  In  a short  period  of  time,  the  employee 
has  been  asked  to  adjust  to  and  cope  with  proposed  and  actual 
changes  threatening  his  economic  well-being  and  future  security.  A 
partial  list  includes  reductions  in  force,  a wage  freeze  for  employees 
in  several  grades,  a possible  decrease  in  annual  leave  time,  diminished 
medical  facilities,  elimination  of  grocery  stores,  and  an  attack  on  the 
tropical  differential.  What  do  some  of  these  changes  mean  in  the 
every  day  life  of  the  worker  ? 

Employees  in  grade  MG-10,  the  most  experience  and  skilled  crafts- 
men, electricians,  plumbers,  and  carpenters,  face  a wage  freeze  of  5 
to  10  years  duration.  Currently,  those  in  the  top  step  of  this  grade 
enjoy  gross  income  of  $17,243.  Assuming  an  8-year  freeze  combined 
with  an  average  annual  inflationary  rate  of  12  percent,  hardly  an 
extreme  extrapolation,  his  yearly  purchasing  power  at  the  end  of  the 
freeze  in  today's  currency  would  be  $6,201.  Their  morale  is  low  and 
many  in  canal  management  believe  the  loss  of  this  cadre  of  craftsmen 
will  signal  the  end  of  efficient  operation  of  the  waterway. 

The  Canal  Zone  leave  system  and  the  tropical  differential  were  a 
portion  of  the  compensation  package  used  to  attract  us  to  the  Canal 
Zone,  part  of  an  implied  contract  between  us  and  our  employers. 
These  compensate  us  for  the  additional  expense  of  living  and  work- 
ing outside  the  United  States.  The  money  and  time  cost  to  us  of 
attending  our  parents’  Golden  Wedding  Anniversaries,  dealing  with 
an  illness  in  our  families,  acquiring  continued  training  to  stay  cur- 
rent in  our  professions,  and  sending  our  children  to  college  are 
greater  than  for  our  counterparts  in  the  States.  Even  with  the 
differential  many  employees  receive  no  more  and  often  less  than 
those  in  equivalent  Federal  job  positions.  Health  Bureau  physicians 
would  be  earning  as  much  as  $13,000  a year  more  than  their  present 
salaries,  including  the  differential,  if  they  were  in  the  Veterans 
Administration. 

An  employee  living  in  Gamboa,  population  791;  Gatun,  653;  and 
Margarita,  1,113,  may  soon  find  no  place  to  buy  groceries  and  other 
household  necessities,  not  even  a 7-11  store.  Such  a situation  in 
similar  towns  in  Vorth  Dakota  or  Kentucky  is  beyond  imagining. 

Coco  Solo  Hospital,  on  the  Atlantic  side  of  the  Canal  Zone,  which 
has  35,000  active  patient  records  and  serves  not  only  Panama  Canal 
employees  but  military  personnel,  seamen,  and  passengers  transiting 
the  canal,  is  scheduled  for  reduction  to  a dispensary-clinic.  In-patient 
care  will  be  available  by  highway  through  the  Kepublic  of  Panama, 
an  hour  and  a half  away  from  the  Caribbean  communities. 

The  cumulative  effect  of  tliese  building  pressures,  combined  with 
anxiety  about  job  security,  resulted  in  the  recent  shutdown  of  the 
canal : an  event  that  was  not  an  orchestrated  labor  union  tactic  but 
a spontaneous  act  of  desperation  and  anger.  Efforts  to  communicate 
])v  conventional  means  had  been  exhausted  with  no  apparent  effect. 
>\[ost  employees  continued  working,  but  felt  equally  frustrated  and 
were  sympathetic  with  those  calling  in  “sick.”  Many,  such  as  the 
teachers,  are  not  touched  by  the  proposed  wage  freeze,  but  are  con- 
vinced they  will  be  next.  Others  put  their  jobs  on  the  line  as  an 
expression  of  solidarity  with  their  fellow  workers.  A frequently 
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heard  explanation  was,  ‘‘There’s  nothing  to  lose,  and  the  outcome  will 
show  whether  it’s  worth  staying  or  not.” 

The  situation  we  have  tried  to  paint  of  uncertainty,  anger,  and 
despondency  has  long  eroded  employee  morale,  but  only  recently 
begun  to  lower  worker  efficiency.  Employees  of  the  canal  organiza- 
tion are  as  varied  as  the  constituents  of  any  of  your  congressional 
districts.  The  main  unifying  force  since  1903  has  been  pride  in  the 
canal,  first  in  its  construction  and  later  its  operation  as  an  inter- 
national waterway.  Today,  that  legacy  of  pride  has  been  bankrupt 
by  the  recently  accelerated  erosion  of  the  returns  of  our  work  super- 
imposed on  a dozen  years  of  uncertainty.  Governor  Harold  Parfitt 
has  the  respect  and  confidence  of  the  community  and  is  thought 
to  have  been  our  advocate  during  the  deliberations  of  the  Panama 
Canal  Company  Board  of  Directors  and  the  Canal  Zone  Civilian 
Personnel  Policy  Coordinating  Board;  but  he  appears  powerless  to 
stem  the  tide  of  adverse  decisions.  No  one  agency  appears  to  have 
authority  to  alter  the  situation.  Inquiries  yield  a runaround  of  De- 
partment of  Defense,  the  State  Department,  the  administration,  the 
General  Accounting  Office,  and  the  Congress. 

Canal  Zone  employees  are  telling  each  other  hoAv  much  they  would 
like  to  retire,  get  out  of  the  tense  atmosphere,  and  forget  the  whole 
canal  situation.  A mini-exodus  has  already  started.  Many  others  are 
using  their  vacations  to  look  for  jobs  in  the  United  States.  All  em- 
ployees are  watching  what  happens  to  the  Canal  Zone  Civilian  Per- 
sonnel Policy  Coordinating  Board’s  proposals.  There  may  not  be 
another  confrontation;  the  U.S.  citizen  employee  may  just  give 
up.  Younger  employees  and  those  with  occupations  in  demand  in  the 
United  States  will  perceive  more  debits  than  credits  to  staying  and 
will  gradually  leave.  Those  with  too  many  years  invested  to  go  will 
hardly  be  a dedicated  and  efficient  work  force.  Such  a situation  does 
not  coincide  with  Mr.  Veysey’s  expressed  desire  that  the  canal  op- 
erate as  a “showplace  of  American  efficiency  and  industry.” 

Our  question  to  the  Department  of  the  Army,  the  Congress,  the 
Department  of  State,  the  Government  of  the  Republic  of  Panama, 
and  the  shipping  lobby  is,  “Do  you  want  the  continued  presence  of 
the  U.S.  citizen  civilian  worker  in  the  canal  operation?”  If  the  ans- 
wer is  positive,  a price  must  be  paid  in  wages  and  benefits.  Officials 
tell  us,  “You  will  be  taken  care  of,”  but  official  actions  suggest  the 
U.S.  employee  is  only  needed  to  train  Panamanian  replacements 
under  a new  treaty  and  will  then  be  released  at  minimum  cost  to  the 
U.S.  Government. 

If  we  are  no  longer  wanted,  tell  us  frankly  and  openly.  If  our 
presence  is  still  needed  and  desired,  we  petition  the  following : 

(1)  That  the  Congress  take  steps  to  assure  that  the  impending 
proposals  are  not  implemented. 

(2)  That  Congress  look  for  a means  to  finance  the  canal  deficit 
that  will  involve  balanced  participation  by  shippers  and  the  U.S. 
Treasury,  with  consideration  of  waiving  canal  construction  debts, 
as  was  done  for  the  Tennessee  Valley  Authoriffi^ 

(3)  That  the  Congress  mandate  a program  of  job  transfer  and 
relocation  assistance  to  U.S.  employees  who  wish  to  return  to  the 
United  States  if  a new  treaty  is  enacted,  and  that  such  assistance  con- 
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tinue  through  a transition  period  for  those  willing  to  try  the  new 
circumstances  before  deciding  to  stay  or  leave. 

(4)  That  the  Congress  provide  the  U.S.  citizen  employee  with 
concrete,  clear  answers  regarding  his  future  in  the  Canal  Zone  and 
concerning  his  rights  and  benefits  under  the  labor  annex  of  the 
proposed  treaty,  now. 

(5)  That  the  Congress  support  legislation  to  provide  a full-time 
representative  in  Washington  from  the  Canal  Zone. 

(6)  This  week  before  this  subcommittee  labor  representatives  will 
discuss  their  desire  for  collective  bargaining  for  unions  and  associa- 
tions and  contracts  between  the  Company /Government  and  the  em- 
ployee. We  urge  Congress  to  support  them  in  these  requests. 

Again,  we  wish  to  thank  you  for  your  invitation  to  these  hearings 
to  present  our  concerns  and  desires. 

Mr.  Metcalfe.  Thank  you  very  much.  Dr.  Cheville.  We  do  have 
a call  for  a quorum  and  the  Chairman  has  indicated  she  will  remain 
here.  Let  me  make  one  observation  in  regard  to  your  statement.  I was 
impressed  by  your  second  paragraph,  second  sentence,  where  you 
say: 

By  tradition,  the  civic  councils  have  not  addressed  personnel  matters  or 
conditions  of  employment,  but  recent  proposals  from  the  Canal  Zone  Civilian 
Personnel  Policy  Coordinating  Board  announced  to  civic  councils  and  labor 
unions  have  affected  our  community  so  adversely  we  would  feel  negligent  not 
to  focus  on  them  during  the  time  allowed  us. 

And  you  proceed  to  support  that  thesis  in  the  rest  of  your  pres- 
entation, which  causes  me  to  give  recognition  to  the  fact  that  in  all 
of  the  hearings  that  we  have  had  today  and  yesterday,  that  Gov. 
Harold  Parfitt  has  been  present  and  is  expected  to  be  present  in 
tomorrow’s  hearing.  I think  this  means  he  certainly  is  here  to  learn 
and  to  listen  and  to  participate,  and  I think  we  ought  to  give  recog- 
nition of  his  attendance  in  all  of  the  hearings.  I just  want  to  be  so 
recorded  on  this  matter. 

Mr.  Snyder.  I am  going  wdth  you  to  make  a quorum.  I anticipate 
there  will  be  a vote  right  after  that. 

Mr.  Metcalfe.  I will  not  be  back,  and  tomorrow,  because  of  a very 
serious  commitment  in  Chicago,  Madam  Chairman  has  consented  to 
preside  over  the  hearings.  I regret  that  I will  have  to  be  absent.  I 
wish  I could  be  in  two  places  at  one  time,  but  I certainly  will  read 
the  transcript.  I thank  you  all  very  much.  Especially  do  I want  to 
express  my  thanks  and  appreciation  to  Mrs.  Sullivan  for  all  her 
work  and  her  continuing  demonstration  of  great  concern.  She  is 
vitally  concerned  about  what  is  happening  in  Panama  and  I can  at- 
test to  that. 

Thank  you  very  kindly. 

]NIrs.  Sullivan,  (presiding).  Mr.  Cheville,  it  is  good  to  have  you 
here. 

Dr.  Cheville.  Thank  you. 

Mrs.  Sullivan.  The  concern  that  you  have  expressed  in  your  state- 
ment with  respect  to  the  problems  of  all  of  the  people,  or  at  least 
all  our  Americans,  anyway,  who  live  within  the  Canal  Zone,  is 
one  concern  that  we  understand.  We  have  heard  it  before  and  we 
appreciate  what  all  of  you  are  going  through.  I don’t  have  too 
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many  questions  to  ask  you,  but  I do  want  to  know  wdiat  cutbacks  in 
community  services  do  the  United  States  citizens  in  the  Canal  Zone 
resent  most  ? 

Dr.  Cheville.  I would  like  to  answer  that  in  two  ways  really. 
First,  there  has  been  a fairly  long  austerity  program  in  some  of  the 
marginal  amenities  of  the  community.  I don’t  think  that  there  is  any 
one  thing  particularly  that  overrides  all  the  others.  I think  it  has 
been  the  cumulative  effect  of  at  least  over  a decade’s  time  in  this 
regard,  although  I suspect  if  you  talk  to  people  in  the  Caribbean 
community,  they  would  focus  on  the  hospital  as  being  the  thing 
that  they  feel  most  threatened  with  at  the  present  time. 

They  also  would  be  very  unhappy  at  the  fact  that  there  really 
will  be  no  place  short  of  driving  some  distance  to  buy  even  a quart  of 
milk  during  the  day  on  a weekday. 

Mrs.  Sullivan.  I can  appreciate  the  uncertainty  of  everyone 
working  there  in  the  Zone  knowing  that  these  negotiations  have 
been  dragging  on  since  the  midsixties,  even  though  there  has  been 
an  interim  stoppage  of  them.  But  we  don’t  know  the  answer  to 
that  treaty  question  yet.  I don’t  think  we  will  hear  anything  sub- 
stantive until  after  the  elections.  I am  sure  they  v/ill  hold  out. 

Dr.  Cheville.  If  I could  add  something,  I think  the  lack  of  con- 
crete information  may  have  been  the  most  detrimental  factor  over 
the  long  haul  because  if  somebody  has  a difficult  task  or  decision  to 
make  that  affects  his  life,  it  is  very  easy  to  create  tigers  under  the 
bed  or  bogeymen  in  the  closet.  All  of  that  will  continue  until  our 
futures  are  clarified. 

Mrs.  Sullivan.  We  have  expressed,  in  probably  a little  different 
manner,  to  our  negotiators,  the  same  concerns  because  we  are  not 
told  what  is  happening.  Even  though  we  have  closed  the  meetings 
so  that  they  could  discuss  the  matter  with  us,  and  we  have  never  been 
known  to  betray  their  confidence  when  they  did  try  to  tell  us  some- 
thing, we  know  little.  Most  of  our  information  comes  out  of  the 
newspapers.  We  are  having  the  negotiators  in  tomorrow,  I think. 
We  probably  will  close  the  meeting  at  that  time  to  see  if  we  can  get 
some  information  on  what  has  happened  up  to  now,  but  I realize 
that  you  have  to  live  and  work  on  faith  right  now  within  the  Canal 
Zone  area,  and  it  is  difficult.  We  just  have  to  do  the  very  best  we  can 
and  keep  up  the  morale  as  much  as  we  can.  I want  you  to  know 
that  everyone  of  us  here  in  this  committee  and  in  the  other  com- 
mittees are  concerned  with  the  people  in  the  Canal  Zone  and  we 
have  just  as  much  feeling  about  the  uneasiness  as  you  people  who 
are  down  there  have,  and  we  have  tried  to  express  this.  I did  ex- 
press it  during  the  sickout  a few  weeks  ago.  I appealed  to  the  em- 
ployees not  to  walk  out,  not  to  stay  away,  because  a job  action  would 
only  make  the  matters  worse.  I hope  that  this  thinking  will  prevail 
in  the  near  future  while  these  decisions  are  being  made.  I don’t  know 
what  the  Secretary  of  the  Army  plans  to  do  on  the  proposals  they 
have  made.  All  we  get  from  the  Secretary  is:  They  are  only  pro- 
posals, there  is  nothing  definite.  We  of  the  committee  are  still  work- 
ing on  these  matters,  and  I think  you  have  to  just  be  patient. 

Tell  me,  what  would  be  the  single  most  important  action  that 
could  be  taken  to  restore  the  employees’  confidence  in  the  Company 
and  the  United  States  ? 
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Dr.  Cheville.  I will  have  to  say  two,  I can’t  split  that  up : I think 
the  first  thing  would  be  the  employees  and  the  citizens  of  the  Canal 
Zone  have  a great  deal  of  respect  and  affection  for  Governor  Parfitt. 
"Wliat  you  have  expressed,  you  and  Chairman  Metcalfe,  is  shared  by 
us  and  he  should  be  supported  in  any  arrangements  he  made  to  quiet 
a situation  that  was  even  more  explosive  than  it  actually  became. 

And  that,  secondly,  some  kind  of  conclusion  be  drawn  about  the 
negotiations.  I think  it  is  simply  impossible  to  quell  people’s  fears 
until  something  is  done  and  they  know  concretely  1,  2,  3 what  it  is 
going  to  mean  and  what  is  going  to  liappen. 

Mrs.  Sullivan.  I think  we  can  assure  you  of  our  feelings  toward 
the  Governor — ^but  I don’t  think  we  have  to  assure  you  of  them.  I 
think  he  has  your  confidence  and  the  confidence  of  the  workers. 

I do  want  to  ask  you  to  have  confidence  in  us  and  I ask  you  to 
bring  that  message  back  to  your  people.  I cannot  tell  you  the  answer 
because  we  don’t  know  it.  "We  don’t  know  what  the  answer  is  going 
to  be  to  the  main  question  of  the  final  recommendation  to  the  Sec- 
retary. So  for  the  present  we  just  have  to  live  with  the  problem  and 
live  in  high  hopes,  and  we  must  also  keep  tr3dng.  from  our  point  of 
view,  to  stay  as  calm  and  positive  about  the  matter  as  we  possibly 
can.  I think  if  you  take  that  message  home  to  those  who  have  encour- 
aged you  to  come  up  here,  I think  it  will  do  a great  deal  to  make  them 
realize  that  they  are  not  being  forgotten.  We  have  these  problems  and 
they  have  to  be  met  and  we  will  continue  to  try  to  meet  them. 

Do  you  know  enough  to  make  comment  about  the  bill  that  we  have 
introduced,  which  is  designed  to  either  postpone  or  find  some  way 
of  postponing  the  interest  payments  that  are  annually  made  to  the 
Treasury  by  the  Company  ? 

Dr.  Cheville.  In  a general  way  I do.  I will  simply  have  to  confess 
it  is  enough  outside  my  area  of  personnel  expertise  not  to  be  able 
to  dot  the  “i’s”  and  cross  the  “t’s,”  but  I think  in  general  yes,  and 
I think  in  general  people  living  in  the  Canal  Zone  are  aware  of  that. 

Mrs.  Sullivan.  As  long  as  they  are  aware  of  the  fact  that  we  in  the 
Congress  are  trying  to  find  some  way  to  lessen  the  deficit  for  the 
moment,  that  is  the  important  thing.  The  details  of  the  legislation  I 
don’t  think  concern  them.  What  obviously  concerns  them  the  most  is 
what  will  happen  to  their  salaries  and  their  own  income. 

And  I think  those  of  us  here  in  the  Congress  are  as  of  one  mind 
that  the  deficit  should  not  be  taken  out  on  the  employees  because  it  is 
certainly  not  the  fault  of  the  employees  that  transits  are  down. 

As  I mentioned  before,  the  details  of  all  the  dual  wage  scale  were 
never  investigated  by  this  committee.  As  long  as  we  were  assured 
that  there  was  equal  pay  for  equal  work,  and  that  is  what  we  were 
assured  that  was  enough.  Of  course,  we  recognized  the  differential, 
as  we  speak  of  it,  is  the  tropical  differential  t]iat  the  Americans 
have  been  given  and  the  Panamanians  are  not  given.  Now  it  seems 
there  is  a different  type  of  differential.  We  will  join  with  our  Com- 
mittee on  Civil  Service  to  get  more  detail  on  that  difference  in  wages 
so  that  we  have  a better  understanding  of  it. 

Mr.  Nonnenmacher,  would  you  have  any  questions  which  Mr. 
Snyder  would  like  to  ask  ? 

Mr.  Nonnenmacher.  Yes;  thank  you,  ^ladame  Chairman.  Mr. 
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Cheville,  I know  Mr.  Snyder  would  like  to  express  his  appreciation 
of  the  sacrifices  the  people  back  in  the  zone  made  to  send  you  up 
here.  It  certainly  demonstrates  their  deep  concern,  which  we  rec- 
ognize. I would  like  to  ask  a question  based  on  your  third  paragraph 
on  page  1.  You  mentioned  that  last  year  you  submitted  testimony 
expressing  the  fear  that  a jurisdictional  change  might  be  supple- 
mented by  executive  action,  rather  than  through  a ratified  treaty. 
While  you  don’t  mean  the  sentence  “the  prophecy  has  been  fulfilled” 
refers  to  that  particular  fear,  nevertheless,  do  you  feel,  as  of  now, 
that  certain  jurisdictional  changes  have  been  made?  Plave  you  seen 
the  taking  over  of  certain  functions  by,  let  us  say,  the  National 
Guard,  certain  functions  that  they  had  no  part  in  previously,  or  any- 
thing of  that  nature  ? 

Dr.  Cheville.  I think  there  have  been  some  difficulties  in  that 
regard  at  the  border.  If  I am  not  mistaken,  Mr.  Drummond  who  is 
the  president  of  the  Policeman’s  Union  will  be  speaking  about  those 
tomorrow  and  could  clarify  them  much  better  than  I could.  I must 
say  my  information  in  this  regard  would  have  to  be  called  com- 
munity gossip ; except  for  some  things  like  that,  I think  there  have 
been  no  changes  since  the  subcommittee  hearing  last  year  which 
resulted  in  assurances  from  Mr.  Ford  that  such  jurisdictional  changes 
would  not  occur  outside  of  the  formal  treaty  route. 

Mr.  Nonnenmacher.  You  expressed  this  “ecology  of  uncertainty,” 
which  is  an  admirable  phrase.  Going  further  beyond  what  Mrs.  Sulli- 
van said,  because  of  the  debate  in  the  House  of  Representatives  on 
the  Snyder  amendment  on  three  different  occasions,  the  people  in  the 
Canal  Zone  should  know  the  State  Department  can’t  really  clarify 
the  situation  for  them  because  it  is  carrying  out  negotiations  that 
don’t  have  the  support  of  the  Flonse.  The  debates  gave  the  State 
Department  reasons  for  uncertainty. 

I think  the  people  who  sent  you  up  here  should  take  some  hope 
from  the  fact  that  Congress,  in  the  last  analysis,  will  make  the  final 
decision.  The  hearing  tomorrovc  should  bring  out  some  of  the  feeling 
of  this  committee  in  that  regard. 

The  last  question  is  based  on  your  last  sentence  on  page  3 where 
you  say : 

If  the  answer  is  positive,  a price  must  be  paid  in  wages  and  benefits.  Officials 
tell  us,  “You  will  be  taken  care  of,”  but  official  actions  suggest  the  U.S.  em- 
ployee is  only  needed  to  train  Panamanian  replacements  under  a new  treaty 
and  will  then  be  released  at  minimum  cost  to  the  U.S.  Government. 

We  have  read  something  in  the  press  down  there  to  the  effect 
that  the  zonians  fear  this.  Could  you  enlarge  upon  this  to  show  that 
there  have  been  actual  statements  made  to  this  effect  ? 

Dr.  Cheville.  I think  not.  I think  the  wording  of  my  statement 
is  vague  and  it  will  have  to  remain  vague  except  for  places  where  I 
quoted  some  specific  data.  What  I tried  to  do  is  paint  how  the  em- 
ployee in  the  Canal  Zone  feels.  Many  people  feel  in  fact  that  the  re- 
cent proposals  identified  with  Assistant  Secretary  Veysey  are  in  fact 
related  to  the  treaty  and  that  the  necessity  for  austerity  program 
because  of  the  Canal  Company  losses  only,  furnished  a handy  vehicle 
to  make  the  changes  that  would  occur  should  a treaty  be  enacted 
easier  to  put  into  effect.  I think  many  employees  believe  that.  Have 
I made  myself  clear  ? 
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Mr.  Nonnenmaciier.  Yes.  Would  you  say  the  greater  or  lesser 
number  of  the  American  citizens  working  for  the  Canal  Company 
feel  that  the  treaty  will  go  through  and  that  their  job  tenure  is 
limited,  as  your  statement  tends  to  indicate? 

Dr.  Cheville.  I think  most  of  the  employees  feel  one  way  or  the 
other  at  different  times.  The  situation  where  we  live  is  different  from 
being  in  the  Nation’s  Capital  in  that  it  is  immediate.  It  does  mean 
job  changes.  We  have  no  choice  but  to  read  the  newspaper,  listen  to 
the  television  and  many  of  us  do  read  and  speak  and  understand 
Spanish  quite  well,  so  that  the  climate  is  unsettling  no  matter  what 
you  believe. 

Mr.  Nonnenmaciier.  Thank  you. 

Mrs.  StJELivAN.  Mr.  Newton,  do  you  have  any  questions  to  ask  ? 

Mr.  Newton.  No. 

Mrs.  Sullivan.  Mr.  Cheville,  thank  you  very  much  for  taking 
your  time  to  come  up.  You  have  been  a good  witness.  I appreciate 
the  efforts  of  everyone  of  you  who  have  come  today.  Tomorrow  we 
will  get  on  with  the  other  end  of  our  problem,  and  that  is  the  treaty 
negotiations. 

Dr.  Cheville.  If  I could,  on  behalf  of  the  civic  councils,  I would 
like  to  thank  you  for  your  support  of  all  of  us  in  the  zone  for  many 
years  and  just  let  you  know  that  we  hold  you  in  high  esteem. 

Mrs.  Sullivan.  Thank  you.  I loved  doing  it.  I am  going  to  hate  to 
leave,  but  I can’t  wait  until  the  last  day. 

May  I say  before  we  adjourn  if  any  of  the  Board  of  Directors  are 
in  town  and  want  to  appear  at  the  meeting  tomorrow,  I am  certain 
that  the  meeting  will  not  be  closed  to  you.  I know  the  Governor  is 
going  to  be  here  and  also  those  who  came  with  him.  With  that,  unless 
someone  has  some  final  thing  to  say,  the  committee  will  stand  in 
recess  until  10  o’clock  tomorrow  morning. 

Thank  you. 

[The  committee  recessed  at  5 :10  p.m.  to  reconvene  at  10  a.m.^ 
Thursday,  April  8, 1976.] 
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PANAMA  CANAL  FINANCES 


THURSDAY,  APRIL  8,  1976 

House  of  Kepkesentatives, 

Committee  on  MEPtCHANT  Marine  and  Fisheries, 

Subcommittee  on  the  Panama  Canal, 

W dshington^  D.C. 

The  subcommittee  met,  pursuant  to  call,  at  10 :10  a.m.,  in  room  1334, 
Longworth  House  Office  Building,  Hon.  Leonor  K.  Sullivan  (Chair- 
man of  the  full  committee),  presiding. 

Mrs.  Sullivan.  The  Subcommittee  on  the  Panama  Canal  will  come 
to  order. 

Good  morning  fellow  members,  Mr.  Ambassador,  witnesses,  ladies, 
and  gentleman. 

Today  we  conclude  3 days  of  important  hearings  on  the  Panama 
Canal.  In  the  first  2 days  of  our  hearings  we  took  testimony  and  dis- 
cussed the  financing  of  the  canal,  an  important  matter  which  has 
become  a problem  area  only  in  recent  years. 

Today  we  intend  to  focus  on  the  impact  of  treaty  negotiations  on 
the  canal  operation  and  also  on  the  influence  of  other  events  which 
liave  occurred  on  the  Isthmus  on  that  same  operation. 

We  recognize  the  relevance  of  treaty  negotiations  for  the  legislative 
jurisdiction  of  other  committees  in  the  House.  But  when  the  negotia- 
tions and  other  events  can  impact  upon  the  canal  now  or  in  the  future, 
and  when  the  status  of  U.S.  controlled  territory  in  the  Canal  Zone  is 
at  issue,  we  would  be  negligent  if  we  did  not  address  important  issues 
that  concern  the  operation  and  maintenance  of  the  canal  or  the  gov- 
ernment of  the  Canal  Zone. 

As  we  all  know,  our  present  treaty  arrangement  with  Panama 
grants  to  the  United  States  all  sovereign  rights  in  the  canal  to  the 
exclusion  of  exercise  of  those  rights  by  the  Republic  of  Panama.  Since 
our  present  treaty  arrangement  is  part  of  the  Law  of  the  Land,  it  is 
incumbent  upon  us  to  insure  that  the  canal  and  Canal  Zone  are  op- 
erated within  the  framework  of  that  arrangement. 

We  are  resolved  that  what  it  is  illegal  to  do  visibly  and  en  bloc,  that 
is,  transfer  control  of  the  Canal  Zone  without  congressional  authoriza- 
tion, it  is  just  as  illegal  to  do  in  any  veiled  and  piecemeal  fashion. 

In  this  respect,  I am  concerned  that  the  present  treaty  talks  between 
the  Lhiited  States  and  Panama  are  casting  such  a cloud  of  uncertainty 
and  anxiety  over  the  whole  canal  operation  that  the  ultimate  objective 
of  those  treaty  talks  may  come  to  pass  without  any  authorization  of 
the  legislative  branch  as  to  a new  treaty  or  a transfer  of  property. 

We  in  the  Merchant  Marine  and  Fisheries  Committee  have  long 
been  resolved  to  solve  the  problems  that  relate  to  the  canal  and  zone, 
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not  to  promote  confrontation  or  ill-will,  but  to  defeat  it.  And  we  in 
the  committee  are  resolved  that  the  zone  should  run  as  the  present 
treaty  arrangement  mandates  it. 

We  must  be  concerned  about  the  trend  in  the  piecemeal  erosion  of 
U.S.  authority  on  the  Isthmus  of  Panama.  It  seems  incredible  to  me 
that  the  executive  branch  would  proceed  to  foster  some  of  the  ideas 
which  they  have  despite  the  strong  convictions  of  the  Congress 
expressed  over  many  years  on  this  matter. 

The  House  passes  a resolution  that  the  Panamanian  flag  should  not 
fly  in  the  Canal  Zone  and  the  President  allows  it ; the  Congress  indi- 
cates in  many  ways  that  any  land  transferred  to  Panama  should  have 
congressional  authorization  and  then  the  Executive  leases  an  area  to 
an  agency  of  Panama  under  a spurious  authority  and  this  could  be 
tantamount  to  a transfer. 

These  are  just  two  of  the  many  actions  that  have  been  taken,  and 
those  actions  which  have  occurred  in  the  last  decade  to  erode  our 
authority  in  the  Canal  Zone  do  not  hold  a candle  to  the  proposals 
which,  if  they  had  been  approved,  would  have  totally  dissipated  our 
tenure  on  the  Isthmus. 

I would  hope  today  that  we  could  have  some  real  communication  on 
the  matters  of  treaty  negotiations,  the  nature  of  U.S.  authority  in  the 
Canal  Zone,  and  the  future  of  the  canal  area  irrespective  of  a new 
treaty. 

Due  to  the  sensitive  nature  of  the  material  that  will  be  discussed 
here  today,  the  Chair  will  ask  at  an  appropriate  point  that  this  hear- 
ing go  into  closed  session.  I hope  that  the  members  of  the  subcommit- 
tee here  would  join  me  in  an  effort  to  close  the  hearing  at  the  proper 
time  so  that  we  can  get  the  information  we  need  and  get  it  to  the 
proper  people. 

I have  been  waiting  for  some  of  the  other  members  to  come  in. 
There  is  a caucus  this  morning,  but  it  should  be  over  by  now.  While 
we  are  waiting,  I have  invited  a gentleman  to  present  a short  state- 
ment concerning  certain  background  on  the  question  of  sovereignty  of 
the  United  States  over  the  Canal  Zone. 

At  this  time  I will  call  to  the  witness  table  Franz  Otto  Willen- 
bucher,  retired  Captain  from  the  U.S.  Navy. 

Captain  Willenbucher  is  a lawver.  He  graduated  from  Georgetown 
University  Law  School  for  his  L.L.B.,  and  also  has  his  Master’s  in 
Law.  He  served  on  active  duty  for  32  years  in  the  Navy,  throughout 
World  War  I and  World  War  II. 

Captain  Willenbucher  graduated  from  the  U.S.  Naval  AcademA^  in 

1918.  The  Captain  has  worked  as  a member  of  the  Austrian  Field 
Party,  American  Commission  to  Negotiate  Peace  after  World  War  I, 
under  Archibald  Cory  Coolidge.  This  group  studied  the  economic, 
social,  and  political  status  of  the  Central  Powers  back  in  1918  and 

1919.  Captain  Willenbucher  has  performed  much  active  Naval  Ser\dce 
in  the  Caribbean  Sea  area,  including  some  at  the  Naval  Station  at 
Guantanamo  Bay  in  Cuba,  and  he  participated  in  the  preparation  of 
war  plans  for  that  area  in  1929-30. 

I think  the  Captain  is  qualified  to  be  heard  on  the  question  into 
which  we  will  go  into  this  morning,  and  I have  asked  him  to  give  us 
about  a 10  minute  specification  of  his  knowledge  of  this  subject. 
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I believe  we  should  limit  the  questions  to  the  Captain  to  no  more 
than  10  minutes. 

After  the  Captain  is  finished,  then  I am  going  to  ask  unanimous 
consent  that  the  meeting  be  closed,  if  Ambassador  Bunker  requests  it, 
so  that  he  can  talk  more  freely  about  the  negotiations  with  Panama. 

After  the  Ambassador’s  testimony  and  subsequent  questioning  has 
been  completed,  the  meeting  would  then  be  opened  up  again  to  hear 
the  other  witnesses. 

If  Ambassador  Bunker  does  not  want  the  meeting  closed,  then  we 
will  leaT"e  it  open. 

Captain,  we  welcome  you. 

STATEMENT  OF  ERANZ  OTTO  WILLENBUCHEK,  CAPTAIN,  U.S.  NAVY 

(RETIRED),  ACCOMPANIED  BY  MILES  P.  DuVAI,  JR.,  CAPTAIN 

U.S.  NAVY  (RETIRED) 

Captain  Willenbucher.  Madam  Chairman,  I am  to  have  with  me 
here  Miles  P.  DuYal,  Jr.,  who  is  well  known  as  a noted  historian, 
particularly  on  the  canal  question,  and  who  has  written  two  books 
on  this  subject. 

I would  like  to  indulge  the  committee  for  just  a second,  and  let 
me  say  that  I am  very  pleased  to  be  here. 

I want  to  say  that  this  is  not  my  first  occasion  of  appearing  before 
this  committee,  but  the  last  time  I appeared  was  quite  long  ago, 
during  World  War  II,  when  Hon.  Schuyler  Otis  Bland  was  chair- 
man, whom  I held  in  very  warm  respect,  and  it  was  on  a subject 
dealing  with  the  security  of  the  United  States  on  legislation  which 
I had  the  pleasure  of  drafting,  which  later  went  before  Senator 
Wheeler  and  Senator  White  over  in  the  Senate. 

I shall  address  myself  to  the  question  of  sovereignty^  First,  the 
U.S.  Sovereignty  over  the  Canal  Zone  is  complete,  and  was  granted 
to  the  United  States  in  perpetuity.  In  articles  II  and  III  of  the 
Hay-Bunau  Vavilla  Treaty  of  1903  in  clear  terms  by  Panama. 

The  rights,  power  and  authority  of  the  United  States  to  exercise 
sovereignty  over  the  zone  are  so  clear,  and  so  unambiguous  that  there 
never  was  any  necessity  of  judicial  interpretation  to  define  their 
nature  or  scope. 

It  is  well  established  that  in  the  absence  of  fraud  where  language 
is  clear  and  unambiguous  there  is  no  necessity  for  judicial  determina- 
tion as  to  the  extent  or  the  right  or  the  scope  or  duration  of  any  such 
matters  as  this  when  the  language  covers  them. 

Notwithstanding  this,  there  have  been  three  U.S.  Supreme  Court 
considerations  of  the  grant  of  sovereignty  to  the  United  States  over 
the  Canal  Zone  under  special  circumstances,  and  on  narrow  questions, 
none  of  which  dealt  squarely  on  the  question  of  whether  and  to  what 
extent  the  U.S.  possessed  all  of  the  rights,  power  and  authority  to 
exercise  sovereign  povrer  in  perpetuity  over  the  Canal  Zone. 

There  have  also  been  innumerable  opinions  by  Attorneys  General, 
the  General  Accounting  Office,  and  other  administrative  agencies, 
and  by  Presidents,  and  Secretaries  of  State. 

These  latter  fully  recognized  the  completeness  of  the  sovereign 
rights,  power  and  authority  to  govern  the  Canal  Zone,  although  some 
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of  them  made  some  distinctions  for  special  purposes  not  in  contra- 
vention of  the  basic  sovereign  powers  of  the  United  States  to  govern 
the  Canal  Zone. 


The  language  of  the  1903  treaty  in  these  respects  is  so  clear  that  in 
article  III  it  clearly  states  that  the  exercise  of  the  sovereign  powers 
by  the  United  States  is  to  be  “with  entire  exclusion  of  the  exercise 
by  the  Eepublic  of  Panama  of  any  such  sovereign  rights,  power  or 
authority.” 

The  Canal  Zone  Government  on  May  12,  1959,  rendered  a mem- 
orandum opinion  on  the  legal  aspects  of  this  matter  entitled 
“Sovereignty  Over  the  Canal  Zone.” 

This  is  very  complete  as  to  the  subject  from  the  date  of  the  1903 
treaty  to  the  date  of  the  opinion  in  1959. 

Madam  Chairman,  I ask  leave  to  file  a copy  of  that  opinion  in  the 
record  at  this  point. 

Ml'S.  StiLLivAX.  We  shall  accept  it. 

[The  following  was  received  for  the  record.] 

June  15,  1959. 

Hon.  Herbert  C.  Bonner, 

Chairman,  Committee  o?i  Merchant  Marine 

and  Fisheries, 

House  Representatives 
Washington,  D.C. 

My  dear  Mr.  Bonner:  Reference  is  made  to  your  request  for  a report  on 
H.  Con.  Res.  33  concerning  the  sense  of  Congress  that  the  United  States  should 
not  surrender  jurisdiction  or  control  over  the  Panama  Canal  or  the  Canal  Zone. 

This  office  concurs  in  the  substance  of  the  proposed  declaration.  Whether 
it  is  necessary  or  desirable  for  the  Congress  to  take  the  proposed  action  is  an 
important  policy  question  for  the  Congress  and  one  in  which  the  Department 
of  State  has  a primary  interest.  While  I submit  no  specific  recommendation 
on  the  question,  the  enclosed  summary  may  be  pertinent  in  that  it  records 
the  long-established  official  position  of  the  United  States  that  the  exclusive 
sovereign  rights,  power  and  authority  of  the  United  States  in  the  Canal  Zone 
do  not  present  an  open  or  doubtful  question,  and  that  the  United  States  is  not 
disposed  to  alter  these  basic  rights  in  the  Canal  Zone. 

The  Bureau  of  the  Budget  has  advised  that  there  is  no  objection  to  the 
submission  of  this  report. 

Sincerely  yours. 


W.  E.  Potter, 

Governor  of  the  Canal  Zone, 
President,  Panama  Canal  Company. 


Enclosure. 


Canal  Zone  Government, 

Office  of  the  Governor 
Balhoa  Heights,  Canal  Zone,  May  12, 1959. 


Memorandum 

Subject : Sovereignty  Over  the  Canal  Zone. 


the  treaty  provisions 


. 1.  The  treaty  provisions  bearing  on  the  question  of  sovereignty  over  the 
Canal  Zone  are  few  and  brief : 

(a)  By  Article  II  of  the  Convention  of  November  18,  1903,  the  Republic  of 
Panama  granted  to  the  United  States  in  perpetuity  the  use,  occupation  and 
control  of  the  zone  of  land  and  water  now  known  as  the  Canal  Zone,  for  the 
construction,  maintenance,  operation,  sanitation  and  protection  of  the  Canal 
to  be  constructed. 

(b)  Article  HI  of  the  aforesaid  treaty,  which  is  the  sole  existing  provision 
dealing  comprehensively  with  the  matter  of  sovereignty,  reads  as  follows : . 
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“article  III, 

“The  Republic  of  Panama  grants  to  the  United  States  all  the  rights,  power 
and  authority  within  the  zone  mentioned  and  described  in  Article  II  of  this 
agreement  and  within  the  limits  of  all  auxiliary  lands  and  waters  mentioned 
and  described  in  said  Article  II  which  the  United  States  would  possess  and 
exercise  if  it  were  the  sovereign  of  the  territory  within  which  said  lands  and 
waters  are  located  to  the  entire  exclusion  of  the  exercise  by  the  Republic  of 
Panama  of  any  such  sovereign  rights,  power  or  authority.” 

(c)  The  1936  and  1955  treaties  do  not  even  cite  Article  III  of  the  1903 
Convention  and  contain  no  provision  affecting  sovereignty,  other  than  paragraph 
4 of  Article  V of  the  1936  Treaty  granting  Panama  limited  rights  to  maintain 
two  customhouses  in  the  Canal  Zone  for  specific,  restricted  purposes  involving 
persons,  merchandise  and  baggage  arriving  at  Canal  Zone  ports  destined  to 
Panama.  This  and  other  concessions  in  effect  emphasize  U.S.  sovereignty,  being 
actions  that  necessarily  and  inherently  depend  upon  a legal  and  factual  status 
of  the  United  States  as  the  party  having  the  right  to  exercise  sovereign  juris- 
diction. Article  XI  of  the  1936  Treaty  confirmed  that,  without  prejudice  to  the 
full  force  and  effect  of  that  treaty’s  provisions,  they  should  not  affect,  nor  be 
considered  a limitation,  definition,  restriction  or  restrictive  interpretation  of, 
the  rights  and  obligations  of  either  party  under  the  treaties  then  in  force 
between  them. 

IT.  s.  CONSTRUCTION  OF  THE  TREATY  PROVISIONS 

2.  There  have  been  numerous  constructions  and  applications  of  Article  III 
of  the  1903  Convention  by  the  Courts,  the  Attorney  General,  the  Department 
of  State,  and  the  Comptroller  General.  Certain  of  the  principal  and  representa- 
tive constructions  are  briefed  below.  It  is  not  practicable  to  attempt  to  collect 
all  such  constructions,  and  it  is  likewise  not  necessary,  because  (a)  the  con- 
structions all  reach  the  same  basic  conclusion,  and  (b)  “#7ie  sovereignty  over 
the  Canal  Zone  is  not  an  open  or  doubt ful  question”  (26  Att’y  Gen.  376,  here- 
inafter briefed). 

3.  In  a decision  dated  July  26,  1904  (II  C.D.  36),  the  then  Comptroller  of 
the  Treasury,  after  quoting  Articles  II  and  III  of  the  1903  Convention,  said : 

“The  United  States  has  thus  become  vested  in  perpetuity  with  the  use,  occu- 
pation, and  control  of  the  Canal  Zone,  and  is  now  authorized  to  exercise  all  the 
sovereign  powers  in  and  over  said  zone  which  were  inherent  in  the  Republic 
of  Panama  prior  to  the  release,  waiver,  and  transfer  thereof  to  the  United 
States  by  the  terms  of  the  treaty.” 

4.  In  the  early  construction  of  the  1903  Convention  a very  important  role 
was  played  by  John  Hay,  Secretary  of  State,  who  as  United  States  plenipo- 
tentiary had  represented  the  United  States  in  the  negotiation  and  conclusion 
of  that  convention.  Mr.  Hay’s  views  respecting  the  nature  of  the  grants  to 
the  United  States  in  that  convention,  and  with  reference  to  sovereignty  in  the 
Canal  Zone,  are  represented  in  his  well-known  letter  of  October  24,  1904  to 
Jose  Domingo  de  Obaldia,  then  Panamanian  Minister  to  the  United  States 
which  was  in  reply  to  a communication  from  the  latter  dated  August  11,  1904. 
The  entire  letter  appears  in  Senate  Document  No.  401,  59th  Congress,  2d  Session 
(Volume  III,  beginning  at  page  2378).  The  following  extracts  from  that  letter 
are  sufficient  to  disclose  Mr.  Obaldia’s  contentions  and  Mr.  Hay’s  principal  views 
thereon : 

* * K:  * * H: 

“I  have  read  with  the  care  and  consideration  its  importance  required  the 
argument  set  forth  in  your  communication  in  support  of  the  contention  that 
the  United  States  is  acting  in  excess  of  its  authority  (1)  in  opening  the  terri- 
tory of  the  Canal  Zone  to  the  commerce  of  friendly  nations;  (2)  in  establishing 
rates  of  customs  duties  for  importations  of  merchandise  into  the  Zone;  (3)  in 
establishing  post-offices  and  a postal  service  in  said  Zone  for  the  handling  of 
foreign  and  domestic  mailable  matter. 

“The  right  of  the  United  States  to  adopt  and  enforce  the  provisions  of  said 
orders  is  dependent  upon  its  rights  to  exercise  the  powers  of  sovereignty  as 
to  the  territory  and  waters  of  the  Canal  Zone,  and  whether  or  not  the  Uidted 
States  is  authorized  to  exercise  sovereign  powers  in  that  territory  is  to  be 
determined  by  the  terms  of  the  convention  of  November  18,  1903.  bkween  the 
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Republic  of  Panama  and  the  United  States,  referred  to  in  your  communications 
as  the  Uay-Varilla  convention. 

* * si:  * * * 

“The  Government  of  the  Republic  of  Panama  having  seen  fit  to  object  to  the 
exercise  by  the  United  States  within  and  over  the  Canal  Zone  of  the  ordinary 
powers  of  sovereignty,  this  Government,  while  it  can  not  concede  the  question 
to  be  open  for  discussion  or  the  Republic  of  Panama  to  possess  the  right  to 
challenge  such  exercise  of  authority,  considers  it  fitting  that  the  Republic  of 
Panama  should  be  advised  as  to  the  views  on  the  subject  entertained  by  the 
United  States  and  the  reasons  therefor. 

“The  United  States  acquired  the  right  to  exercise  sovereign  powers  and 
jurisdiction  over  the  Canal  Zone  by  the  convention  of  November  18,  1903, 
between  the  Republic  of  Panama  and  the  United  States. 

“The  character  and  extent  of  the  grant  of  governmental  powers  to  the  United 
States  and  the  resulting  right  and  authority  in  the  territory  of  the  Zone  are 
set  forth  in  a separate  article,  as  follows:  (quoting  Article  III) 

“Let  us  test  the  existing  controversy  by  the  provisions  of  this  article.  Tf 
the  United  States***  were  the  sovereign  of  the  territory,’  would  it  possess  the 
right  and  authority  to  regulate  commerce  therewith,  establish  customs-houses 
therein,  and  provide  postal  facilities  therefor?  This  question  must  be  answered 
in  the  aflarmative. 

“If  it  were  conceded  that  the  abstract,  nominal  ‘rights,  power,  and  authority 
of  sovereignty  in  and  over  the  Zone’  are  vested  in  the  Republic  of  Panama, 
there  would  still  remain  the  fact  that  by  said  Article  III  the  United  States  is 
authorized  to  exercise  the  rights,  power,  and  authority  of  sovereignty  ‘to  the 
entire  exclusion  of  the  exercise  by  the  Republic  of  Panama  of  any  such 
sovereign  rights,  power,  or  authority.’ 

“If  it  could  or  should  be  admitted  that  the  titular  sovereign  of  the  Canal 
Zone  is  the  Republic  of  Panama,  such  sovereign  is  mediatized  by  its  own  act, 
solemnly  declared  and  publicly  proclaimed  by  treaty  stipulations,  induced  by 
a desire  to  make  possible  the  completion  of  a great  work  which  will  confer 
inestimable  benefit  upon  the  people  of  the  Isthmus  and  the  nations  of  the 
world.  It  is  difficult  to  believe  that  a member  of  the  family  of  nations  seriously 
contemplates  abandoning  so  high  and  honorable  a position  in  order  to  engage 
in  an  endeavor  to  secure  what  at  best  is  a ‘barren  scepter.’ 

“Under  the  stipulations  of  Article  III,  if  sovereign  powers  are  to  be  exercised 
in  and  over  the  Canal  Zone,  they  must  be  exercised  by  the  United  States. 
Such  exercises  of  power  must  be,  therefore,  in  accordance  with  the  judgment 
and  discretion  of  the  constituted  authorities  of  the  United  States,  the  govern- 
mental entity  charged  with  responsibility  for  such  exercise,  and  not  in  accord- 
ance with  the  judgment  and  discretion  of  a governmental  entity  that  is  not 
charged  with  such  responsibility  and  by  treaty  stipulations  acquiesces  in  ‘the 
entire  exclusion  of  the  exercise  by  it  of  any  sovereign  rights,  power,  or 
authority’  in  and  over  the  territory  involved. 

^ sj:  ^ ^ ^ ^ !(s 

“That  the  plain  and  obvious  meaning  of  Article  III  was  the  one  originally 
intended  by  the  parties  to  the  treaty  is  further  shown  by  the  provisions  of 
Articles  IX,  X,  XII,  XIII. 

« « ^ ^ 

“The  United  States  at  all  times  since  the  treaty  was  concluded  has  acted 
upon  the  theory  that  it  had  secured  in  and  to  the  Canal  Zone  the  exclusive 
jurisdiction  to  exercise  sovereign  rights,  power,  and  authority. 

^ 4:  * :i:  4:  4:  * 

John  Hay.” 

(From  letter  October  24,  1904  to  J.  D.  de  Obaldia) 

5.  In  an  opinion  rendered  on  January  7,  1907,  the  Supreme  Court  of  the 
United  States,  after  paraphrasing  Articles  II  and  III  of  the  1903  Convention 
said : 

“Other  provisions  of  the  treaty  add  to  the  grants  named  in  these  two 
articles  further  guaranties  of  exclusive  rights  of  the  United  States  in  the 
construction  and  maintenance  of  this  canal.  It  is  hypercritical  to  contend  that 
the  title  of  the  United  States  is  imperfect,  and  that  the  territory  described  does 
not  belong  to  this  nation,  because  of  the  omission  of  some  of  the  technical 
terms  used  in  ordinary  conveyances  of  real  estate. 
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“Further,  it  is  said  that  the  boundaries  of  the  zone  are  not  described  in  the 
treaty ; but  the  description  is  sufficient  for  identification,  and  it  has  been 
practically  identified  by  the  concurrent  action  of  the  two  nations  alone  inter- 
ested in  the  matter.  The  fact  that  there  may  possibly  be  in  the  future  some 
dispute  as  to  the  exact  boundary  on  either  side  is  immaterial.  Such  disputes  not 
infrequently  attend  conveyances  of  real  estate  or  cessions  of  territory.  Alsaka 
was  ceded  to  us  forty  years  ago,  but  the  boundary  between  it  and  the  English 
possessions  east  was  not  settled  until  within  the  last  two  or  three  years.  Yet 
no  one  ever  doubted  the  title  of  this  Republic  to  Alaska.”  Wilson  vs.  Shaw, 
204  U.S. ; 27  Sup.  Ct.  233,  235. 

It  is  of  interest  to  note  the  statement  of  Senator  Morgan  in  asking  to  have 
the  foregoing  opinion  printed  in  the  CONGRESSIONAL  RECORD,  as  follows: 

Mr.  Morgan,  Mr.  President,  I desire  to  have  printed  in  the  RECORD  an 
opinion  of  the  Supreme  Court  of  the  United  States,  delivered  on  the  7th  of 
January,  1907,  in  which  opinion  the  Supreme  Court  settled  finally  and  forever 
the  question  of  the  sovereignty  of  the  United  States  over  the  Panama  Canal 
Zone,  affirming  the  sovereignty  of  this  country  absolutely  over  that  territory. 
(CONGRESSIONAL  RECORD  for  January  22,  1907;  pg.  1518.) 

6.  The  subject  of  sovereignty  over  the  Canal  Zone  was  covered  briefly  and 
comprehensively  by  Attorney  General  Bonaparte  in  1907 ; and  no  occurrence 
since  that  time  has  detracted  in  any  way  from  the  accuracy  or  aptness  of  his 
statements.  Mr.  Bonaparte's  entire  discussion  respecting  sovereignty  is  here 
quoted : 

‘Tu  my  opinion  the  sovereignty  over  the  Canal  Zone  is  not  an  open  or 
doubtful  question. 

"Article  3 of  the  treaty  transfers  to  the  United  States,  not  the  sovereignty 
by  that  term,  but  ‘all  the  rights,  power  and  authority’  within  the  Zone  that 
it  would  have  if  sovereign,  ‘to  the  entire  exclusion  of  the  exercise  by  the 
Republic  of  any  such  sovereign  rights,  power  or  authority.’ 

"The  omission  to  use  words  expressly  passing  sovereignty  was  dictated  by 
reasons  of  public  policy,  I assume ; but  whatever  the  reason  the  treaty  gives 
the  substance  of  sovereignty,  and  instead  of  containing  a mere  declaration 
transferring  the  sovereignty,  descends  to  the  particulars  ‘all  the  rights,  power, 
and  authority’  that  belong  to  sovereignty,  and  negatives  any  such  ‘sovereign 
rights,  power,  or  authority’  in  the  former  sovereign. 

* The  'rights’  so  transferred  are  to  be  enjoyed  (article  2)  ‘in  perpetuity,’  and 
no  exception  is  made  of  any  persons  or  things  in  the  Zone. 

"I  am  unable  to  perceive  that  this  language  is  obscure  or  ambiguous  or  that 
we  are  warranted  in  resorting  to  any  construction  of  its  except  by  the  first 
rule  of  construction — that  plain  and  sensible  w^ords  should  be  taken  to  mean 
what  they  say.”  Opinion  September  7,  1907  (26  Att’y.  Gen.  376). 

7.  The  American  Consul  General  in  charge  of  Greek  interests  in  the  Republic 
of  Panama  received  in  1908  instructions  from  the  Minister  of  Foreign  Affairs 
of  Greece  to  take  charge  of  the  estates  of  Greek  subjects  who  had  died  within 
the  Canal  Zone.  The  Department  of  State  asked  the  Greek  Minister  in  Wash- 
ington to  inform  his  Government  that,  as  the  Canal  Zone  was  ’‘under  the  sov- 
ereignty of  the  Government  of  the  United  States,”  it  would  not  be  feasible  for 
the  American  Consul  General  at  Panama  to  act  therein  in  representation  of 
Greek  interests.  Digest  of  International  Law — Hackworth,  Vol.  IV,  pg.  493. 

8.  In  an  opinion  dated  July  14,  1914  (30  Atty.  Gen.  271),  Attorney  General 
McReynolds  considered  the  applicability  to  the  Canal  Zone  of  the  Narcotic 
Drugs  Import-Export  Act  of  1914,  and  said : 

“I  am  clearly  of  the  opinion  that  these  sections  are  applicable  to  the  Canal 
Zone.  That  the  Canal  Zone  is  ‘territory  under  the  control  or  jurisdiction’  of  the 
United  States  has  been  held  in  a long  line  of  opinions  by  the  Attorney  General 
(see  25  Op.  441,  444,  474  ; 26  Op.  113,  116,  26  Op.  376,  377;  27  Op  136,  138). 
The  opinions,  seemingly  contra,  rendered  with  relation  to  the  tariff  act  of  1909 
and  the  eight-hour  law  of  1913,  in  27  Op.  594,  and  in  30  Op.  142,  were  concerned 
with  constructions  of  special  statutes,  and  were  not  determinative  of  the  gen- 
eral question. 

“That  Congress  in  recent  statutes  clearly  regards  the  Canal  Zone  as  a posses- 
sion of  the  United  States,  and  therefore  subject  to  its  jurisdiction,  is  seen  in 
the  explicit  provisions  of  the  employer’s  liability  act  of  April  22  1908,  c.  149, 
sec.  2 (35  Stat.  65),  that  ‘every  common  carrier  by  railroad  in  the  Territories, 
the  District  of  Columbia,  the  Panama  Canal  Zone,  or  other  possession  of  the 
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United  States,’  etc.,  and  of  the  immigration  act  of  February  20,  1907,  c.  1134, 
sec.  33  (34  Stat.  908),  that  the  term  United  States  ‘shall  be  construed  to  mean 
the  United  States  and  any  waters,  territory,  or  other  place  subject  to  the 
jurisdiction  thereof,  except  the  Isthmian  Canal  Zone.’  ” 

9.  Relative  to  the  authority  of  the  United  States  to  grant  exequaturs  to 
foreign  consuls  for  the  Canal  Zone,  a communication  of  July  21,  1921,  from 
the  Secretary  of  State  (Hughes)  to  the  Panamanian  Charge  d’  Affaires  ad 
interim  (Lefevre),  is  reported  in  the  Digest  of  International  Law,  Volume  IV, 
page  670,  as  follows : 

“By  the  provisions  of  this  Article  of  the  Treaty  [art.  Ill  of  the  convention 
of  November  19,  1903],  the  United  States  is  granted,  in  the  Canal  Zone,  all  the 
rights,  power,  and  authority  of  a sovereign,  and  the  Republic  of  Panama  is 
entirely  excluded  from  the  exercise  of  such  rights,  power,  and  authority.  It 
would,  therefore,  seem  clear  that  this  Article  confers  ample  authority  upon 
the  Government  of  the  United  States  to  grant  exequaturs  to  foreign  Consuls 
exercising  consular  functions  in  the  Canal  Zone.” 

10.  In  1923,  Secretary  of  State  Hughes  declared  that  the  United  States 
“would  never  recede  from  the  position  which  it  had  taken  in  the  note  of 
Secretary  Hay  in  1904.  This  Government  could  not,  and  would  not,  enter  into 
any  discussion  affecting  its  full  right  to  deal  with  the  Canal  Zone  under  article 
III  of  the  treaty  of  1903  as  if  it  were  sovereign  of  the  Canal  Zone  and  to  the 
entire  exclusion  of  any  sovereign  rights  or  authority  on  the  part  of  Panama.” — 
Foreign  Relations,  1923,  volume  III,  page  684. 

To  this  Secretary  Hughes  added : “It  was  an  absolute  futility  for  the  Pana- 
manian Government  to  exi)ect  any  American  administration,  no  matter  what 
it  was,  and  President  or  any  Secretary  of  State,  ever  to  surrender  any  part  of 
these  rights  which  the  United  States  had  acquired  under  the  treaty  of  1903.” 

11.  In  a decision  rendered  to  the  Secretary  of  the  Navy  on  July  17,  1935  (15 
Comp.  Gen.  36),  Comptroller  General  McCarl  said: 

“Since  the  rights  of  the  United  States  with  respect  to  the  zone  are  all  inclu- 
sive, and  the  territory  is  subject  to  such  laws  as  may  be  made  applicable 
thereto  by  the  Congress,  it  must  be  considered  as  included  in  the  broad  term 
‘territories  and  possessions’  of  the  United  States  as  used  in  section  2 of  the 
Emergency  Relief  Appropriation  Act  of  1935.” 

12.  In  a decision  rendered  on  November  21,  1936,  to  the  Secretary  of  State 
on  the  question  whether  the  Canal  Zone  was  a “foreign  country”  within  the 
meaning  of  an  Act  authorizing  the  furnishing  of  quarters  to  Government  em- 
ployees without  cost,  Acting  Comptroller  General  Elliott  said : 

“The  United  States  exercises  by  virtue  of  article  3 of  the  aforesaid  treaty  a 
jurisdiction  within  said  zone  as  complete  as  ‘if  it  were  the  sovereign’  therein 
to  the  entire  exclusion  of  the  exercise  by  the  Republic  of  Panama  of  any  such 
sovreign  rights,  powders  or  authority.’  See  Wilson  v.  Shaw,  204  U.S.  24  at  pages 
31  and  33  wherein  the  Supreme  Court  in  an  opinion  by  Mr.  Justice  Brewer 
used  the  following  language : * * * (quoting  substantially  the  same  portion  of 
the  opinion  as  is  hereinbefore  shown  in  this  memorandum)  “Accordingly,  you 
are  advised  that  the  Canal  Zone  may  not  be  considered  as  a foreign  country 
within  the  meaning  of  the  act  of  June  26,  1930,  supra.” 

13.  An  incident  in  1936,  respecting  attempted  extension  of  the  divorce  juris- 
diction of  the  Panamanian  courts  to  cases  arising  in  the  Canal  Zone  is  reported 
in  the  Digest  of  International  Law — Hackworth,  Volume  II,  page  172,  in  the 
following  language: 

“In  1936  the  Supreme  Court  of  Justice  of  Panama,  in  a divorce  action  insti- 
tuted by  a woman  resident  in  the  Canal  Zone,  took  the  position  that  the  juris- 
diction of  the  Panamanian  courts  might  be  extended  to  cases  arising  within 
the  Canal  Zone  and  involving  residents  thereof.  The  Department  of  State,  on 
.Tune  30,  1936,  instructed  the  Minister  in  Panama  to  present  a note  to  the 
Panamanian  Minister  of  Foreign  Affairs  saying  that  this  attempted  extension 
of  judicial  jurisdiction  of  the  Panamanian  courts  appeared  to  be  contrary  to 
the  provisions  of  the  convention  of  Norember  18,  1903  between  the  United 
States  and  Panama,  2 Treaties,  etc.  (Malloy,  1910)  1349.  After  quoting  article 
III  of  that  convention  the  note  stated : 

* * ♦ Since  the  foregoing  Article  III  grants  to  the  United  States  all  the 
rights,  power  and  authority  within  the  Canal  Zone  which  it  would  possess  and 
exercise  if  it  were  the  sovereign  of  that  territory,  to  the  entire  exclusion  of 
the  exercise  by  the  Republic  of  Panama  of  any  such  sovereign  rights,  power 
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or  authority,  and  since  the  exercise  of  judicial  jurisdiction  through  the  Courts 
is  undoubtedly  one  of  the  attributes  of  sovereignty  covered  by  that  Article,  it 
is  apparent  that  the  extension  contemplated  by  the  Supreme  Court  of  Justice 
would  not  only  be  inconsistent  with  the  broad  treaty  provisions  referred  to 
above,  but  would  also  give  rise  to  an  overlapping  of  judicial  jurisdiction,  since 
the  competency  of  the  Canal  Zone  Courts  to  render  judgment  in  cases  such  as 
that  of  Beatrice  Harris  versus  Chester  M.  Buel  is  not  open  to  question.  There- 
fore, not  only  would  the  extension  of  Panamanian  judicial  jurisdiction  to  the 
Canal  Zone  be  in  violation  of  specific  treaty  provisions,  but  the  consequent 
legal  confusion  would  unquestionably  prove  an  obstacle  to  the  effective  admin- 
istration of  justice. 

It  was  also  pointed  out  that  it  was  very  doubtful  whether  the  divorce  decree 
in  question  would  be  recognized  as  valid  in  the  Canal  Zone  or  in  the  United 
States.  The  Minister  was  accordingly  instructed  to  protest  against  the  position 
taken  by  the  Supreme  Court  of  Justice  of  Panama  and  to  express  the  hope  that 
the  Panamanian  Government  would  take  appropriate  steps  to  dispel  any  mis- 
understandings or  inconveniences  resulting  therefrom. 

“The  Minister  of  Foreign  Affairs  replied  stating,  inter  alia,  that  the  spokes- 
man of  the  Republic  of  Panama  in  respect  to  foreign  relations  was  the 
Panamanian  Foreign  Oflice  and  not  the  judiciary  and  that  the  executive  branch 
of  the  Panamanian  Government  had  never  agreed  with  the  Goverment  of  the 
United  States  in  its  interpretation  of  article  III  of  the  convention  of  1G03  but 
that,  as  an  act  of  courtesy,  a copy  of  the  Minister’s  note  (written  in  compliance 
with  the  instructions  of  the  Department  of  State)  would  be  sent  to  the  Presi- 
dent of  the  Supreme  Court  of  Justice  of  Panama.” 

14.  There  have  been,  as  hereinbefore  indicated,  numerous  other  occasions, 
including  recent  occasions,  whereon  the  Department  of  State  has  occasion  to 
construe  and  apply  Article  III.  It  would  serve  no  purpose  to  abstract  more  of 
them.  The  uniform  position  of  the  United  States  Government  has  been  (para- 
phrasing the  language  of  Attorney  General  Bonaparte  in  1907  in  20  Atty.  Gen. 
376)  that  the  sovereignty  over  the  Canal  Zone  is  not  an  open  or  doubtful 
question ; and  that  the  language  of  Article  III  is  not  obscure  or  ambiguous,  and 
that  there  is  no  warrant  for  resorting  to  any  construction  of  it  except  by  the 
first  rule  of  construction — that  plain  and  sensible  words  should  be  taken  to 
mean  what  they  say.  That  the  United  States  has,  from  the  beginning,  acted 
upon  these  views  is  apparent  from  the  letter  of  Secretary  of  State  Hay  to 
Minister  Obaldia  on  October  24,  1904,  wherein  it  was  said : 

“The  United  States  at  all  times  since  the  treaty  was  concluded  has  acted 
upon  the  theory  that  it  had  secured  in  and  to  the  Canal  Zone  the  exclusive 
jurisdiction  to  exercise  sovereign  rights,  power  and  authority.” 

15.  All  requests  by  Panama  during  the  1955  treaty  negotiations  that  would 
have  involved  a concession  to  Panama  of  any  right  to  exercise  sovereignty  in 
the  Canal  Zone  were  unequivocally  rejected  by  the  United  States  on  the  basis 
of  the  officially  reaffirmed  position  of  the  United  States  that  no  useful  purpose 
would  be  served  in  debating  the  question  of  sovereignty,  that  such  matters 
were  resolved  by  Article  III  of  the  1903  Convention  giving  to  the  United  States 
the  right  to  exercise  all  sovereign  rights,  power  and  authority  in  the  Canal 
Zone  “to  the  entire  exclusion  of  the  exercise  by  the  Republic  of  Panama  of  any 
such  sovereign  rights,  power  or  authority,”  and  that  the  United  States  is  not 
disposed  to  alter  its  basic  rights  as  described  in  said  Article  III. 

THE  THEORY  OF  TITULAR  SOVEREIGNTY 

16.  Some  discussion  is  believed  indicated  at  this  point  of  the  concept,  adopted 
by  some  and  rejected  by  others,  that  the  grants  in  the  1903  Convention  left  a 
“titular  sovereignty”  in  the  Republic  of  Panama.  The  principal  references  to 
this  theory  are  abstracted  below. 

17.  Secretary  of  State  Hay  discussed  this  theory  in  the  following  terms : 

“If  it  were  conceded  that  the  abstract,  nominal  ‘rights,  power  and  authority 

of  sovereignty  in  and  over  the  Zone’  are  vested  in  the  Republic  of  Panama, 
there  would  still  remain  the  fact  that  by  said  Article  III  the  United  States  is 
authorized  to  exercise  the  rights,  power,  and  authority  of  sovereignty  ‘to  the 
entire  exclusion  of  the  exercise  by  the  Republic  of  Panama  of  any  such 
sovereign  rights,  power,  or  authority.’ 

“If  it  could  or  should  be  admitted  that  the  titular  sovereign  of  the  Canal 
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Zone  is  the  Republic  of  Panama,  such  sovereign  is  mediatized  by  its  own  act, 
solemnly  declared  and  publicly  proclaimed  by  treaty  stipulations,  induced  by  a 
desire  to  make  possible  the  completion  of  a great  work  which  will  confer 
inestimable  benefit  upon  the  people  of  the  Isthmus  and  the  nations  of  the  world. 
It  is  difficult  to  believe  that  a member  of  the  family  of  nations  seriously  con- 
templates abandoning  so  high  and  honorable  a position  in  order  to  engage  in 
an  endeavor  to  secure  what  at  best  is  a ‘barren  scepter.’  ” (Letter  October  24, 
1904,  from  Secretary  of  State  Hay  to  Minister  Obaldia.) 

18.  It  is  to  be  noted,  first,  that  Secretary  Hay  did  not  concede  or  admit  the 
correctness  of  the  theory,  and,  second,  that  he  deemed  titular  sovereignty  “at 
best,  a ‘barren  scepter.’  ” 

19.  William  Howard  Taft,  then  Secretary  of  War,  discussed  this  theory  in 
the  course  of  a long  statement  presented  on  April  18,  1906,  to  the  Senate  Com- 
mittee on  Interoceanic  Canals.  In  a part  of  that  statement  devoted  to  the 
Executive  Order  or  modus  vivendi  of  December  3,  1904  (Taft  Agreement), 
Mr.  Taft,  after  quoting  Article  III  said : 

“It  (Article  III)  is  peculiar  in  not  conferring  sovereignty  directly  upon  the 
United  States,  but  in  giving  to  the  United  States  the  powers  which  it  would 
have  if  it  loere  sovereign.  This  gives  rise  to  the  obvious  implication  that  a mere 
titular  sovereignty  is  reserved  in  the  Panamanian  Government.  Now,  I agree 
that  to  the  Anglo-Saxon  mind  a titular  sovereignty  is  like  what  Governor  Allen, 
of  Ohio,  once  characterized  as  a “barren  ideality,’  but  to  the  Spanish  or  Latin 
mind  poetic  and  sentimental,  enjoying  the  intellectual  refinements,  and  dwelling 
niiicli  on  names  and  forms  it  is  by  no  means  unimportant.  ***.”  (Senate  Docu- 
ment No.  401,  59th  Congress,  2d  Session,  Volume  III,  page  2526.) 

20.  The  foregoing  abstract  was  placed  in  the  Congressional  Record  by 
Senator  Brandegee  in  1912  (Cong.  Record  for  July  24,  1912,  at  pg.  10119).  It 
may  be  observed  that  Mr.  Taft,  unlike  Mr.  Hay,  thought  it  obvious  that  a 
titular  sovereignty  remained  in  the  Republic  of  Panama ; but  that  Mr.  Taft 
agreed  that  a titular  sovereignty  is  like  a “barren  ideality.” 

21.  Mr.  Taft  again  discussed  this  theory  in  the  year  1930,  when,  as  Chief 
Justice  he  delivered  the  opinion  of  the  Supreme  Court  in  Luckenbach  S.S.  Co. 
V.  United  States,  280  U.S.  173 ; 50  Sup.  Ct.  148.  He  said : 

“Whether  the  grant  in  the  treaty  amounts  to  a complete  session  of  territory 
and  dominion  to  the  United  States,  or  is  so  limited  that  it  leaves  at  least  titular 
sovereignty  in  the  Republic  of  Panama,  is  a question  which  has  been  the  sub- 
ject of  diverging  opinions  (citing  20  Am.  Journal  of  International  Law,  pp. 
120-122 ; Isthmian  Highway,  Miller,  p.  221 ; Wilson  v.  Shaw,  204  U.S.  24,  32,  33, 
27  S.  Ct.  233„  51  L.  Ed.  351)  and  is  much  discussed  in  the  briefs.” 

The  opinion  proceeds  to  say  that  for  the  purposes  of  that  case  the  construction 
of  the  treaty  in  that  regard  need  not  be  examined  as  an  original  question. 

22.  Two  further  observations  are  believed  important  regarding  titular 
sovereignty : 

First ; If  it  were  to  be  conceded  or  admitted  that  the  Republic  of  Panama  has 
titular  sovereignty  over  the  Canal  Zone  (the  United  States  has  never  officially 
so  conceded  or  admitted),  the  facts  would  remain  that  the  titular  sovereignty 
of  Panama  would  be  wholly  naked  or  barren  (“a  barren  scepter”  or  “barren 
ideality”)  ; that  such  sovereignty  would  be  wholly  latent  or  dormant  (rever- 
sionary in  character)  so  far  as  practical  effect  is  concerned;  and  that  the 
Republic  of  Panama  would  derive  therefrom  no  (present)  sovereign  right, 
power,  privilege  or  prequisite  whatsoever. 

Second : The  Republic  of  Panama  has  never  at  any  time,  so  far  as  available 
records  show,  contended  that  it  possessed  titular  sovereignty  over  the  Canal 
Zone.  Instead  the  Republic  of  Panama,  after  observing  that  Article  III  did  not 
use  words  expressly  transferring  sovereignty,  has  contended,  in  various  terms 
and  in  various  connections,  that  it  is  the  sovereign  over  the  Canal  Zone ; that 
is,  has  claimed  what  Attorney  General  Bonaparte  called  “the  substance  of 
sovereignty.” 

CONCLUSIONS 

23.  The  United  States  has  the  exclusive  right  to  the  exercise  of  sovereign 
rights,  power  and  authority  in  the  Canal  Zone.  The  Republic  of  Panama  has  no 
right  to  the  exercise  of  sovereign  rights,  power  and  authority  in  the  Canal  Zone, 
and  no  right  to  the  perquisites  or  privileges  of  a sovereign  in  the  Canal  Zone. 
Any  titular  sovereignty  which  the  Republic  of  Panama  may  possess  in  the  Canal 


403 


Zone  is  wholly  barren  and  dormant  (reversionary  in  character)  at  least  so  long 
as  the  Convention  of  1903  remains  in  effect.  The  United  States  sees  no  useful 
purpose  to  be  served  in  debating  the  question  of  sovereignty,  as  such,  over  the 
Canal  Zone,  a matter  fully  resolved  by  Article  III  of  the  1903  Convention.  The 
United  States  is  not  disposed  to  alter  its  basic  rights  in  the  Canal  Zone  as 
described  in  Article  III  of  the  1903  Convention. 

Captain  Willexbucher.  Secretary  of  State,  or  any  official  of 
the  State  Department,  except  for  Alger  Hiss,  in  a matter  not  directly 
pertinent  here  at  this  time,  has  brought  publicly  into  question  the 
nature  of  the  efficacy,  legalit}^  or  propriety  of  the  exercise  of  the 
sovereignty  over  the  Canal  Zone. 

This  has  been  consistently  done,  that  is  to  say,  to  bring  this  matter 
into  question  in  the  current  negotiations,  in  public  statements, 
speeches  of  officials,  and  in  collaboration  vdth  others  who  made  such 
false  and  derogatory  statements.  I,  on  repeated  occasions,  have 
inquired  of  the  highest  officials  in  the  State  Department,  in  the  office 
of  Ambassador  Bunker,  on  what  basis  such  statements  are  being 
made. 

On  each  such  occasion  I have  been  told  that  these  statements  are 
based  upon  ‘‘legal  opinions,”  from  the  State  Department  Legal  Divi- 
sion, or  the  General  Counsel’s  office. 

On  the  last  such  occasion,  during  a speech  by  Ambassador  Bunker, 
at  the  last  monthly  meeting  of  the  Washington,  D.C.  chapter  of  the 
Xaval  Academy  Graduates  Association,  I asked  the  Ambassador  the 
same  question,  and  was  again  told  that  the  statements  were  based 
upon  “legal  opinions”  of  the  State  Department’s  General  Counsel’s 
office. 

I then  outlined  some  of  the  grossly  fallacious  statements.  As  a 
result,  a few  days  later  I received  a letter  from  the  State  Depart- 
ment, Office  of  the  Legal  Advisor,  a copy  of  which  I have  here. 

On  every  former  occasion  when  I asked  for  copies  of  any  or  all 
legal  opinions  covering  the  canal  sovereignty  question  I have  been 
told  they  could  not  be  furnished,  and  I was  advised  that  I should 
read  Ambassador  Bunker’s  former  speeches,  all  of  which  I have  read, 
and  reread,  and  which  moved  me  to  ask  for  the  legal  opinions  in  the 
first  place. 

Upon  receipt  of  a letter  from  the  Office  of  the  Legal  Advisor,  I 
immediately  called  its  author,  Mr.  Micliael  Kozak,  and  carefully  out- 
lined what  I should  like  to  obtain,  only  to  be  told  there  was  no  such 
legal  opinion  in  that  form,  but  he  did  tell  me  that  there  was  a letter 
which  had  been  written,  signed  by  ]Mr.  S.  Florey  Bell,  to  Congress- 
man Gene  Snvder,  and  that  he  would  send  a copy  of  that  letter  to 
me,  which  he  did. 

find  almost  everything  in  the  letter  to  Congressman  Snyder  to 
be  inaccurate  and  lacking  germaneness,  even  false,  and  the  inaccu- 
racies and  fallacies  can  easily  be  demonstrated. 

^ The  L^nited  States  having  granted  to  it  bv  Panama  adl  of  the 
rights,  power  and  authority  to  exercise  sovereignty  over  the  Canal 
Zone  to  the  complete  exclusion  of  anv  exercise  of  sovereigntv  by 
Panama,  it  is  for  the  United  States,  and  the  United  States  alone, 
acting  unilaterallv.  to  determine  whether,  when,  and  if  ever  it  mav 
choose  to  surrender  or  abandon  in  whole  or  in  part  any  such 
sovereign  power,  which  incidentally,  belongs  to  the  people  of  the 
United  States  under  our  system. 


404 


Xot  long  after  the  1903  treaty  the  United  States  recognized  that 
for  certain  purposes  there  resided  in  Panama  a reversionary  right, 
which  was  called  “titular  sovereignty.” 

It  was  made  indelibly  clear  that  this  was  a mere  scintilla  of 
reversionary  right,  and  called  by  Secretary  Hay  “a  barren  scepter” 
and  by  Secretary  Taft,  who  referred  to  it  as,  I think,  “a  barren 
ideality”. 

Keferring  again  to  the  letter  of  the  State  Department  to  Kepre- 
sentative  Gene  Snyder,  there  is  perhaps  only  one  accurate  statement, 
namely  on  pages  4 and  5,  and  this  I quote,  in  part,  leaving  out  the 
nonpertinent  portions.  It  reads : 

I should  add,  however,  that  in  my  judgment  the  fundamental  question  which 
must  be  addressed  in  considering  whether  a new  treaty  with  Panama  is  desir- 
able is  not  that  of  sovereignty.  Rather,  the  question  is  whether  a new  treaty 
would  or  would  not  serve  the  United  States  interests. 

That  statement  is  correct.  Since  the  sovereign  rights,  power  and 
authority  are  crystal  clear,  and  as  tO'  the  other  matters,  since 
sovereignty  is  not  negotiable,  are  matters  solely  for,  as  to  other  mat- 
ters, solely  for  bilateral  consideration  of  the  United  States  and 
Panama.  They  are  not  for  the  United  Nations,  where  we  do  have  a 
veto  power,  nor  for  the  OAS,  where  we  overlooked  reserving  a veto 
power. 

However,  they  are  not  for  such  organizations  on  the  basis  of  an 
analogy  at  least  to  the  reservation  as  being  a matter  within  the 
domestic  concern  of  the  XTnited  States,  recognizing  its  global  obliga- 
tion to  operate  the  canal  under  the  terms  of  the  Hay-Pauncefote 
Treaty,  which  superseded  the  Clayton-Bulwer  Treaty  for  reasons 
which  are  historic. 

Now,  Madam  Chairman,  that,  may  it  please  the  committee, 
finishes  my  statement  on  sovereignty  as  such,  but  I should  like  to 
take  a few  minutes  on  some  other  aspects,  if  I may  be  permitted  to 
do  so,  and  I think  at  this  point  it  might  be  well  if  there  are  a few 
questions  on  the  sovereignty  question,  I shall  be  glad  to  try  to 
answer  them. 

Before  that,  I would  also  like  to  submit  for  the  records  matter 
from  the  “Untold  Story  of  Panama,”  written  by  Earl  Harding. 

Mrs.  SuLLivAx.  It  will  be  received  for  the  record  at  this  point. 

[The  following  was  received  for  the  record :] 

The  Untold  Story  of  Panama 
(By  Earl  Harding) 

Chapter  4 

The  Baby  Republic  Is  Born 

At  12  :51  P.  M.  of  November  7,  1903  Secretary  of  State  Hay  cabled  instruc- 
tions to  United  States  Vice  General  Felix  Ehrman  in  Panama  to  enter  into 
relations  with  the  de  facto  government.  At  1 :40  P.  M.  Secretary  Hay  received 
Bunau-Varilla’s  telegram  from  New  York  announcing  that  “the  Republic  of 
Panama  has  been  pleased  to  designate  me  as  its  Envoy  Extraordinary  and 
Minister  Plenipotentiary  near  the  Government  of  the  United  States”  and  that 
“in  spreading  her  protecting  wings  over  the  territory  of  our  Republic  the 
American  Eagle  has  sanctified  it.” 

Bunan-Varilla’s  authority  was  already  in  jeopardy.  Dr.  Amador  cabled  him — 
so  wrote  Bunau-Varilla  in  his  1913  book  of  Panama  adventures — that  his 
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powers  would  be  limited  to  those  of  a “Confidential  Agent,”  and  Arango,  Boyd 
and  Arias  instructed  him  by  cable  to  contract  a loan  of  $200,000.  Bunau- 
Varilla  said  he  ignored  these  insructions  as  beneath  his  dignity. 

A newspaper  story  that  a special  commission  would  soon  leave  Panama  and 
do  the  treaty  negotiating  gave  Bunau-Varilla  at  the  White  House  and  extended 
Secretary  Hay  to  rush  a treaty  to  conclusion.  On  November  13,  1903  President 
Theodore  Roosevelt  received  Bunau-Varilla  at  the  White  House  and  extended 
formal  recognition  to  the  new  Republic  of  Panama.  By  November  15  Secretary 
Hay  sent  to  Bunau-Varilla  a copy  of  the  Hay-Herran  Treaty,  which  Colombia 
had  rejected,  modified  to  apply  to  Panama. 

Bunau-Varilla,  according  to  his  later  story,  worked  all  night  redrafting  and 
strengthening  Secretary  Hay’s  draft.  His  handling  of  the  question  of  sover- 
eignty is  still  a burning  issue  in  Panama,  and  should  be  carefully  noted  here. 
Bunau-Varilla  wrote  in  his  1913  book  : 

“After  mature  thought  I recognized  that  if  I enumerated  in  succession  the 
various  attributes  of  soverignty  granted,  I ran  the  risk  of  seeing,  in  the  Senate, 
some  other  attributes  asked  for.  To  cut  short  any  possible  debate  I decided  to 
grant  a concession  of  sovereignty  en  hloc”  The  formula  which  Bunau-Varilla 
said  seemed  to  him  the  best  was  expressed  in  his  text  of  Article  III  of  the 
Hay-Bunau-Varilla  Treaty.  The  sovereignty  of  the  United  States  within  the 
Panama  Canal  Zone,  despite  Panamanian  clamor  for  its  abrogation,  still  stands. 

Mrs.  Sullivan.  Mr.  Snyder,  very  briefly,  do  you  have  any  questions 
that  you  want  to  ask  of  the  Captain  ? 

^Ir.  Snyder.  I do  not  believe  so,  Mrs.  Sullivan. 

I appreciate  your  support  and  comments  on  the  letter  which  you 
referred  to,  Captain.  Needless  to  say,  I agree  with  what  the  captain 
said,  insofar  as  how  he  described  the  letter  as  being  full  of  inaccu- 
racies, and  I can  assure  the  captain  that  I intend  to  deal  with  that 
letter  at  some  length,  if  Mrs.  Sullivan  permits  it — and  I expect  she 
will  when  we  get  into  closed  session — with  those  responsible  for  the 
content. 

Captain  Willenbucher.  That  should  be  done,  because  there  have 
been  very  gross  errors  here. 

There  have  been  some  things  included  that  absolutely  are  not  in  any 
degree  pertinent. 

One  is  a provision  here  which  tries  to  indicate  that  the  rights  of  the 
Ignited  States  over  the  Panama  Canal  Zone  offer  an  example  of  the 
most  complete  jurisdiction  over  a territory  without  it  being  a cession 
in  the  technical  international  law  sense. 

That  is  not  the  one.  The  one  I refer  to  is  the  one  which  tried  to  take 
out  of  the  1936  treaty  another  provision. 

i\Ir.  Snyder.  It  is  in  the  next  paragraph. 

Captain  Willenbucher.  Do  you  have  that? 

Mr.  Snyder.  Yes,  sir. 

We  will  talk  about  it  later. 

Every  single  one  of  these  things  can  be  disputed  successfully. 

Captain  WiLLExmucHER.  Ma}^  I have  1 or  2 more  minutes,  very 
briefly,  Madam  Chairman  ? 

I\[rs.  Sullivan.  Very  briefly,  please. 

Captain  Willenbucher.  Yes. 

The  question  involved  here  in  this  great  problem  to  the  United 
States  is  whether  we  are  to  reestablish  the  Caribbean  Sea  and  the 
Gulf  of  Mexico  area  as  a bastion  of  defense,  or  allow  it  to  deteriorate 
to  an  area  from  wliich  invasion  of  the  United  States  through  a soft 
imderbelly,  established  by  ourselves. 

On  two  occasions  in  our  history,  one  in  the  War  of  1812,  Jackson 
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stopped  an  attempted  invasion  in  1815  by  tlie  British  through  that 
area,  and  again  in  1862  Farragut  conducted  another  attempted  inva- 
sion and  occupied  New  Orleans. 

Without  the  strongest  kind  of  a position  of  the  United  States  in  the 
Caribbean  area,  the  situation,  the  strategic  situation  in  the  Caribbean 
area  is  actually  much  more  important  than  when  Mahan,  who  was,  of 
course,  the  leader  in  the  very  reasonable  expansionist  period  of  the 
United  States  which  made  this  country  great. 

He  was  one  whose  works  were  followed  by  Senator  Lodge,  and  by 
Theodore  Boosevelt. 

Now,  of  course,  attempt  is  made  to  indicate  that  Theodore  Roosevelt 
took  some  unfair  advantage  over  Panama,  which  this  is  not  so,  and  is 
not  historic. 

Also,  the  information  that  is  being  promulgated  is  that  some 
Frenchman  or  the  other  negotiated  the  Hay-Bunau-Varilla  Treaty. 

That  F renchman  was  the  one  on  whom  the  Panamanians  relied  for 
the  financing  of  their  successful  revolution  from  Colombia.  It  was  he 
whom  they  selected  to  be  their  Envoy-Extraordinairy,  and  Minister 
Plenipotentiary". 

I would  like  to  add  one  other  thing,  and  this  will  be  my  last  state- 
ment. When  he  wrote  the  “Untold  Story  of  Panama,”  Earl  Harding 
quoted  Bunau  Varilla  as  having  said  in  1913: 

After  mature  thought  I recognized  that  if  I enumerated  in  succession  the 
various  attributes  of  sovereignty  granted,  I ran  the  risk  of  seeing,  in  the  Senate, 
some  other  attributes  asked  for.  To  cut  short  any  possible  debate  I decided  to 
grant  a concession  of  sovereignty  en  Moc.”  The  formula  which  Bunau-Varilla 
said  seemed  to  him  the  best  was  expressed  in  his  text  of  Article  III  of  the 
Hay-Bunau-Varilla  Treaty.  The  sovereignty  of  the  United  States  within  the 
Panama  Canal  Zone,  despite  Panamanian  clamor  for  its  abrogation,  still  stands. 

That  is  an  important  matter,  because  in  the  so-called  opinion  that 
was  sent  to  Congressman  Gene  Snyder,  there  was  a quotation  written 
27  years  later,  in  1940,  when  he  was  quite  an  old  man,  and  neither  one, 
as  a matter  of  fact,  are  legitimate  materials  for  interpretation  where 
interpretation  is  not  needed. 

I want  to  thank  you.  Madam  Chairman  and  members  of  the  com- 
mittee for  indulging  me  this  opportunity. 

I should  like  to  have  had  more  time,  but  I realize  it  could  not  be 
granted. 

Mrs.  SuJ.LTVAN.  Captain,  may  I say  I thinli  everyone  in  this  country 
realizes  today  the  potential  danger  with  respect  to  Cuba.  We  see  Gen- 
eral Torriios,  as  the  chief  of  government  and  dictator  of  Panama, 
visiting  Cuba,  and  being  promised  by  Castro  that  he  would  use  all  his 
strength  to  see  that  Torrijos  gets  what  he  is  after.  When  I see  this 
I think  we  are  in  a verv  dangerous  situation.  T would  sav  that  the  talk 
being  verified  today  of  abolishing  the  Canal  Zone  and  giving  the  land 
back  to  Panama  would  take  away  our  rights  of  sovereignty  over  the 
canal,  and  this  would  be  disastrous. 

T say  this  because  I think  that  the  contemplated  giyeaway  is  the 
most  dangerous  thing  that  could  happen  in  this  country  today. 

T am  not  going  to  get  into  a full  discussion  of  this  matter,  because 
T brought  you  in  on  somebody  else’s  time,  but  I do  appreciate  your 
coming. 
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Thank  you  for  your  contribution.  It  is  part  of  the  record,  and  I 
hope  the  people  will  read  it. 

Captain  Willenbucher.  I am  sorry  I had  no  more  time  and  no  staff 
to  Avrite  a formal  statement,  which  1 usually  furnish  when  I testify 
before  such  a committee  as  this. 

Thank  you.  Madam  Chairman. 

^Irs.  SuLLivAX.  I appreciate  your  taking  the  time. 

Thank  you. 

I now  recognize  Mr.  Snyder  for  any  statement  he  cares  to  make. 

Mr.  Snyder.  With  your  indulgence.  Madam  Chairman,  I would 
like  to  make  a statement. 

Mrs.  Sullivan.  After  your  statement  we  will  vote  on  whether  or 
not  to  close  the  hearings. 

Mr.  Snyder.  I want  to  take  this  opportunity,  particularly,  to 
associate  myself  with  the  remarks  that  you  made  on  the  opening 
day  of  these  hearings,  and  I wish  that  the  State  Department  people 
had  been  here  to  hear  those  remarks.  I hope  they  will  read  them. 

I have  stated  repeatedly  that  the  State  Department  has  not  been 
doing  this  Nation,  the  Kepublic  of  Panama,  or  the  world,  any  service 
in  its  attempt  to  yield  sovereignty  over  the  Canal  Zone  and  our 
waterway  therein. 

Worse  yet,  I fear  that  the  State  Department  has  resorted  to 
untruths  in  an  effort  to  delude  the  people  of  this  country  into  believ- 
ing the  zone  is  not  rightfully  ours.  In  some  way  we  are  guilty  of  a 
great  fault  by  having  swindled  Panama  out  of  its  rightful  posses- 
sion, according  to  them. 

The  captain  referred  to  the  letter  to  me  from  Mr.  Bell,  and  I will 
hopefully  deal  with  that  when  ive  are  asking  questions  after  the 
witnesses  come  before  us. 

I am  glad  to  know  of  the  enormous  national  feeling  against  giving- 
up  the  Canal  Zone,  despite  all  the  propaganda  by  the  liberal  media 
that  represents  no  one,  and  editorializes  only  on  their  oAvn  behalf. 

I think  anyone  who  has  heard  of  the  amendment  I offered  to  the 
appropriations  bill  last  year  knows  my  position  Avell.  It  received 
considerable  attention  outside  of  the  Congress,  both  in  the  United 
States  and  in  the  Republic  of  Panama,  and  in  the  Canal  Zone. 

What  may  not  be  knoAvn  quite  as  well  is  the  opinion  of  many 
members  of  the  Congress  vdio  did  not  vote  for  the  amendment  which 
Avould  have  prohibited  use  of  fiscal  year  1976  State  Department 
appropriations  to  negotiate  the  surrender  of  our  zone  and  our  canal. 

It  did  not  opjiose  negotiations,  as  so  many  falsely  claimed.  I do 
not  oppose  updating  our  daily  relationships  and  cooperation  with 
the  Republic  of  Panama,  but  I stand  firmly  against  yielding  our 
sovereignty.  I would  like  to  direct  attention  to  the  colloquy  that  I 
had  with  Mr.  George  Mahon,  Mr.  Slack,  and  Mr.  Cederberg,  all  three 
of  Avhom  voted  against  the  amendment,  but  all  three  of  whom  posi- 
tively stated  on  October  7,  1975 — and  it’s  in  the  Congressional  Record, 
page  H9712 — their  unalterable  opposition  to  giving  away  our 
sovereignty  over  the  canal  and  the  Canal  Zone. 

At  tills  point  I want  to  quote  from  the  Congressional  Record  the 
colloquy  I had  with  the  Honorable  George  Mahon,  of  Texas,  the 
chairman  of  the  House  Appropriations  Committee  after  a substitute 
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amendment  replaced  the  Snyder  amendment  in  the  appropriations 
bill. 

I hope  Ambassador  Bunker  and  his  team  of  negotiators  listen 
carefully  to  each  word  Mr.  Mahon  uttered  that  day  on  the  floor 
of  the  House  of  Representatives. 

I shall  close  by  fuifher  quoting  the  floor  debate  to  show  you  the 
opinions  of  Congressman  Slack,  who  served  as  the  conference  chair- 
man on  the  appropriations  measure,  and  who  handled  the  bill,  and 
Congressman  Cederberg,  a minority  member  of  the  conference  com- 
mittee. All  three  opposed  the  Snyder  amendment. 

Let  no  one  believe  that  these  statements  indicate  anything  less 
than  a firm  commitment  to  retain  U.S.  sovereignty  over  the  Canal 
Zone  on  the  part  of  key  congressional  spokesmen. 

Madam  Chairman,  I should  like  to  read  from  page  H9712  of  the 
Congressional  Record  dated  October  7, 1975  : 

Mr.  Snyder.  Madam  Speaker,  I take  this  time  as  the  gentleman  from  Georgia 
(Mr.  Flynt)  has  done,  to  direct  the  attention  of  the  Members  to  page  H9663 
of  the  Congressional  Record  of  October  6,  1975,  wherein  the  gentleman  from 
Pennsylvania  (Mr.  Flood)  has  laid  out  for  us  the  conceptual  agreements  that 
have  been  agreed  to  between  the  negotiators.  I refer  particularly  to  the  lan- 
guage in  the  first  column,  under  paragraph  C,  which  says : 

“Upon  the  treaty’s  becoming  effective,  the  U.S.  entity  known  as  the  Canal 
Zone  Government  shall  immediately  terminate. 

Paragraph  D reads  as  follows : 

“All  relations  of  a private  nature  shall  be  subject  to  Panamanian  jurisdiction 
immediately  after  the  new  treaty  goes  into  effect.” 

Skipping  a few  paragraphs,  it  reads  further  as  follows : 

“U.S.  courts  of  law  in  the  old  Canal  Zone  shall  cease  operation  3 years  after 
the  new  treaty  goes  into  effect.” 

Another  paragraph  reads  as  follows : 

“There  shall  be  no  canal  area  or  Canal  Zone.” 

These  are  the  things,  of  course,  that  concern  those  of  us  who  are  interested 
in  preserving  the  integrity  of  the  Panama  Canal  and  Panama  Canal  Zone. 

Quite  frankly,  in  my  discussions  with  the  members  of  the  conference  on  the 
House  side,  I am  of  the  opinion  that  that,  too,  concerns  them,  and  that  the 
conferees  on  the  part  of  the  House  means  by  this  language  that  they  do  not 
want  that  kind  of  conceptual  agreement  to  put  into  finality. 

Madam  Speaker,  I take  this  time  for  the  purpose  of  addressing  a few  ques- 
tions to  the  chairman  of  the  Committee  on  Appropriations,  the  gentleman  from 
Texas  (Mr.  Mahon),  the  chairman  of  the  subcommittee,  the  gentleman  from 
West  Virginia  (Mr.  Slack),  and  the  gentleman  from  Michigan  (Mr.  Cedar 
berg),  of  the  minority,  to  discuss  with  them  the  words  vital  interest. 

I have  been  concerned,  as  these  gentlemen  know,  and  as  I mentioned  in  the 
original  discussion  of  this  when  we  came  back  with  the  language  a couple 
weeks  ago,  that  the  boys  at  the  State  Department  may  say  that  it  is  in  our 
vital  interest  to  give  away  the  Canal  Zone  in  3 years  and  the  canal  in  25  years. 

I want  the  record  to  be  clear  that  that  is  not  what  the  conferees  intended 
and  by  no  stretch  of  the  imagination  can  the  negotiators  or  the  State  Depart- 
ment people  ever  interpret  that  this  conference  committee  meant  that  they  are 
protecting  the  vital  interests  of  the  United  States  if  in  fact  they  agree  to  the 
relinquisment  of  our  rights  in  and  to  the  Zone  and  in  and  to  the  Canal. 

Mr.  Mahon.  Madam  Speaker,  will  the  gentleman  yield  ? 

Mr.  Snyder.  I yield  to  the  distinguished  chairman  of  the  Committee  on 
Appropriations. 

Mr.  Mahon.  Madam  Speaker,  I would  like  to  say  as  one  of  the  conferees  and 
as  chairman  of  the  Committee  on  Appropriations  that  I am  unalterably  op- 
posed to  giving  away  the  vital  interests  of  the  United  States  in  the  Panama- 
Canal. 

When  I say  the  vital  interests,  I mean  the  possession  and  the  present  privi* 
leges  and  the  property  and  the  ownership  which  we  enjoy  there. 
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I believe  that  probably  90  percent  of  the  Members  of  this  House  agree  that 
we  are  opposed  to  giving  away  the  Panama  Canal,  as  we  call  it.  We  are  in 
favor  of  maintaining  our  rights  and  our  prerogatives  and  the  integrity  of  the 
United  States  in  the  Panama  Canal  and  in  the  Panama  Canal  Zone. 

I cannot  help  it  if  the  State  Department  has  a contorted  meaning  of  the 
term,  vital  interest.  I repudiate  such  an  interpretation. 

Vital  interests,  insofar  as  this  conference  report  is  concerned,  means  to  me 
the  property,  the  title,  the  possession,  and  the  rights  of  the  United  States 
in  the  Panama  Canal  Zone.  We  cannot  be  responsible  for  the  kind  of  treaty 
that  the  State  Department  employees  or  others  may  propose.  That  is  the 
constitutional  prerogative  of  the  Executive,  and  it  is  up  to  the  Congress  to 
approve  or  disapprove.  But  I think  it  ought  to  be  clear  to  the  whole  world 
that  the  overwhelming  majority  of  the  Members  of  this  House  are  against 
giving  up  the  Panama  Canal  Zone.  I appreciate  the  statement  of  my  friend 
from  Kentucky  and  his  desire  to  make  plain  to  all  the  attitude  of  the  House 
on  this  important  matter. 

Madam  Speaker,  is  that  clear  to  the  gentleman? 

Mr.  Snyder.  Madam  Speaker,  that  is  pretty  clear  to  me. 

I will  ask  the  gentleman  from  West  Virginia  (Mr.  Slack)  if  he  agrees  with 
the  statement  made  by  the  gentleman  from  Texas  (Mr.  Mahon). 

Mr.  Slack.  Madam  Speaker,  if  the  gentleman  will  yield,  as  chairman  of  the 
House  conferees,  let  me  say  that  I do  not  believe  it  is  in  the  vital  interests 
of  the  United  States  to  give  up  the  Panama  Canal  or  the  Panama  Canal  Zone. 

Is  that  a direct  answer  to  the  gentleman’s  question  ? 

Mr.  Snyder.  And  that  is  the  gentleman’s  interpretation  of  the  intent  of  the 
language  the  conferees  have  come  back  with  ? 

Mr.  Slack.  That  is  my  interpretation. 

Mr.  Cederberg.  Madam  Speaker,  will  the  gentleman  yield? 

Mr.  Snyder.  I yield  to  the  gentleman  from  Michigan. 

Mr.  Cederberg.  Madam  Speaker,  I do  not  know  how  many  more  times  I have 
to  say  this,  but  I will  say  it  again. 

Mr.  Snyder.  The  gentleman  can  say  it  once  more,  then. 

Mr.  Cederberg.  Madam  Speaker,  I said  it  the  first  time,  I said  it  the  second 
time,  and  I said  it  when  I was  down  in  the  well  the  last  time,  and  I will  repeat 
it : As  far  as  I am  concerned,  I do  not  want  to  give  away  the  Panama  Canal. 

A lot  of  questions  have  come  up  about  vital  interests,  and  the  word  ‘vital’ 
has  been  used.  Let  us  see  what  Webster’s  dictionary  says  the  word  ‘vital’ 
means. 

The  Speaker  pro  tempore  (Mrs.  Lloyd  of  Tennessee).  The  time  of  the  gentle- 
man from  Kentucky  (Mr.  Snyder)  has  expired. 

Mr.  Cederberg.  Madam  Speaker,  I yield  1 additional  minute  to  the  gentleman 
from  Kentucky  (Mr.  Snyder). 

Madam  Speaker,  will  the  gentleman  yield  further? 

Mr.  Snyder.  I yield  to  the  gentleman  from  Michigan. 

Mr.  Cederberg.  Madam  Speaker,  this  is  taken  right  out  of  that  dictionary 
over  there,  and  this  is  what  the  dictionary  says  the  word  vital  means: 

* * * of  the  utmost  importance ; essential  to  the  continued  vigor,  efficiency, 
independence,  or  value  of  something  expressed  or  implied  * * *. 

Does  that  satisfy  the  gentleman  from  Kentucky  ? 

Mr.  Snyder.  I would  say  that  would  satisfy  the  gentleman  from  Kentucky 
if  the  gentleman  from  Michigan  would  say  that  it  is  his  understanding  that 
the  conferees  meant  the  same  thing  that  Mr.  Webster  did. 

Mr.  Cederberg.  Yes,  I would  say  that  is  true. 

Madam  Speaker,  let  me  ask  the  gentleman  a question. 

Now  that  we  have  gotten  that  all  cleared  up,  is  the  gentleman  going  to  vote 
with  us  today  in  this  matter,  or  does  the  gentleman  think  that  would  be  going 
a little  too  far? 

Mr.  Snyder.  Madam  Speaker,  I am  going  to  consider  it,  because  I think  we 
have  made  great  progress  thus  far.  I feel  that  with  this  colloquy  we  have 
accomplished  much  for  the  good  of  our  country. 

On  February  6,  1974  I issued  the  following  statement  regarding  my 
refusal  to  fly  to  Panama  to  witness  the  signing  of  the  eight  point 
agreement  by  Secretary  Kissinger  and  Foreign  Minister  Tack. 

My  colleague  from  Kentucky,  the  Honorable  Frank  Stubblefield, 
joined  in  the  statement. 
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My  statement  and  my  position  today,  remains  unclianged,  Madam 
Chairman. 

Madam  Chairman,  I ask  unanimous  consent  that  that  statement 
be  inserted  at  this  point  in  the  record. 

Mrs.  Sullivan.  Without  objection,  it  is  so  ordered. 

[The  statement  referred  to  follows :] 

News  Release  of  Congressman  M.  Gene  Snyder  of  February  6,  1974 

We  have  no  desire  to  witness  another  surrender  of  United  States  sovereignty. 
A handful  of  leftists  in  Panama  seem  able  to  bluff  the  once  mightest  nation  on 
earth  into  backing  down  on  our  perpetual  control  over  the  Panama  Canal, 
which  remains  one  of  America’s  most  strategic  security  links  as  well  as  a 
vital  economic  factor  in  our  shipping  and  overall  trade  system. 

Our  State  Department  has  been  willing  to  turn  over  complete  control  of 
this  key  canal  to  the  Republic  of  Panama  in  return  for  nothing  but  emphemeral 
favor  in  Panamanian  and  world  opinion.  These  striped-pants  dreamers  want  to 
do  this  despite  an  unbroken  history  of  governmental  instability  which  has 
seen  only  four  Presidents  of  Panama  complete  their  constitutional  term  of  four 
years  in  office.  That  country  has  had  59  changes  of  government  since  1904!  We 
have  had  but  12  Presidents  in  the  same  period. 

Tlie  American  people  wouldn’t  stand  for  an  outright  ceding  of  the  Canal 
to  Panama,  so  that  State  Department  has  the  process  mapi}ed  out  to  cover  a 
series  of  piecemeal  concessions. 

We  laud  the  President’s  often  stated  commitment  to  world  peace,  but 
reality  forces  us  to  repeat  the  words  of  a great  Amierican  who  once  said, 
“Peace,  peace,  there  is  no  peace !’  Panamanians  simply  cannot  guarantee  the 
security  and  operation  of  a canal  we  must  have,  in  a world  which  has  seen 
our  enemies  seize  control  of  Cuba,  a far  more  powerful  nation  only  90  miles 
off  our  coast,  and  well  within  range  of  our  own  strategic  and  tactical  weapons 
systems. 

The  President  has  sworn  to  uphold  the  Constitution,  and  having  done  so, 
his  function  is  to  safeguard  the  nation’s  defenses.  We  call  upon  President 
Nixon  immediately  to  terminate  the  piecemeal  surrender  of  the  Panama  Canal 
and  Canal  Zone  to  a tiny  country  that  exists  only  because  of  the  Canal’s 
existence,  and  which  for  seventy  years  has  been  shaken  with  political  unrest. 

This  country  has  been  back-pedalling  all  over  the  globe  ever  since  the  end 
of  World  War  II,  and  I for  one  am  fed  up.  We  have  had  a no-win  policy  on 
every  front,  though  going  through  suicidal  motions  as  if  to  deny  it!  We 
sacrificed  over  100,000  of  the  cream  of  our  youth  to  that  policy  in  Korea  and 
Vietnam,  rather  than  carry  the  wars  we  engaged  in  to  the  heart  of  the  enemy 
to  achieve  victory  with  a minimal  loss  of  life. 

It  has  not  mattered  whether  our  President  was  a Democrat  or  a Republican. 
The  State  Department  has  persuaded  him  that  backing  down  is  the  best  way 
to  win  friends.  Unfortunately,  our  enemies  are  not  so  hypnotized  by,  or  worried 
about,  world  opinion. 

Witness  the  brutal  Soviet  invasion  of  Hungary  and  Czechoslovakia  in  recent 
years,  and  the  Chinese  Communist  military  takeover  of  the  Paracel  Islands  in 
the  last  few  days  ! 

Mr.  Snyder.  I very  mucli  appreciate.  Madam  Chairman,  your 
having  these  hearings  so  that  we  might  be  able  to  delve  into  some 
questions  in  some  depth  with  those  who,  in  my  opinion,  are  render- 
ing a great  disservice  to  this  great  country,  which  has  been  very 
good  to  me,  and,  I suspect,  them. 

Thank  you  very  much.  Madam  Chairman. 

Mrs.  Sullivan.  Thank  you. 

Now,  I would  ask  that  Ambassador  Bunker  and  Minister  Bell  come 
up  to  the  witness  table. 

Mr.  Snyder.  Madam  Chairman,  in  view  of  the  fact  that  Mr.  Kozak, 
I believe  that’s  his  name,  who  is  legal  counsel,  and  is  referred  to  in  the 


411 


letter  the  captain  referred  to  from  Mr.  Bell  to  me.  is  supposed  to  be 
here,  and  I suspect  he  will  be  needed  to  answer  some  of  the  questions. 
I wonder  if  he  could  come  up.  too. 

^Irs.  SuLLivAX.  Me  welcome  you.  Ambassador.  I want  to  explain 
a little  more  clearly  why  we  are  having  this  meeting  today. 

Xaturally.  our  committee  is  responsible  for  the  operation  and 
the  maintenance  of  the  Panama  Canal.  Mhen  we  see  the  employees 
of  the  Panama  Canal  so  disturbed,  that  for  the  first  time  in  60  years 
they  go  on  a sick-out.  or  an  unauthorized  strike,  letting  some  100 
to  160  ships  pile  up  waiting  to  go  through  a canal,  then  we  have  to 
take  action. 

Me  were  able  to  stop  the  first  threat  of  a sick-out  for  a week,  dur- 
ing which  time  I made  pleas  of  the  Mhite  House  and  the  President's 
aides,  as  well  as  the  Secretary  and  the  Under  Secretary  of  the  Army, 
to  do  something  to  relieve  the  tension  under  which  all  of  these  em- 
ployees were  working.  The  tension  has  lowered  their  morale  to  the 
point  where  they  did  not  know  what  to  do.  It  only  takes  one  or 
two  hotheads,  as  you  ki^iow.  to  start  problems,  and  they  did  start 
them,  in  much  and  for  a whole  week  the  employees  were  out  with 
expenses  piling  up  on  our  shippers,  with  the  ships  lying  out  at  sea, 
and  I would  say  all  this  through  the  fault  of  a proposal  to  change 
the  wage  scale  of  the  lowest  echelon  of  employees  in  the  Panama 
Canal  Company. 

The  employees  have  nothing  to  do  with  the  lack  of  ships  going 
through  the  canal,  so  why  should  they  have  to  pay  in  order  to  lower 
canal  expenses  ? 

I think  the  proposal  of  the  Personnel  Policy  Board  Avas  a A^ery  un- 
called-for proposal.  The  workers  liaA^e  still  not  been  told  AAdiat  is 
going  to  happen  to  them.  Avith  respect  to  the  proposal.  They  are  still 
in  a state  of  unrest,  and  if  something  does  not  happen  soon,  the  bur- 
den of  all  of  this  is  going  to  be  right  on  the  President  of  the  United 
States.  I told  him  that,  and  he  knoAvs  it. 

This  President  spent  25  years  here  in  the  Congress,  and  Avhen  he 
Avas  here,  he  Amted  as  Ave  did  against  these  giA^e-aAvays  that  are  going 
on. 

Me  just  haA^e  to  do  something  soon.  T do  not  think  I haA^e  to  tell 
you  my  opinion  of  AA’hat  is  going  on  Avith  the  treaty,  because  I haA^e 
fought  it  openlAA  but  fairly,  in  all  these  years  since  talks  on  it  Avere 
begun,  since  right  after  the  1964  riots. 

I think  AA’e  had  much  to  do  Avith  stopping  the  1967  treaty,  Avhich 
Avas  bad  enough.  This  new  draft  treaty  is  going  to  be  Avorse  from 
AA’hat  we  hear. 

Xow,  I want  to  haA*e  you  giA^e  the  committee  and  the  officers  of  the 
Panama  Canal  Company,  Avho  are  here  Avith  some  of  the  Board 
Directors  of  the  Panama  Canal  Company,  everything  that  you  can 
possibh"  giA^e  us  in  confidence,  and  if  you  feel  that  you  cannot,  say 
these  things  in  open  session  then  Ave  Avill  take  a Amte  on  closing  this 
meeting  so  that  you  can  talk  freely. 

Me  haA^e  neA^er  Auolated  the  conference,  at  least  those  of  us  Avho 
haA^e  been  here  oA^er  the  years,  and  avIio  haA^e  gone  through,  since  1964, 
the  problems  of  the  Panama  Canal  Zone.  So  if  you  wish,  I shall  ask 
unanimous  consent  that  AA^e  close  the  hearing,  if  the  members  also 
wish  it. 
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STATEMENT  OF  HON.  ELLSWORTH  BUNKER,  AMBASSADOR  AT 
LARGE,  DEPARTMENT  OF  STATE;  ACCOMPANIED  BY  MINISTER  S. 
MOREY  BELL,  DEPUTY  NEGOTIATOR  AND  COUNTRY  DIRECTOR 
FOR  PANAMA,  DEPARTMENT  OF  STATE;  MICHAEL  G.  KOZAK,  ESQ., 
ATTORNEY-ADVISER,  OFFICE  OF  THE  LEGAL  ADVISER,  DEPART- 
MENT OF  STATE;  LIEUTENANT  GENERAL  WELLBORN  DOLVIN, 
U.S.  NEGOTIATING  TEAM 

Ambassador  Bunker.  I would  like  it,  Madam  Chairman,  to  be 
closed,  because  we  have  classified  testimony  to  give. 

Mr.  Downing.  Madam  Chairman,  this  is  marked  confidential,  on 
Mr.  Bunker’s  statement,  and  secret  on  Mr.  Bell’s  statement. 

May  I suggest  that  we  close  the  meeting  ? 

Mr.  Snyder.  Reserving  the  right  to  object,  and  I shall  not  object, 
but  I do  have  a line  of  questions  that  will  deal  with  this  letter  that 
has  been  referred  to  earlier,  and  I think  that  it  is  important  for  those 
of  us  who  believe  in  the  cause  of  saving  the  canal,  that  that  line  of 
questioning  for  the  record  subsequently  should  be  made  public.  I 
assume  that  under  this  condition  in  which  we  are  going  to  operate, 
you  will  see  that  I am  protected  in  that  regard. 

Mrs.  Sullivan.  Yes,  only  the  things  that  are  confidential  and  secret 
we  will  keep  out  of  the  public  record. 

Mr.  Snyder.  Then  I withdraw  my  reservation. 

Mrs.  Sullivan.  Without  objection  we  will  close  the  hearing  to  the 
press  and  anyone  else  not  connected  with  the  Panama  Canal  Com- 
pany, and  the  hearing  room  will  be  cleared. 

Mr.  Leggett.  Pursuant  to  the  rules  of  the  House  then  I move  that 
the  Chair  be  given  discretion  to  move  into  closed  session  if  you 
deem  it  appropriate,  both  today  and  tomorrow. 

Mrs.  Sullivan.  We  shall  not  have  a meeting  tomorrow,  and  we  do 
not  have  a quorum  now,  and  that  is  why  the  motion  cannot  be  made 
at  this  time.  That  is  why  I asked  unanimous  consent. 

Mrs.  Leggett.  I think  the  rules  require  a quorum. 

Mrs.  Sullivan.  I realize  that,  and  I do  not  wish  to  dismiss  the 
witnesses  to  comply  with  rules  with  which  I cannot  comply  as  to  the 
quorum. 

We  do  not  have  a quorum  of  our  subcommittee  present. 

Mr.  CoRRADo.  We  have  six. 

Mrs.  Sullivan.  I beg  your  pardon.  Then  I am  wrong. 

All  in  favor  of  closing  the  meeting  signify  by  saying  aye. 

[Chorus  of  ayes.] 

Mrs.  Sullivan.  Those  opposed  signify  by  saying  no. 

[No  response.] 

Mr.  Leggett.  I request  a rollcall,  please.  Madam  Chairman. 

^Irs.  Sullivan.  Call  the  roll,  Frances. 

^liss  Still.  ]Mrs.  Sullivan  ? 

Mrs.  Sullivan.  Aye. 

Miss  Still.  Mr.  INIetcalfe? 

[No  response.] 

Miss  Still.  Mr.  Leggett  ? 

]\Ir.  Leggett.  Aye. 
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Miss  Still.  Mr.  Downing  ? 

Mr.  Dowxixg.  Aye. 

^liss  Still.  Mr.  Murphy  ? 

[Ao  response.] 

Miss  Still.  Mr.  Biaggi  ? 

[No  response.] 

5liss  Still.  i\Ir.  Bowen  ? 

Mr.  Bowex.  Aye. 

Miss  Still.  Mr.  Hubbard  ? 

Mr.  Hubbard.  Aye. 

Miss  Still.  Mr.  Snyder  ? 

Mr.  SxYDER.  Aye. 

Miss  Still.  Mr.  Kuppe  ? 

Mr.  Buppe.  Aye. 

Miss  Still.  Mr.  Rinaldo  ? 

[No  response.] 

Miss  Still.  There  are  seven  voting  aye.  That  is  a quorum. 

Mrs.  SuLLivAx.  What  was  the  vote  ? 

Miss  Still.  Seven. 

Mrs.  SuLLivAX.  It  is  unanimous. 

The  public  will  be  excused. 

[lYhereupon  at  10  :45  a.m.  the  subcommittee  proceeded  into  execu- 
tive session.] 

The  subcommittee  convened  in  secret  session  at  10 :58  a.m.,  in  room 
1384,  Longworth  House  Office  Building,  the  Honorable  Leonor  K. 
Sullivan,  chairman  of  the  full  Committee  on  Merchant  Marine  and 
Fisheries,  presiding: 

EXPLAXATORY  XOTE  OF  THE  COMMITTEE  OX  MERCHAXT  MARIXE 

AXD  FISHERIES 

The  verbatim  transcript  of  the  closed  session  has  been  deleted  in  its 
entirety.  However,  pursuant  to  an  agreement  between  the  committee, 
subcommittee,  and  the  witnesses  of  the  Department  of  State,  a gen- 
eralized summary  of  the  questions  asked  of  the  Department  of  State 
by  Mr.  Snyder,  as  well  as  a brief  summary  of  the  discussions  between 
^Ir.  Snyder  and  the  witnesses  of  the  Department,  are  presented  in  the 
following  paragraphs. 

Mr.  Snyder  issued  a press  release  on  April  13,  which  included  a 
portion  of  his  exchange  with  Ambassador  Bunker  regarding  authori- 
zation for  the  treaty  negotiations  with  the  Kepublic  of  Panama. 
IMr.  Snyder  based  his  action  on  a specific  unanimous  consent  authori- 
zation, which  appears  at  page  30  of  the  original  transcript  of  the 
open  hearings  of  April  8,  1976  and  upon  the  following  excerpts  from 
the  transcript  of  the  closed  session : 

1.  Following*  insertion  of  certain  correspondence  into  the  record  re- 
garding the  1936  treaty,  the  following  exchange  occurred : 

Mr.  Mitrphy.  Will  that  be  in  confidential  also  ? 

Mr.  SxYDER.  Public. 

Mr.  IMurphy.  I would  like  it  in  the  public  record. 

^Ir.  SxYDER.  I would  like  all  mv  questions  to  be  on  the  record  un- 
less they  specifically  want  them  off,  and  they  can  say  so. 

Mrs.  SuLLivAx.  All  right. 
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2.  At  the  conclusion  of  the  closed  session,  in  her  summary  of  the 
subjects  covered  in  the  entire  closed  session,  the  presiding  and  Full 
Committee  Chairman  (Mrs.  Sullivan)  made  the  following  remarks: 

Mrs.  SuLLivAx.  But  I appreciate  your  answers.  I know  we  have 
held  you  a long  time.  The  testimony  that  you  have  given,  the  answers 
that  you  have  given,  except  those  that  Mr.  Snyder  has  asked  he  does 
not  think  are  in  that  category  of  confidential  or  secret,  will  not  be 
printed  or  made  public,  and  thank  you  for  coming  in. 

On  April  12,  1976,  one  day  prior  to  issuance  of  his  press  release, 
Mr.  Snyder  sought  and  received  from  the  Full  Committee  and 
presiding  Chairman,  Mrs.  Sullivan,  further  confirmation  as  to  his 
right  to  make  public  the  material  contained  in  the  release.  This  con- 
firmation was  expressed  in  accord  Avith  the  questioning  period  during 
Avhich  Mr.  Snyder  had  made  his  unanimous  consent  request  and 
received  no  objection  thereto. 

The  Department  of  State  takes  the  view  that  the  authorization 
given  Mr.  Snyder  by  unanimous  consent  at  page  30  of  the  original 
transcript  of  open  hearings  of  April  8 and  the  excerpts  cited  above, 
taken  together,  constitute  authorization  only  for  the  release  of  Mr. 
Snyder’s  questioning  concerning  the  legal  interpretation  of  the  1936 
treaty.  Thereafter,  on  April  14,  the  Department  protested  to  the 
committee  Mr.  Snyder’s  release  on  April  13  of  additional  material. 

Both  the  committee  and/or  its  individual  members  and  the  wit- 
nesses from  the  Department  of  State  have  agreed  to  the  release  of 
the  summary  which  folloAvs  without  prejudice  to  their  positions  with 
respect  to  the  scope  of  the  authorization  for  disclosure  of  information 
contained  in  the  closed  session. 

In  accordance  with  the  agreement  between  the  committee  and 
witnesses  of  the  Department  of  State,  the  following  generalized 
summary  of  Mr.  Snyder’s  questions  during  the  closed  session  is 
presented : 

1.  At  one  point  in  the  closed  session  Mr.  Snyder  engages  in  a 
brief  colloquy  with  Minister  Bell  on  the  subject  of  political  align- 
ment in  the  Bepublic  of  Panama  Avith  respect  to  the  treaty  objectives 
of  General  Torrijos.  FolloAving  that  brief  exchange,  Mr.  Snyder  and 
the  Avitnesses  discuss  the  1936  treaty  and  its  relationship  to  sov- 
ereignty. Mr.  Snyder  asks  for  copies  of  legal  briefs  supporting  the 
State  Department  interpretation  of  that  treaty. 

2.  At  another  point  in  the  closed  session,  Mr.  Snyder  has  another 
exchange  Avith  the  Avitnesses  on  the  interpretation  of  particular 
sections  of  the  1936  U.S. -Panama  Treaty. 

3.  At  still  another  point  Mr.  Snyder  inserts  in  the  record  of  the 
hearing  a document  prepared  by  the  American  Law  Division  of  the 
Library  of  Congress  on  the  question  of  the  status  of  the  Canal  Zone 
in  international  hiAv  (contained  in  documents  on  the  1936  Treaty 
AAdiich  folloAvs).  FolloAving  the  request  for  insertion  of  the  docu- 
ment, Mr.  Snyder  and  Ambassador  Bunker  engage  in  a colloquy 
as  to  authorization  for  the  negotiations,  and  the  manner  in  Avhich 
that  authorization  Avas  transmitted. 

FolloAving  the  colloquy  cited  above,  the  ranking  minority  member 
asks  that  copies  of  documents  authorizing  negotiation  be  submitted 
for  the  record  of  the  hearing. 
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After  the  unanimous  consent  request  for  the  documents  and  discus- 
sion of  the  request,  the  questioning  period  of  the  ranking  minority 
member  shifts  to  the  questions  of  bureaucratic  politics  with  respect  to 
the  negotiations,  the  stability  of  the  governmental  system  in  Panama, 
the  basic  rationale  for  the  negotiations,  the  cost  of  the  negotiations, 
and  public  opinion  with  respect  to  the  treaty  talks. 


EXCHANGE  OF  CORRESPONDENCE  ON  19  36  TREATY 


During  the  closed  session  meeting  of  the  Subcommittee  on  the 
Panama  Canal,  permission  was  received  for  the  publication  of  the 
exchange  of  correspondence  between  the  ranking  minority  member  of 
the  subcommittee  and  the  Department  of  State  with  respect  to  the 
interpretation  of  article  III  of  the  1936  treaty  between  the  United 
States  and  the  Kepublic  of  Panama.  The  exchange  of  correspondence 
follows : 

Exchange  of  Correspondence  on  1936  Treaty 


November  14,  1975. 

Mr.  Morey  Bell, 

Deputy  Negotiator,  Panama  Canal  Sector,  Department  of  State, 

Washington,  D.C. 

Dear  Mr.  Bell  : At  the  Republican  Conference  briefing  yesterday,  in  answer 
to  a question  by  my  assistant  as  to  why  the  State  Department  could  say  the 
Canal  Zone  is  Panamanian  territory — especially  in  view  of  the  1907  Supreme 
Court  decision  in  Wilson  v.  Shaw — you  said  it  is  because  of  the  terms  of  the 
1936  treaty  which  is  the  law  of  the  land,  and  that  the  State  Department  has 
legal  opinions  to  this  effect. 

I am  not  aware  of  any  language  in  the  1936  treaty,  nor  is  anyone  else  of 
my  acquaintance,  which  could  provide  a basis  for  opinions  you  referred  to,  that 
would  repudiate  the  perpetual  grants  to  the  U.S.A.  by  Panama  of  territorial 
sovereignty  over  the  Canal  Zone,  or  overturn  the  above-mentioned  decision 
which  specifically  stated  : 

“It  is  hypercritical  to  contend  that  the  title  of  the  United  States  is  imperfect, 
and  that  the  territory  described  does  not  belong  to  this  Nation.  . .” 

On  the  contrary,  in  my  opinion,  Article  II  of  the  1936  Treaty  serves  to 
reinforce  that  original  grant. 

Because  the  State  Department’s  rejection  of  U.S.  sovereignty  over  the  Canal 
Zone  is  central  to  the  new  treaty  it  proposes,  and  to  the  Congressional  debates 
over  that  treaty  which  recently  have  taken  place,  and  will  continue  to  rage, 
it  is  vital  that  you  promptly  furnish  me  with  a copy  of  the  legal  opinion  or 
opinions  to  which  you  referred  yesterday. 

I will  be  most  grateful  for  your  immediate  attention  and  compliance  with 
this  request. 

Sincerely  yours, 


Gene  Snyder. 


Department  of  State, 
Washington,  D.C.,  Deeemher  12,  1075. 

Hon.  Gene  Snyder, 

House  of  Representatives, 

Washington,  D.C. 

Dear  Mr.  Snyder:  Thank  you  for  your  letter  of  November  14  regarding  my 
recent  briefing  of  the  Republican  Conference  on  the  Status  of  the  Panama 
Canal  Treaty  Negotiations. 

As  you  note,  folowing  my  remarks  your  assistant  and  I had  an  interesting 
discussion  concerning  the  lejral  status  of  the  Canal  Zone.  The  Office  of  the  Legal 
Adviser  has  provided  the  following  information  in  response  to  the  questions 
concerning  that  subject  which  are  raised  in  your  letter. 

Article  II  of  the  1903  Treaty  grants  to  the  United  States  “the  use,  occupation 
and  control”  of  the  Canal  Zone,  and  Article  III  authorizes  the  United  States 
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to  exercise  therein  “all  the  rights,  power  and  authority  . . . which  it  would 
possess  and  exercise  if  it  were  the  sovereign  of  the  territory  ...  to  the  entire 
exclusion  of  the  exercise  by  the  Republic  of  Panama  of  any  such  sovereign 
rights,  power  or  authority.”  The  question  posed  is  whether  this  grant  of  rights 
had  the  effect,  under  international  law,  of  transferring  the  territory  compris- 
ing the  Canal  Zone  from  Panamanian  sovereignty  to  that  of  the  United  States. 
In  other  words,  is  the  international  legal  status  of  the  Canal  Zone  that  of 
Panamanian  or  of  United  States  territory? 

It  is  clearly  established  under  international  law  that  a state  may  grant  to  a 
foreign  state  the  right  to  exercise  exclusive  sovereign  powers  within  portions 
of  its  territory  without  effecting  a cession  of  its  own  sovereignty  over  that 
territory.  For  example,  during  the  latter  part  of  the  19th  Century  China’s 
leases  of  naval  bases  to  France,  Germany  and  Russia  included  grants  to  the 
lessees  of  rights  to  exercise  sovereign  powers  within  the  leased  areas.  (I 
MacMurray,  Treaties  and  Agreements  with  and  Concerning  China,  1894-1919, 
at  112,  119,  and  128).  Similarly,  Article  III  of  the  U.S.-Cuba  Agreement  of 
February  16,  1903  relating  to  Guantanamo  Naval  Station  provides  : 

“While  on  the  one  hand  the  United  States  recognizes  the  continuance  of  the 
ultimate  sovereignty  of  the  Republic  of  Cuba  over  the  above  described  areas 
of  land  and  water,  on  the  other  hand  the  Republic  of  Cuba  consents  that 
during  the  period  of  the  occupation  by  the  United  States  of  said  areas  under 
the  terms  of  this  agreement  the  United  States  shall  exercise  complete  juris- 
diction and  control  over  and  within  said  areas  . . .”  (TS  418:  6 Bevans  1113). 

A more  recent  example  of  one  nation  being  granted  sovereign  rights  within 
the  territory  of  another  is  found  in  Article  III  of  the  Treaty  of  Peace  with 
Japan  (3  UST  3169;  TIAS  2490)  which  authorized  the  United  States  to  “ex- 
ercise all  and  any  powers  of  administration,  legislation  and  jurisdiction  over 
the  territory  and  inhabitants  of  [the  Ryukyu  and  Daito  islands],”  while  Japan 
retained  what  Secretary  Dulles  termed  “residual  sovereignty”  ^ over  those 
areas.  (The  rights  of  the  United  States  under  Article  III  were  terminated  by 
the  U.S.-Japan  Treaty  of  June  17,  1971). 

With  respect  to  the  Canal  Zone,  the  United  States  has  consistently  recognized 
that  Panama  retains  “titular”  sovereignty  over  the  area. 

“.  . . The  truth  is  that  while  we  have  all  the  attributes  of  sovereignty 
necessary  in  the  construction,  maintenance,  and  protection  of  the  Canal,  the 
very  form  in  which  these  attributes  are  conferred  in  the  treaty  [of  1903] 
seems  to  preserve  the  titular  sovereignty  over  the  Canal  Zone  in  the  Republic 
of  Panama  . . . (Letter  from  Secretary  of  War  William  H.  Taft  to  President 
Theodore  Roosevelt,  January  12,  1905.) 

In  essence,  while  the  United  States  acquired  extensive  treaty  rights  to  use 
the  Canal  Zone  and  to  exercise  sovereign  powers  within  it,  the  area  technically 
remains  part  of  the  territory  of  the  Republic  of  Panama. 

‘The  rights  of  the  United  States  in  the  Panama  Canal  Zone  offer  an  example 
of  the  most  complete  transfer  of  jurisdiction  over  a territory  without  its  being 
a cession  in  the  technical  international  law  sense  . . .”  (Vali,  Servitudes  of 
International  Law  (2d  ed.,  1958)  254.) 

This  distinction  between  the  right  to  exercise  jurisdiction  within  the  Zone 
area  and  its  international  status  was  recognized  in  Article  III  of  the  Treaty 
of  Friendship  and  Cooperation  of  March  2,  1936  (53  Stat.  1807;  TS  945),  which 
refers  to  the  Zone  as  “territory  of  the  Republic  of  Panama  under  the  juris- 
diction of  the  United  States.”  (This  is  the  provision  I mentioned  to  which 
you  refer  in  your  letter. ) 

Perhaps  the  most  clear  description  of  the  nature  of  the  rights  the  U.S.  ac- 
quired in  the  1903  treaty  is  that  of  M.  Phillipe  Bunau-Varilla,  the  principal 
drafter  of  the  document : 

“I  decided  to  grant  to  the  United  States,  in  the  interior  of  the  zone,  all 
rights,  power  and  authority  that  she  would  have  if  she  were  sovereign,  to  the 
entire  exclusion  of  the  use  of  any  such  rights,  power  and  authority  hy  the 
sovereign  RepuMic  of  Panama.  The  United  States,  without  becoming  the 
sovereign,  received  the  exclusive  use  of  the  rights  of  sovereignty,  while  respect- 
ing the  sovereignty  itslf  of  the  Panama  Republic,”  (Italics  in  original.) 
(Bunau-Varilla,  From  Panama  to  Verdun  (1940)  158.)” 

With  respect  to  the  domestic  law  of  the  United  States,  the  Canal  Zone  has 
been  treated  in  various  ways  for  the  purpose  of  defining  the  applicability  to 

1 Conference  for  the  Conclusion  and  Signature  of  the  Treaty  of  Peace  with  Japan  : 
Record  of  Proceedings  78  (Department  of  State  Pub.  4392)  (1951). 
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the  Zone  of  specific  legislative  provisions.  For  example,  the  Canal  Zone  is 
considered  to  be  an  organized  territory  of  the  U.S.  for  purposes  of  extradition 
(37  Stat.  569,  ^8  USC  1330).  On  the  other  hand,  it  is  treated  as  foreign  terri- 
tory for  purposes  of  customs  duties  (33  Stat.  8^3,  19  USC  126)  and  its  ports 
are  considered  foreign  ports  for  purposes  of  the  transportatin  of  mail  {Lucken- 
hach  Steamship  Co.  v.  U.S.  280  U.S.  173  (1930)  ). 

Thus,  U.S.  domestic  legislation  and  court  decisions  would  not  appear  to 
provide  a basis  for  any  definitive  conclusions  with  respect  to  the  international 
status  of  the  Canal  Zone,  nor  are  they  intended  to.  Rather,  such  definitions 
are  made  for  the  sole  purpose  of  extending  the  effect  or  of  exempting  the 
Zone  from  its  application. 

The  often  cited  case  of  Wilson  v.  Shaw  (204  U.S.  24  (1907)  ) must  he  con- 
sidered in  this  context.  That  case  was  taken  to  the  Supreme  Court  by  a 
taxpayer  who  maintained  that  the  Federal  Government  could  not  (continue 
to  expend  funds  lawfully  for  the  construction  of  an  interoceanic  ship  canal 
in  Panama.  He  sought  an  injunction  against  any  further  expenditures  on  the 
grounds  that  the  U.S.  did  not  have  a sufficient  legal  interest  in  the  Canal 
Zone  to  authorize  the  expenditure  of  tax  money  there.  The  Supreme  Court 
held  that  the  Federal  Government  did  have  broad  enough  power  to  encompass 
expenditure  of  funds  for  the  construction  of  the  Canal  and  refused  to  issue 
an  injunction.  In  speaking  of  the  legal  interest  of  the  U.S.  in  the  Zone,  the 
Court  said, 

“It  is  hypercritical  to  contend  that  the  title  of  the  United  States  is  imperfect, 
and  that  the  territory  described  does  not  belong  to  this  Nation,  because  of  the 
omission  of  some  of  the  technical  terms  used  in  ordinary  conveyance  of  real 
estate.” 

Thus,  the  Supreme  Court  did  equate  the  Canal  Zone  with  territory  belonging^ 
to  the  United  States,  but  in  the  context  of  establishing  the  authority  of  the* 
Federal  Government  to  expend  funds  and  to  engage  in  construction  work  in 
the  Zone.  As  noted  above,  the  Court  has  subsequently  held  the  Zone  to  be 
foreign  territory  for  other  purposes  (Luckenhach  Steamship  Co.  v.  U.S.  (280 
U.S.  173  (1930),  and  such  interpretations  of  the  status  of  the  Canal  Zone 
under  domestic  U.S.  law  for  the  purpose  of  determining  the  applicability  of 
specific  statutes  therein  are  not  determinative  as  to  its  international  status. 

I hope  this  information  respecting  the  legal  status  of  the  Canal  Zone  is 
responsive  to  your  questions.  I should  add,  however,  that  in  my  judgment  the 
fundamental  question  which  must  be  addressed  in  considering  whether  a new 
treaty  with  Panama  is  desirable  is  not  that  of  sovereignty.  Rather,  the  ques- 
tion is  whether  a new  treaty  would  or  would  not  serve  United  States  interests. 
The  fact  that  the  United  States  has  consistently  recognized  that  the  Canal 
Zone  remains  territory  of  the  Republic  of  Panama  is  no  argument  in  favor 
of  altering  our  existing  treaty  relationship  with  that  country.  Rather,  it  is 
the  judgment  that  that  relationship  is  no  longer  suited  to  protecting  United 
States  commercial,  military  and  foreign  relations  interests  which  has  led  the 
United  States  to  enter  into  negotiations  with  Panama. 

Ambassador  Bunker,  General  Dolvin  and  I would  welcome  further  oppor- 
tunities to  exchange  views  on  the  Canal  Negotiations  with  you.  Mr.  Kozak  of 
the  Office  of  the  Legal  Adviser,  who  is  serving  as  Assistant  Negotiator  in  the 
Panama  Negotiations,  is  prepared  to  meet  with  members  of  your  staff  con- 
cerning the  legal  aspects  of  the  matter,  should  you  consider  that  desirable. 
Sincerely, 


S.  Morey  Bell,  Minister,  Deputy  U.S.  Negotiator. 


The  Library  of  Congress, 
Congressional  Research  Service, 

Washington,  D.C.,  April  6,  1976. 

To  : Honorable  Gene  Snyder. 

Attention  : Mr.  Nonnenmacher. 

From  ; Kenneth  Merin,  Legislative  Attorney,  American  Law  Division, 

Subject:  Critique  of  Department  of  State  Position  regarding  Legal  Status  of 
the  Sovereignty  of  the  Panama  Canal  Zone,  as  Stated  by  Mr.  Morey  Bell, 
Deputy  Negotiator,  Department  of  State. 


The  attached  has  been  prepared  for  the  personal  use  of  the  Member  request- 
ing it  in  conformance  with  his  directions  and  is  not  intended  to  represent  the 
opinion  of  the  author  or  the  Congressional  Research  Service. 
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This  memorandum  is  in  response  to  your  request  of  April  5th,  for  information 
on  the  above-mentioned  subject. 

There  has  been  a great  deal  of  controversy  surrounding  the  role  of  the 
United  States  in  Panama  over  the  past  century.  The  question  of  sovereignty  has 
proven  to  he  a particularly  complex  issue,  and  the  time  constraints  imposed  by 
your  need  for  immediate  information,  precludes  a discussion  of  all  aspects  of 
the  problem.  Therefore,  the  folohving  information  is  geared  towards  refuting 
the  key  point  made  by  Mr.  Bell’s  letter  of  December  12,  1975 ; that  is,  that  the 
Canal  Zone  is,  under  international  law,  Panamanian  territory. 

As  a preclude  to  a discussion  of  the  specific  details  pertinent  to  the  Canal 
Zone  controversy,  it  is  important  to  recognize  the  long-standing  principle  of 
international  law.  Pacta  sunt  servanda  . . . treaties  are  binding  on  parties 
and  are  to  be  performed  in  good  faith.  The  following  comments  are  extracted 
from  Whiteman,  D1g<^st  of  International  Law  282-283. 

. . One  of  the  most  fundamental  rules  of  international  law  is  that  treaties 
must  be  performed  in  good  faith  : the  rule  of  pacta  sunt  sevanda.  [ See  Hyde, 
International  Law  1369,  1154  (2d  ed.  1915)  ; Whitton,  Sanctity  of  Treaties, 
Int.-Con.,  No.  313  (1935)  ; Kunz,  Meaning  and  Range  of  the  Norm  “Pacta 
Sunt  Servanda,”  39  Am.  J.  Inti.  L.  180  (1945)  ; Harvard  Research  in  Inter- 
national Law,  Treaties,  29  Am.  J.  Inti.  L.  Supp.  977-992  (1935)  ; Taube, 
L’Inviolabilite  des  traites,  Hague  Academy  of  International  Law,  32  Recueil 
des  Cours  295  (1930-11)  ; Rice  and  Mayda,  Some  Thoughts  on  the  Binding 
Force  of  International  Treaties,  1956  Wis.  L.  Rev.  186.]  Although  sometimes 
not  too  well  obeyed,  there  has  seldom  appeared  any  disposition  on  the  part 
of  statesmen  or  tribunals  to  question  the  existence  of  the  rule,  and  it  is 
frequently  reiterated  in  solemn  form.”  Bishop.  International  Law.  Cases  and 
Materials  (2d  ed.,  1962)  133. 

In  instances  of  States  achieving  independence,  provision  is  frequently  made 
for  the  continuation  in  force  of  international  agreements.  This  may  be  accom- 
plished in  various  ways,  e.g.,  provisions  in  independence  acts  or  agreements, 
in  constitutions,  notifications  to  the  Secretary-General  of  the  United  Nations, 
bilateral  agreements  between  the  States  concerned,  notifications  to  depositary 
governments  or  organizations  in  the  case  of  multilateral  treaties.  See  vol.  2,  this 
Digest  of  International  Laiv  (1963),  ch.  IV.  “State  Succession”,  § 14.  “Sanctity 
of  Treaties”,  pp.  221-223,  and  V.  Hackworth,  Digest  of  International  Law 
(1943)  164-165. 

Article  26  of  the  1969  Vienna  Convention  on  the  Law  of  Treaties  reads : 
“Article  26.  Pacta  sunt  servanda 

“Every  treaty  in  force  is  binding  upon  the  parties  to  it  and  must  be  per- 
formed by  them  in  good  faith.” 

U.N.  Conference  on  the  Law  of  Treaties,  Doc.  A/CONF.39/27.  May  23,  1969. 
Additionaly,  the  Preamble  to  the  1969  Convention  notes  that  “the  principles 
of  free  consent  and  of  good  faith  and  the  pacta  sunt  servanda  rule  are  uni- 
versally recognized”.  Ihid. 

The  Commentary  of  the  International  Law  Commission  on  article  23  of  the 
1966  draft  law  of  treaties  prepared  by  the  Commission  read : 

“(1)  Pacta  sunt  servanda — the  rule  that  treaties  are  binding  on  the  parties 
and  must  be  performed  in  good  faith — is  the  fundamental  principle  of  the 
law  of  treaties.  Its  importance  is  underlined  by  the  fact  that  it  is  enshrined 
in  the  Preamble  to  the  Charter  of  the  United  Nations.  As  to  the  Charter  itself, 
paragraph  2 of  Article  2 expressly  provides  that  Members  are  to  ‘fulfill  in  good 
faith  the  obligations  assumed  by  them  in  accordance  with  the  present  Charter.” 

7.  Claims  to  Sovereignty 

Three  U.S.-Panamanian  treaties  provide  the  basis  for  U.S.  claims  to  sover- 
eignty in  the  Canal  Zone. 

HAY-BUNAU  VARILLA  CONVENTION,  1903 

AKTICLE  II 

“The  Republic  of  Panama  grants  to  the  United  States  in  perpetuity  the  use, 
occupation  and  control  of  a zone  of  land  and  land  under  water  for  the  con- 
struction, maintenance,  operation,  sanitation  and  protection  of  said  Canal  of 
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the  width  of  ten  miles  extending  to  the  distance  of  five  miles  on  each  side  of 
the  center  line  of  the  route  of  the  Canal  to  be  constructed  . . 

ARTICLE  III 

‘•The  Republic  of  Panama  grants  to  the  United  States  all  the  rights,  power 
and  authority  within  the  zone  mentioned  and  described  in  Article  II  of  this 
agreement  and  within  the  limits  of  all  auxiliary  lands  and  waters  mentioned 
and  described  in  said  Article  II  which  the  United  States  would  possess  and 
exercise  if  it  were  the  sovereign  of  the  territory  within  which  said  lands  and 
waters  are  located  to  the  entire  exclusion  of  the  exercise  by  the  Republic  of 
Panama  of  any  such  sovereign  rights,  power  or  authority.” 

U.S.  TS  431 ; 33  Stat.  2234-2235 ; II  Malloy,  Treaties,  etc.  (1910)  1322 

General  Treaty  of  Friendship  of  Cooperation,  1936 

ARTICLE  I 

“In  view  of  the  official  and  formal  opening  of  the  Panama  Canal  on  July  12, 
1920,  the  United  States  of  America  and  the  Republic  of  Panama  declare  that 
the  provisions  of  the  Convention  of  November  18,  1903,  contemplate  the  use, 
occupation  and  control  by  the  United  States  of  America  of  the  Canal  Zone  and 
of  the  additional  lands  and  waters  under  the  jurisdiction  of  the  United  States 
of  America  for  the  purposes  of  the  efficient  maintenance,  operation,  sanitation 
and  protection  of  the  Canal  and  of  its  auxiliary  works.” 

ARTICLE  XI 

‘•The  provisions  of  this  Treaty  shall  not  affect  the  rights  and  obligations  of 
either  of  the  two  High  Contracting  Parties  under  the  treaties  now  in  force 
between  the  two  countries,  nor  be  considered  as  a limitation,  definition, 
restriction  or  restrictive  interpretation  of  such  rights  and  obligations,  but  with- 
out prejudice  to  the  full  force  and  effect  of  any  provisions  of  this  Treaty 
which  constitute  addition  to,  modification  or  abrogation  of,  or  substitution  for 
the  provisions  of  treaties.”  U.S.  TS  945 ; 53  Stat.  1807,  1808,  1825. 

The  effect  of  the  latter  article  was  to  leave  the  juridicial  status  of  the  Canal 
Zone  as  defined  in  Article  III  of  the  1903  convention  unaltered.^ 

Treaty  of  Mutual  Understanding  and  Cooperation,  1955 

The  Preamble  to  this  treaty  states  that  both  parties  recognize  that : . 

neither  the  provisions  of  the  Convention  signed  November  18,  1903,  nor  the 
General  Treaty  signed  March  2,  1930,  nor  the  present  Treaty,  may  be  modified 
except  by  mutual  consent,  . . .’  (Preamble.) 

6 U.S.  T.S.  2273  ; TIAS  3297 

II.  Sovereignty 

On  pages  2 and  3 of  his  letter,  Mr.  Bell  discusses  the  question  of  whether  or 
not  the  territory  comprising  the  Canal  Zone  was  transferred  from  Panamanian 
to  U.S.  sovereignty. 

The  United  States  government  has  never  denied  that  Panama  has  retained 
titular  sovereignty.  The  important  issue  to  be  faced  is,  what  is  the  nature  of  a 
“titular  sovereignty?”  Or,  can  “titular  sovereignty”  be  equated  with  territorial 
sovereignty  ? 

On  page  2 of  the  letter,  Mr.  Bell  utilizes  part  of  an  oft-quoted  statement 
made  by  William  H.  Taft,  then  Secretary  of  War  in  President  Theodore 
Roosevelt's  cabinet.  The  portion  of  the  statement  Mr.  Bell  quotes  is  as 
follows : 

“*  * * The  truth  is  that  while  we  have  all  the  attributes  of  sovereignty 
necessary  in  the  construction,  maintenance,  and  protection  of  the  canal,  the 
very  form  in  which  these  attributes  are  conferred  in  the  treaty  [of  1903] 
seems  to  preserve  the  titular  sovereignty  over  the  Canal  Zone  in  the  Republic 
of  Panama  * * * 

The  conclusion  of  that  statement,  which  Mr.  Bell  omits,  is  also  of  interest. 

* * * and  as  we  have  conceded  to  us  complete  judicial  and  police  power  and 
control  over  the  Zone  and  of  the  two  ports  at  the  end  of  the  canal,  I can  see 


III  Hackworth.  Digest  of  International  Law  809  (1941).  3 Whiteman,  Digest  of  Inter- 
national Law  1130  (1964). 
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no  reason  for  creating  a resentment  on  the  part  of  the  people  of  the  Isthmus 
by  quarreling  over  that  which  is  dear  to  them  but  which  to  us  is  of  no  real 
moment  whatever.” 

Has  the  element  of  titular  sovereignty  even  been  construed  to  limit  the  powers 
exercised  by  the  United  States  in  the  Zone?  The  following  excerpts  from  Padel- 
ford's  The  Panama  Canal  in  Peace  and  ^ describe  the  response  of  the 
United  States  to  such  claims. 

“All  contentions  of  this  nature  have  been  forthrightly  refuted  by  the  United 
States,  to  the  extent  that  they  deny,  or  appear  to  do  so,  the  right  freely  to 
exercise  sovereign  powers  within  the  zone.  Secretary  Hay,  in  the  note  to 
Senor  de  Obaldia  already  quoted  above,  insisted  that  the  United  States  ‘cannot 
concede  the  question  to  be  open  for  discussion  or  the  Republic  of  Panama  to 
possess  the  right  to  challenge  such  exercise  of  authority,’  and  he  laid  much 
weight  upon  the  words  of  Article  III : ‘to  the  entire  exclusion  of  the  exercise 
by  the  Republic  of  Panama  of  any  such  sovereign  rights.’  [Secretary  Hughes 
reiterated  this  in  1923:  “The  grant  to  the  United  States  of  all  the  rights, 
power  and  authority  which  it  would  possess  if  it  were  sovereign  of  the  terri- 
tory described,  and  to  the  entire  exclusion  of  the  exercise  by  Panama  of  any 
such  sovereign  authority,  is  conclusive  upon  the  question  you  raise.  The  posi- 
tion of  this  Government  upon  this  point  was  clearly  and  definitely  set  forth 
in  the  note  of  Mr.  Hay  to  Mr.  de  Obaldia  of  October  24,  1904.”  For.  Rel.,  1923, 
Vol.  II,  pp.  638,  653  et  seq.  In  conversation  Secretary  Hughes  said : “This  Gov- 
ernment would  never  recede  from  the  position  which  it  had  taken  in  the  note 
of  Secretary  Hay  in  1904.  This  Government  could  not  and  would  not  enter  into 
any  discussion  affecting  its  full  right  to  deal  with  the  Canal  Zone  under  Article 
III  of  the  Treaty  of  1903  as  if  it  were  the  sovereign  of  the  Canal  Zone  and  to 
the  exclusion  of  any  sovereign  rights  or  authority  on  the  part  of  Panama.  . . . 
This  must  be  regarded  as  ending  the  discussion  of  that  matter.”  Ihid.,  p.  684, 

“[C/.  the  citation  of  J.  N.  Gris  v.  The  Xcw  Panama  Canal  Co.,  Supreme  Court 
of  Panama,  in  Secretary  Plughes’  note  of  Oct.  15,  1923,  quoted  above,  in  which 
that  Court  said : “The  Republic  of  Panama  agreed  that  the  United  States 
should  possess  and  exercise,  to  the  entire  exclusion  of  the  Republic,  those 
rights,  powers  and  authority,  that  is  to  say,  the  rights,  power  and  authority 
that  a sovereign  alone  can  have  . .”  Ihid.,  p.  656. 

[“In  a note  dated  Oct.  13,  1923,  the  Secretary  refused  to  agree  to  arbitrate 
“any  question  attacking  the  exercise  of  sovereign  rights  of  the  United  States 
explicitly  granted  under  Article  III  of  the  Treaty  of  1903  wih  Panama.”  Ihid., 
p.  710.]  At  length,  in  1923,  the  Panamanian  Minister,  in  a conversation  with 
Secretary  Hughes,  ‘said  that  the  position  taken  by  the  Secretary  might  be 
sound  from  a technical,  legal  standpoint.’  [7&id.,  p.  685.] 

******* 

“Secretary  of  State  Hay  enunciated  the  stand  of  the  United  States,  which  has 
been  adhered  to  since : “The  position  of  the  United  States  is  that  the  words  “for 
the  construction,  maintenance,  operation,  sanitation  and  protection  of  the  said 
canal”  were  not  intended  as  a limitation  on  the  grant  but  are  a declaration  of 
the  inducement  prompting  the  Republic  of  Panama  to  make  the  grant.’  Assert- 
ing that  the  great  object  of  the  United  States  was  to  construct  and  operate  the 
Canal,  he  added  that  the  right  to  exercise  sovereignty,  conferred  by  Article  III, 
left  the  United  States  exclusive  right  to  determine  what  things  should  be  done 
in  the  zone  ancillary  to  the  main  objective.  [For.  Rel.,  1904,  pp.  613-630.  This 
position  was  strongly  sustained  by  Secretary  Hughes  in  1923.  Ihid„  1923,  Vol. 
II,  pp.  652-653.]  The  successful  operation,  sanitation,  and  protection  of  an 
enterprise  of  the  magnitude  of  the  Panama  Canal,  located  as  it  is  far  from  the 
United  States,  must  entail  the  provision  of  many  subsidiary  services  in  the 
Canal  Zone.  Of  the  necessity  of  providing  any  such  services  or  activities  within 
the  Canal  Zone  the  authorities  of  the  United  States  must  be  the  judges.” 

What  then  is  the  net  legal  effort  of  the  concept  of  titular  sovereignty?  Mr. 
Bell’s  broad  description  of  U.S.  rights  (“  * * * the  most  complete  transfer  of 
jurisdiction  over  a territory  without  its  being  a cession  in  the  technical  inter- 
national law  sense  * * *” — pg.  3 of  letter,  quoting  Vali)  appears  to  be  correct. 
In  fact,  Panama  possesses  no  sovereign  powers  in  the  Canal  Zone  until  the 
U.S.  ceases  to  maintain  and  operate  the  canal.  (See  Treaties  of  1903  Art.  II 
and  1906  Art.  I.) 


2 cited  in  Whiteman,  at  1142-44 
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The  following  discussion  between  Rep.  Murphy,  Rep.  Sullivan,  Ambassador 
John  C.  Mundt,  Deputy  Chief  Negotiator  for  the  treaty  with  Panama,  and 
Carl  F.  Salans,  Deputy  Legal  Adviser,  Department  of  State,  attempts  to  deter- 
mine a definition  of  titular  sovereignty  at  a recent  congressional  hearing.^ 

Mr.  Murphy.  We  get  into  the  sovereignty  issue  so  much.  Has  anyone  defined 
titular  sovereignty? 

Mr.  Mundt.  Not  that  I know  of.  Perhaps  one  of  these  other  gentlemen  can 
answer  that.  I do  not  think  that  President  Taft  defined  it  at  that  time.  Per- 
haps he  did. 

Mr.  Salaxs.  I might  just  say  a few  words  about  that.  I do  not  think  that  the 
doctrine  has  been  very  clearly  defined. 

We  have  had  this  notion  both  with  respect  to  the  Ryukyu  Islands,  Okinawa, 
under  the  Treaty  of  Peace  with  Japan  and  also  with  the  Republic  of  Panama 
in  respect  to  the  Canal  Zone. 

In  both  instances,  the  United  States  has  a right  to  exercise  all  kinds  of 
administrative  and  other  powers.  It  was  understood  the  United  States  did  not 
have  sovereignty.  There  was  a remaining  interest  in  Japan,  in  the  case  of 
Okinawa,  and  in  Panama  in  the  case  of  the  Canal  Zone,  and  that  is  what  we 
refer  to  as  titular  sovereignty. 

Mr.  Murphy.  You  quote  Secretary  of  War  Taft  on  page  4 of  your  statemnt. 
I would  like  to  refer  other  members  of  the  committee  to  it. 

You  state  Secretary  of  War  Taft  testified  in  1906  that  Panama  retained 
“titular  sovereignty”  over  the  canal. 

Are  you  representing  to  this  subcommittee  that  that  statement  is  a true 
refiectioii  of  Taft’s  understanding  of  the  words  “titular  sovereignty,”  because  in 
that  same  testimony  Taft  referred  to  “titular  sovereignty,”  as  a “barren 
ideality,”  that  he  agreed  that  this  characterized  that  term  and  he  went  on  in 
an  address  as  President  in  1909,  and  I quote : 

Under  the  treaty  with  Panama,  we  are  entitled  to  exercise  all  the  sovereignty 
and  all  the  rights  of  sovereignty  that  we  would  exercise  if  we  were  sovereign 
and  Panama  is  excluded  from  exercising  any  rights  to  the  contrary  of  those 
conceded  to  us.  Now  that  may  be  a ticklish  argument,  but  I do  not  care 
whether  it  is  or  not.  We  are  there.  We  have  the  right  to  govern  that  strip  and 
we  are  going  to  govern  it. 

That  is  a pretty  clear  definition  of  “titular  sovereignty”  as  of  the  time  of 
the  negotiated  treaty. 

Mr.  Salaxs.  It  remains  the  same  today,  Mr.  Chairman. 

I think  that  is  perfectly  consistent  with  what  I said.  We  have  all  the  rights 
as  if  we  are  sovereign,  but  the  fact  is  we  are  not  sovereign. 

That  leaves  something  for  Panama  and  that  is  something  that  is  a rever- 
sionary interest  in  normal  property  terms. 

Secretary  Taft  labeled  it  titular  sovereignty  and  that  notion  has  developed 
throughout  the  years  as  meaning  that  somehow  Panama  had  a final,  ultimate 
interest,  a recognition  that  the  United  States  was  not,  in  fact,  the  sovereign, 
did  not  have  sovereignty. 

We  have  all  rights  as  if  we  were  the  sovereign,  but  we  do  not  have  the  elu- 
sive thing  called  sovereignty. 

Mrs.  Sullivan.  If  the  chairman  -would  yield,  is  it  not  true  that  what  it 
would  mean  as  long  as  we  were  there  doing  what  we  were  supposed  to  do 
under  the  treaty  we  would  have  all  these  rights.  Once  we  left,  it,  the  ground, 
water  and  everything  there,  goes  to  Panama. 

Mr.  Salaxs.  I think  that  is  exactly  right. 

Mrs.  Sullivan.  As  long  as  we  are  under  a legitimate  treaty  we  have  the 
right  to  act  as  though  we  w^ere  sovereign. 

Ill,  Impact  of  the  1936  Treaty  on  Sovereignty 

Mr.  Bell  remarks  in  his  letter  that,  “This  distinction  between  the  right  to 
exercise  jurisdiction  within  the  Zone  area  and  its  international  status  was 
recognized  in  Article  III  of  the  Treaty  of  Friendship  and  Cooperation  of 
March  2.  1936  (.YJ  Stat.  1807;  TS  945),  which  refen^  to  the  Zone  as  ‘territory 
of  the  Republic  of  Panama  under  the  jurisdiction  of  the  United  States.’  ” 


^ Hearing's  on  Panama  Canal  Treaty  Negotiations  before  the  Subcommittee  on  Panama 
Canal  of  the  House  Committee  on  Merchant  Marine  and  Fisheries,  92nd  Cong.,  2d  Sess., 
Ser.  No.  92-30  (1971  and  1972)  at  21-22. 
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This  is  the  same  argument  posed  by  the  Panamanian  Ambassador  to  the 
United  States  in  1960,  when  he  stated  that 

“*  * * Article  III  of  the  1936  Treaty  settles  it  once  and  for  all  stipulating  that 
the  Canal  Zone  ‘is  territory  of  the  Republic  of  Panama  under  the  jurisdiction  of 
the  United  States.’  ” ^ 

The  line  referred  to  by  Mr.  Bell  and  the  Panamanian  Ambassador  appears  in 
paragraph  6 of  Article  III.  Article  III  refers  to  commercial  agreements,  and 
does  not  make  any  direct  statement  concerning  sovereignty.  Moreover,  when 
read  in  conjunction  with  the  1903  Convention,  and  Articles  I and  XI  of  the  1936 
Treaty,  it  is  apparent  that  the  sovereign  powers  exercised  by  the  United  States 
remained  unchanged.^ 

The  basic  U.S.  position  has  been  restated  since  1936.  In  August  of  1956,  Secre- 
tary of  State  Dulles  commented  that 

“The  Panama  Canal  is  a waterway  in  a zone  where,  by  treaty,  the  United 
States  has  all  the  rights  which  it  could  possess  if  it  were  the  sovereign  ‘to  the 
entire  exclusion  of  the  exercise  by  the  Republic  of  Panama  of  any  such  sovereign 
rights,  power,  or  authority’  * * *”  s 

The  attached  excerpts  from  Hearings  of  the  Senate  Foreign  Relations  Com- 
mittee,^ held  after  the  signing  of  the  1955  treaty,  further  support  the  position 
that  there  hkd  been  no  yielding  of  any  sovereignty  previously  retained  by  the 
United  States. 

“statement  of  henry  F.  HOLLAND,  ASSISTANT  SECRETARY  OF  STATE 
FOR  INTER-AMERICAN  AFFAIRS 

''Basic  principles  followed  during  negotiation 

“In  a general  way,  I would  say  to  the  committee  that  our  consideration  of  the 
Panamanian  proposals  were  based  on  most  careful  analysis  and  study  of 'each 
individual  problem.  We  adopted  the  general  principle,  in  considering  these  pro- 
posals, that  it  was  to  the  interest  of  the  United  States  to  assist  Panama  to  de- 
velop its  economy  so  that  Panama  will  be  less  dependent  on  the  canal  as  such  as 
a major  source  of  income,  so  long  as  any  arrangements  in  this  regard  would  not 
conflict  with  the  essential  interests  of  the  United  States  and  those  of  individuals 
resident  in  the  zone.  It  was  possible  to  take  a number  of  steps  of  this  nature  in 
the  hope  of  building  greater  economic  and  political  stability  in  this  area  so  vital 
to  us.  On  the  other  hand,  Panama  made  a number  of  requests  which,  if  accepted, 
might  have  weakened  the  jurisdictional  position  of  the  United  States  in  the 
Canal  Zone,  or  might  have  accorded  Panama  a special  position  in  economic  rela- 
tions with  the  United  States  or  required  the  United  States  to  assume  financial 
obligations  in  matters  for  which  the  United  States  was  not  prepared  to  accept 
responsibility.  The  United  States  could  not  favorably  consider  these  requests. 

“The  United  States,  for  its  part,  obtained  certain  concessions  which  are  bene- 
ficial to  the  United  States  in  the  discharge  of  its  responsibilities  in  the  Canal 
Zone.® 

“Senator  Fulbright.  Would  you  say  that  any  significant  rights  of  this  Govern- 
ment are  waived  by  this  treaty? 

“Mr.  Holland.  Xo.  Senator.  I believe  that  I can  say  without  any  reservations 
at  all  that  through  the  course  of  the  negotiations  we  were  successful  in  preserv- 
ing every  significant  right  of  the  United  States  of  present  importance  in  the 
Canal  Zone  or  related  to  the  Canal  Zone ; and  it  is  my  conviction  that  no  such 
rights  are  impaired  by  this  proposed  treaty. 

“Senator  Fulbright.  Would  you  say  that  there  is  anything  in  this  agreement 
which  might  possibly  be  construed  as  a waiver  of  our  paramount  rights  in  the 
Canal  Zone? 

“Mr.  Holland.  Xo.  sir;  and,  as  a matter  of  fact,  I believe  that  the  permanency 
and  stability  of  those  rights  are  strengthened  by  this  treaty  because  of  the  in- 
clusion in  the  treaty  of  the  phrases  that  I referred  to  in  my  opening  statement. 
That  is  the  inclusion  of  the  phraseology  in  the  preamble  that  no  part  of  the 
treaty  of  1903  or  the  treaty  of  1936  or  this  treaty  can  be  changed  save  by  mutual 


^ ritecl  in  Whiteman  at 
^footnote  1.  supra. 

'■-XXXV  Bulletin,  Dept,  of  State,  Xo.  898,  September  10,  1956,  pg.  411,  cited  in  White- 
man  at  1150. 

" 84th  Congress — Hearings  vol.  172. 

5 Id.  at  41-43. 
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agreement  of  the  parties,  and  the  specific  and  affirmative  recognition  in  article  I 
by  the  parties  of  the  absence  of  any  obligation  on  the  part  of  either  party  to 
change  the  annuity. 

‘•Senator  Fulbright.  Yes. 

"Mr.  Hollaxd.  I think  the  sanctity  of  those  rights  is  thereby  strengthened.® 

•‘Senator  Wiley.  As  I understand  from  you,  Secretary  Holland,  there  is  nothing 
in  this  present  treaty  that  would  in  the  slightest  degree  depreciate  all  the 
attributes  of  sovereignty  that  we  possess. 

‘•Mr.  Holland.  That  is  true ; and  so  true  is  it,  that  in  the  course  of  the  negotia- 
tions the  Panamanians  advanced  several  small  requests  which,  1 by  1,  had  con- 
siderable appeal,  but  all  of  which  we  refused,  because  we  did  not  want  to  leave 
1 grain  of  evidence  that  could  a hundred  years  hence  be  interpreted  as  implying 
any  admission  by  the  United  States  that  we  possess  and  exercise  anything  less 
than  100  percent  of  the  rights  of  sovereignty  in  this  area. 

“For  example,  they  asked  that  ships  transiting  the  canal,  as  a token  of  defer- 
ence to  Panama,  fly  the  Panamanian  flag  as  well  as  the  United  States  flag. 

‘•Now,  it  seemed,  perhaps,  a little  unfriendly  to  say,  ‘No,’  but  we  said,  ‘No.’ 
because  while  the  gentlemen  representing  Panama  would  never  have  any  mis- 
understanding as  to  why  that  might  be  done,  generations  coming  after  us  might 
have  some  misunderstanding  as  to  why  that  was  done,  and  we  felt  we  could  not 
agree  to  do  anything,  nor  would  the  Senate  approve  it  if  we  were  to  agree  to  it, 
which  could  be  construed  a hundred  years  hence  as  receding  one  millimeter  from 
the  position  that  we  possess  and  exercise  all  of  the  rights  that  we  would  have  if 
we  were  the  sovereign  in  that  area.” 

On  Feb.  7,  1974,  Secretary  of  State  Kissinger  and  the  Panamanian  Minister 
of  Foreign  Affairs  (TACK)  announced  a series  of  principles  to  guide  the 
negotiation  of  a new  Panama  Canal  Treaty.  These  principles  are 

1.  The  treaty  of  1903  and  its  amendments  will  be  abrogated  by  the  conclusion 
of  an  entirely  new  interoceanic  canal  treaty. 

2.  The  concept  of  perpetuity  will  be  eliminated.  The  new  treaty  concerning 
the  lock  canal  shall  have  a flxed  termination  date. 

3.  Termination  of  United  States  jurisdiction  over  Panamanian  territory  shall 
take  place  promptly  in  accordance  with  terms  specifled  in  the  treaty. 

4.  The  Panamanian  territory  in  which  the  canal  is  situated  shall  be  returned 
to  the  jurisdiction  of  the  Republic  of  Panama.  The  Republic  of  Panama,  in  its 
capacity  as  territorial  sovereign,  shall  grant  to  the  United  States  of  America, 
for  the  duration  of  the  new  interoceanic  canal  treaty  and  in  accordance  with 
what  that  treaty  states,  the  right  to  use  the  lands,  waters  and  airspace  which 
may  be  necessary  for  the  operation,  maintenance,  protection  and  defense  of  the 
canal  and  the  transit  of  ships. 

5.  The  Republic  of  Panama  shall  have  a just  and  equitable  share  of  the 
benefits  derived  from  the  operation  of  the  canal  in  its  territory.  It  is  recognized 
that  the  geographic  position  of  its  territory  constitutes  the  principal  resource 
of  the  Republic  of  Panama. 

6.  The  Republic  of  Panama  shall  participate  in  the  administration  of  the 
canal,  in  accordance  with  a procedure  to  be  agreed  upon  in  the  treaty.  The 
treaty  shall  also  provide  that  Panama  will  assume  total  responsibility  for  the 
operation  of  the  canal  upon  the  termination  of  the  treaty.  The  Republic  of 
Panama  shall  grant  to  the  United  States  of  America  the  rights  necessary  to 
regulate  the  transit  of  ships  through  the  canal  and  operate,  maintain,  protect 
and  defend  the  canal,  and  to  undertake  any  other  specific  activity  related  to 
those  ends,  as  may  be  agreed  upon  in  the  treaty. 

7.  The  Republic  of  Panama  shall  participate  with  the  United  States  of 
America  in  the  protection  and  defense  of  the  canal  in  accordance  with  what  is 
agreed  upon  in  the  new  treaty. 

8.  The  United  States  of  America  and  the  Republic  of  Panama,  recognizing 
the  important  services  rendered  by  the  interoceanic  Panama  Canal  to  inter- 
national maritime  traffic,  and  bearing  in  mind  the  possibility  that  the  present 
canal  could  become  inadequate  for  said  traffic,  shall  agree  bilaterally  on 
provisions  for  new  projects  which  will  enlarge  canal  capacity.  Such  provisions 
will  be  incorporated  in  the  new  treaty  in  accord  with  the  concepts  established 
in  principle  2.^^ 

3 Tfi.  at  4.5. 

lo/rf.  at  164. 

”70  Dept.  State  Bulletin  181,  184  (1974). 
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At  the  time  that  the  joint  statement  \vas  signed,  Secretary  Kissinger  empha- 
sized that  the  purpose  of  the  treaty  would  be  to  “RESTORE  Panama’s  sov- 
ereignty.” Obviously,  if  one  is  to  restore  sovereignty,  it  cannot  be  said  to 
already  exist. 

August  18,  1976. 

Hon.  M.  Gene  Snyder, 

House  of  Representatives 


Dear  Mr.  Snyder  ; During  the  Negotiators’  testimony  before  the  Panama 
Canal  Subcommittee  on  April  8,  you  contested  the  view  that  the  Canal  Zone  is 
territory  of  the  Republic  of  Panama.  On  that  occasion  you  took  exception  to  a 
point  raised  in  my  December  letter  which  you  regard  as  of  key  significance  in 
determining  the  status  of  the  Canal  Zone.  That  point  is  that  Ardcle  III,  Section 
(6)  of  the  1936  Treaty  with  Panama  recognizes  the  Canal  Zone  as  “Territory 
of  the  Republic  of  Panama  under  the  jurisdiction  of  the  United  States  of 
America”. 

It  was  your  view  that  the  quote  referred  not  to  the  Canal  Zone  as  such  but 
rather  to  specific  areas  owned  in  1936  by  the  Panama  Railroad  Company  which 
were  located  outside  the  Zone  in  the  cities  of  Panama  and  Colon.  In  response 
the  Negotiators  stated  that  this  phrase  of  the  1936  Treaty  could  not  refer  to 
these  particular  properties  outside  the  Zone,  because  they  never  had  been  under 
the  jurisdiction  of  the  United  States.  Rather,  as  Article  V of  the  1955  Treaty 
states  in  referring  to  these  areas  in  the  cities  of  Panama  and  Colon,  they  were 
“held  by  the  United  States  of  America  or  its  agencies  (i.e.  the  Panama  Rail- 
road Company)  ...  in  Territory  under  the  jurisdiction  of  the  Republic  of 
Panama”. 

You  subsequently  issued  a statement  with  your  April  18  press  release  on  the 
testimony  which  said,  in  part : “neither  Ambassador  Bunker  nor  his  aides 
were  able  to  substantiate  in  the  slightest  degree  the  claim  they  have  been 
making  around  the  country  in  public  speeches  that  a phrase  in  Article  III  of 
the  1936  Treaty  of  Friendship  with  Panama  refers  to  the  Canal  Zone  as 
Territory  of  the  Republic  of  Panama  under  the  jurisdiction  of  the  U.S.’  ” 

You  went  on  to  demand  that  this  view  be  publicly  substantiated  or  retracted 
and  concluded  that  “to  lie  to  the  American  people  is  nothing  less  than  mal- 
feasance in  office”. 

The  Department  completely  agrees  that  this  matter  should  be  put  to  rest, 
and  welcomes  this  opportunity  to  clarify  the  legal  status  of  the  Canal  Zone. 

Attached  is  the  official  record  on  this  particular  aspect  of  the  1936  negotia- 
tion— the  Joint  Minutes  of  the  107th  Negotiating  Session  which  commenced  at 
11  ;00  a.m.  in  Washington,  D.C.  on  February  1,  1936,  pages  20-26. 

As  you  will  note,  the  Joint  Minutes  demonstrate  that  this  phrase  of  the 
1936  Treaty,  which  received  the  advice  and  consent  of  the  Senate  and  was 
ratified  by  the  President,  was  intended  to  reflect  the  status  of  the  Canal  Zone 
as  territory  of  the  Republic  of  Panama  under  the  jurisdiction  of  the  United 
States. 

In  this  same  regard,  you  have  also  taken  the  view  that  the  phraseology  of 
Article  III  Section  (6)  could  not  diminish  or  otherwise  affect  the  rights  of  the 
United  States  under  the  1903  Treaty,  in  view  of  Article  XI  of  the  1936  Treaty, 
which  provides  that  the  rights  and  obligations  of  the  parties  under  other 
treaties  then  in  force  between  them  are  not  affected  by  the  1936  Treaty  unless 
specifically  altered  or  modified  by  provisions  of  the  1936  Treaty. 

We  share  that  view^  entirely.  As  was  stated  in  the  testimony  of  the  Negotia- 
tors, we  have  never  maintained  that  this  phraseology  in  any  way  altered  our 
rights  under  the  1903  Treaty.  It  only  reflected  in  clear  terms  the  legal  status 
of  the  Canal  Zone  as  it  had  been  since  the  1903  Treaty  entered  into  force — 
territory  of  Panama  under  United  States  jurisdiction. 

I trust  that  this  letter  clarifies  the  points  you  have  raised. 

Sincerely. 


S.  Morey  Bell, 

Minister,  Deputy  U.S.  Negotiator. 


Attachment. 


at  182  (emphasis  added). 
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JoixT  Mixutes  of  the  107th  Meeting  of  the  Panamanian  Commissioners 

With  the  Department  of  State  Relating  to  the  Negotiation  of  Agreements 

Between  the  Two  Countries 

Present : Dr.  Alfaro,  Dr,  Garay,  Mr.  Welles,  Mr.  Baker,  Mr.  Duggan,  Mr. 
Castle  and  Mr.  Daniels. 

Mr.  Welles.  I understand  that  the  sixth  section  of  the  third  article  of  the 
general  treaty  was  tentatively  agreed  upon  in  the  following  form.  (Mr.  Daniels 
distributes  drafts. ) 

“The  Republic  of  Panama  will  permit  vessels  entering  at  or  clearing  from 
the  ports  of  Panama  and  Colon,  in  case  of  emergency  and  also  under  suitable 
regulations  and  upon  the  payment  of  proper  charges,  to  use  and  enjoy  the 
dockage  and  other  facilities  of  said  ports  for  the  purpose  of  receiving  or  dis- 
embarking passengers  to  or  from  the  territory  under  the  jurisdiction  of  the 
United  States  of  America,  and  of  loading  and  unloading  cargoes  either  in 
transit  or  destined  for  the  service  of  the  Canal  or  of  works  pertaining  to  the 
Canal.” 

May  I ask  if  that  text  is  satisfactory  to  the  Commissioners? 

Dr.  Alfaro.  That  text  is  satisfactory  as  the  one  we  had  agreed  upon  with 
Mr.  Duggan. 

Mr.  Welles.  That  is  then  agreed. 

Dr.  Alfaro.  We  made  the  remark  that  the  expression  herein  contained 
“territory  under  the  jurisdiction  of  the  United  States”  is  not  objectionable  in 
substance  to  us,  but  we  had  used  the  expression  “Canal  Zone”  because  we  are 
speaking  of  the  ports  of  Panama  and  Colon  and  any  person  going  to  those 
ports  or  leaving  those  ports  will  necessarily  come  from  the  Canal  Zone  or  go 
into  the  Canal  Zone.  Now  from  the  Canal  Zone  he  might  go  to  other  territory 
under  jurisdiction  of  the  United  States,  but  of  course  that  is  not  the  usual 
result. 

Mr.  Welles.  With  that  clarification,  is  that  satisfactory  then?  With  the 
clarification  you  have  just  given. 

Dr.  Alfaro.  The  clarification  is  to  explain  wiiy  we  have  proposed  the  expres- 
sion “Canal  Zone”  as  more  precise. 

Mr.  Welles.  I understand. 

Dr.  Alfaro.  Of  course,  if  you  insist  on  that  . . . 

Mr.  Welles.  It  wmuld  be  preferable  from  my  standpoint.  Your  clarification 
makes  our  understanding  perfectly  clear. 

Dr.  Garay.  I understand,  Mr.  Welles,  that  the  reason  for  this  change  w’as 
that  by  the  wmrds  “Canal  Zone”  you  fear  that  additional  lands  may  be  left 
outside,  but  at  the  same  time  we  have  the  same  feeling  you  have.  It  might 
refer  also  to  the  United  States. 

Mr.  Welles.  It  would  hardly  seem  to  me  that  it  wmuld  be  possible  for  that 
interpretation  to  be  given.  Would  it  seem  to  you,  Mr.  Baker? 

Mr.  Baker.  I don’t  think  so. 

Mr.  Welles.  The  wdiole  context,  I wmuld  say,  wmuld  make  that  outside  of 
the  bonds  of  possibility. 

Dr.  Alfaro.  Of  course,  that  expression  has  never  been  used.  We  have  had  to 
refer  to  Territory  within  the  jurisdiction  of  Panama  because  the  territory  of 
Panama,  of  course,  comprises  territory  under  the  jurisdiction  of  the  United 
States,  by  reason  of  the  Canal  treaty.  In  the  case  of  the  United  States  there  is 
the  Canal  Zone  and  additional  lands,  but  in  this  specific  matter  if  w^e  speak  of 
receiving  or  disembarking  passengers  to  or  from  the  ports  of  Panama  and 
Colon,  necessarily  they  have  to  come  from  the  Canal  Zone  or  go  into  the  Canal 
Zone  since  the  Canal  Zone  surrounds  the  twm  ports. 

Mr.  Duggan.  Does  the  Canal  Zone  entirely  surround  the  port  of  Panama? 
Might  there  not  be  some  other  access? 

Dr.  Alfaro.  Yes,  but  in  that  case  the  provision  does  not  apply.  If  you  bring 
passengers  from  other  ports  into  the  ports  of  Panama,  for  instance,  suppose 
you  disembark  a passenger  from  Punta  Mala  or  from  the  Punta  Mala  station 
to  go  to  Panama  through  the  Canal  Zone.  If  he  goes  through  the  Canal  Zone, 
then  that  is  the  correct  expression.  The  reason  is  that  people  wdio  will  read 
this  treaty  wdien  they  see  in  the  first  paragraph  of  Article  VI  that  we  speak 
of  the  ports  of  the  Canal  Zone  and  the  territory  under  the  jurisdiction  of 
Panama,  will  wmnder  why  should  we  speak  here  of  territory  under  the  juris- 
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diction  of  the  United  States  of  America  as  something  different  from  the  Canal 
Zone,  if  they  have  to  go  to  the  Canal  Zone. 

Mr.  Welles.  The  question  is  really  one  of  fact.  Do  they  inevitably  have  to 
go  to  the  Canal  Zone?  Take  your  Punta  Mala  example,  for  instance. 

Dr.  Alfaro.  Yes. 

Mr.  Welles.  Would  such  individual  have  inevitably  to  go  to  the  Canal  Zone? 

Dr.  Alfaro.  In  all  probability  he  would. 

Mr.  Welles.  In  all  likelihood. 

Dr  Alfaro.  He  is  in  the  service  of  the  Canal. 

Mr.  Welles.  In  all  likelihood,  yes,  but  it  is  not  inevitable,  is  it?  The  matter 
is  frankly  one  of  no  particular  interest  to  me.  I simply  wanted  to  be  quite 
sure  that  the  question  you  have  already  mentioned  would  not  be  raised  in  the 
future,  that  is,  the  distinction  between  the  Canal  Zone  as  originally  and  the 
lands  and  waters  that  have  since  come  under  the  jurisdiction  of  the  United 
States. 

Dr.  Alfaro.  It  is  because  of  the  provisions.  The  Republic  of  Panama  will 
permit  vessels  entering  at  or  clearing  from  the  ports  of  Panama  and  Colon  in 
case  of  emergency  and  upon  the  payment  of  proper  charges  to  use  and  enjoy 
the  facilities  of  said  ports  for  the  purpose  of  receiving  or  disembarking  pas- 
sengers from  the  territory  under  the  jurisdiction  of  the  United  States,  that  is, 
the  Canal  Zone. 

Mr.  Welles.  Yes. 

Dr.  Alfaro.  When  speaking  of  disembarking  passengers  from  the  Zone  you 
do  not  have  in  mind  anything  outside  of  the  Zone. 

Mr.  Welles.  Supposing  under  the  conditions  foreseen  you  were  disembarking 
a passenger  for  Punta  Mala  and  that  passenger  wishes  to  go  there  by  launch. 
That  would  not  make  it  necessary  for  him  to  go. 

Dr.  Alfaro.  We  are  speaking  of  an  emergency  which  will  make  it  necessary 
to  use  the  Panama  docks. 

Mr.  Welles.  Suppose  such  an  emergency  exists  and  suppose  such  an  indi- 
vidual wishes  to  go  straight  to  Punta  Mala  and  not  to  the  Canal  Zone. 

Dr.  Alfaro.  In  case  of  emergency? 

Mr.  Welles.  Yes,  it  would  not  then  be  strictly  correct  to  say  Canal  Zone.  I 
can’t  see  that  this  prejudices  in  any  sense  the  interest  of  the  Government  of 
Panama  and  I should  like  to  retain  the  phrase  simply  for  the  purpose  of 
attaining  strict  accuracy. 

Dr.  Alfaro.  The  only  thing  we  have  in  mind  is  that  this  reciprocal  use  of 
the  port  contemplates  the  traffic  between  the  ports  of  the  Canal  Zone  and  the 
ports  of  Panama  and  that  is  why  we  begin  by  saying,  “In  view  of  the  proximity 
of  the  port  of  Balboa  to  the  city  of  Panama  and  of  the  port  of  Cristobal  to 
the  city  of  Colon”. 

Mr.  Welles.  I am  sure  that  the  records  will  now  show  exactly  what  we  have 
in  mind  so  that  if  any  question  is  raised  in  Panama  the  clarification  will  be 
on  the  record.  May  we  then  take  up  for  the  Commissioners’  approval  the 
text  . . . 

Dr.  Alfaro.  By  the  way,  it  is  also  understood  that  we  have  eliminated  sec- 
tion 6,  paragraph  2. 

Mr.  Welles.  May  I take  that  up  in  a moment.”  I have  it  here. 

Dr.  Garay.  Pardon  me  for  coming  again  to  this  point  but  will  it  be  objec- 
tionable to  you  if  we  say  in  the  text  of  the  reply  “in  territory  of  the  Republic 
of  Panama  under  the  jurisdiction  of  the  United  States  of  America”? 

Mr.  Welles.  That  would  be  entirely  satisfactory  to  me. 

Dr.  Garay.  I think  it  should  be  changed  that  way. 

Mr.  Duggan.  INlay  I ask  what  that  modification  is? 

Dr.  Garay.  To  insert  “territory  of  the  Republic  unde  rthe  jurisdiction  of  the 
United  States”,  so  that  there  is  no  possibility  of  anybody  saying  that  the 
phraseology  refers  to  the  whole  territory  of  the  United  States. 

Mr.  Welles.  Dr.  Garay’s  suggestion  is  to  insert  after  the  phrase  “disembark- 
ing passengers  to  or  from  the  territory”  the  words  “of  the  Republic”,  so  that 
it  would  read,  “receiving  or  disembarking  passengers  to  or  from  the  territory 
of  the  Republic  of  Panama  under  the  jurisdiction  of  the  United  States  of 
America”.  The  modifiation  is  then  agreed  upon? 

Dr.  xVlfaro.  Yes. 
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U.S.  House  of  Representatives, 
Committee  on  Merchant  Marine  and  Fisheries, 

Washington,  D.C.,  December  15, 1976. 

Hon.  S.  Morey  Bell 
Ministc)',  Deputy  U.S.  Negotiator, 

Department  of  State, 

Washington,  D.C. 

Dear  Mr.  Minister  : I have  examined  carefully  the  portion  of  the  minutes 
of  the  negotiations  that  you  recently  sent  me  which  culminated  in  the  1936 
Treaty  with  Panama,  the  portion  which  deals  with  the  disputed  section  6 of 
Article  III  of  that  Treaty.  In  fact,  I have  also  examined  the  minutes  obtained 
elsewhere  for  earlier  discussions  of  section  6 which  previously  had  been  con- 
sidered as  section  5. 

It  is  my  contention  that  any  country  lawyer  could  see  that  the  minutes  do  not 
support  the  position  Ambassador  Bunker  and  yourself  have  repeatedly  taken 
in  statements  to  the  Congress  and  the  American  people,  that  by  the  section  in 
question  the  United  States  recognized  the  Canal  Zone  as  “territory  of  the  Re- 
public of  Panama  under  the  jurisdiction  of  the  United  States.”  On  the  contrary, 
those  minutes  demonstrate  precisely  the  opposite  to  be  true  ! 

You  repeated  your  position  again  in  your  letter  to  me  of  August  18th : 

“As  you  will  note,  the  Joint  Minutes  demonstrate  that  this  phrase  of  the  1936 
Treaty,  which  received  the  advice  and  consent  of  the  Senate  and  was  ratified  by 
the  President,  was  intended  to  refiect  the  status  of  the  Canal  Zone  as  territory 
of  the  Republic  of  Panama  under  the  jurisdiction  of  the  United  States.” 

That  is  absolutely  untrue.  The  language  in  section  6 of  Article  III  has  pre- 
cisely the  opposite  intention  to  that  which  you  falsely  attribute  to  the  1936 
negotiators ! 

Further,  not  a word  concerning  that  so-called  “intention”  which  you  claim 
appeared  in  any  report  on  the  1936  Treaty  from  the  State  Department  to  the 
President  or  to  the  Congress,  nor  in  any  communication  from  the  President  to 
the  Senate,  nor  in  the  Senate  debate  on  that  Treaty  ! 

Quite  frankly,  I am  forced  to  repeat  my  charge  of  April  13,  1976,  which  you 
quoted  in  your  letter,  “To  lie  to  the  American  people  is  nothing  less  than  mal- 
feasance in  ofiice !” 

I continue  to  maintain  my  original  position  that  paragraph  2 of  section  6 of 
Article  III  refers  to  sites  or  areas  in  the  Republic  of  Panama  outside  the  limits 
of  the  Canal  Zone. 

The  minutes  clearly  record  the  insistence  by  the  United  States  negotiator, 
the  Honorable  Sumner  Welles,  that  a traveler  could  get  to  those  sites  or  areas 
without  even  entering  the  Canal  Zone.  This  is  certainly  proof  of  the  correctness 
of  my  position  and  of  the  falsity  of  your  own  and  Mr.  Bunker’s. 

Therefore.  I must  repeat  my  demand  that  the  Department  of  State  stop  making 
the  false  claim  that  in  the  1936  Treaty  with  Panama,  the  United  States  recog- 
nizes the  status  of  the  Canal  Zone  to  be  only  “territory  of  the  Republic  of  Pan- 
ama under  the  jurisdiction  of  the  United  States.” 

I am  writing  both  President  Gerald  Ford  and  President-elect  Jimmy  Carter 
making  the  same  demand,  basing  it  on  the  evidence  that  follows. 

At  the  outset  let  me  state  the  complete  text  of  section  6 of  Article  III,  with 
the  phrase  in  dispute  underlined  : 

“In  view  of  the  proximity  of  the  port  of  Balboa  to  the  city  of  Panama  and  of 
the  port  of  Cristobal  to  the  city  of  Colon,  the  United  States  of  America  will  con- 
tinue to  permit,  under  suitable  regulations  and  upon  the  payment  of  proper 
charges,  vessels  entering  at  or  clearing  from  the  ports  of  the  Canal  Zone  to  use 
and  enjoy  the  dockage  and  other  facilities  of  the  said  ports  for  the  purpose  of 
loading  and  unloading  cargoes  and  receiving  or  disembarking  passengers  to  or 
from  the  territory  under  the  jurisdiction  of  the  Republic  of  Panama. 

“The  Republic  of  Panama  will  permit  vessels  entering  at  or  clearing  from  the 
ports  of  Panama  or  Colon,  in  case  of  emergency  and  also  under  suitable  regula- 
tions and  upon  the  payment  of  proper  charges,  to  use  and  enjoy  the  dockage 
and  other  facilities  of  said  ports  for  the  purpose  of  receiving  or  disembarking 
pas-sengers  to  or  from  the  territory  of  the  Republic  of  Panama  under  the  juris- 
diction of  the  Ignited  States  of  America  and  of  loading  and  unloading  cargoes 
either  in  transit  or  destined  for  the  service  of  the  Canal  or  of  works  pertaining 
to  the  Canal.” 
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Both  the  original  Treaty  of  1903  and  the  1936  Treaty  stipulate  that  the  IT. S. 
shall  have  jurisdiction  over  “addtional  lands  and  waters'’  in  the  Republic  of 
Panama  outside  the  Canal  Zone  itself.  This  is  unmistakably  set  forth  in  para- 
graph 3 of  Article  I of  the  1936  Treaty  ; 

“In  view  of  the  official  and  formal  opening  of  the  Panama  Canal  on  .Inly  12, 
1920,  the  United  States  of  America  and  the  Republic  of  Panama  declare  that 
the  provisions  of  the  Convention  of  November  18,  1903,  contemplate  the  use,  occu- 
pation and  control  by  the  United  States  of  America  of  the  Canal  Zone  and  of 
the  additional  lands  and  waters  under  the  jurisdiction  of  rhe  United  States  of 
America  for  the  purposes  of  the  efficient  maintenance,  operation,  sanitation  and 
protection  of  the  Canal  and  of  its  auxiliary  works.” 

Further,  paragraph  1 of  Article  II  of  the  1936  Treaty  I'efers  to  the  grant  of  the : 

“zone  of  land  and  land  under  water  ...  of  the  islands  wivhin  the  limits  of  said 
zone,  of  the  group  of  small  islands  in  the  Bay  of  Panama  . . . and  of  any  other 
lands  and  waters  outside  of  said  zone  necessary  and  convenient  for  . . . the 
Panama  Canal  . . .” 

In  that  same  paragraph  the  United  States  of  America  : 

“renounces  the  grant  made  to  it  in  perpetuity  by  the  Republic  of  Panama  of 
the  use,  occupation  and  control  of  lands  and  water,  in  addition  to  those  now 
under  the  jurisdiction  of  the  United  States  of  America  outside  of  the  Zone  as 
described  in  Article  II  of  the  aforesaid  Convention  . . .” 

In  view  of  this  renunciation  of  its  rights  by  the  United  States,  paragraph  2 
of  Article  II  states  : 

“While  both  Governments  agree  that  the  requirement  of  further  lands  and 
waters  for  the  enlargement  of  the  existing  facilities  of  the  Canai  appears  to  be 
improbable,  they  nevertheless  recognize  ...  if,  in  the  event  of  some  now  unfore- 
seen contingency,  the  utilization  of  lands  or  waters  additional  to  those  already 
employed  should  be  in  fact  necessary  . . . the  Governments  of  the  United  States 
of  America  and  the  Republic  of  Panama  will  agree  upon  such  measures  as  it  may 
be  necessary  to  take.” 

In  sum,  in  1903  the  United  States  was  granted  jurisdiction  over  any  lands — 
sites  or  areas  of  territory — and  waters  of  the  Republic  of  Panama  outside  the 
Canal  Zone  itself  “necessary  and  convenient  for  the  construction,  maintenance, 
operation,  sanitation  and  protection  of  the  Panama  Canal  or  of  any  auxiliary 
canals  or  other  works.” 

In  1936,  the  United  States  renounced  the  right  to  take  any  additional  lands 
or  water  outside  the  Zone  beyond  those  already  under  its  jurisdiction.  Never- 
theless, in  1936  the  United  States  and  the  Republic  of  Panama  agreed  to  take 
necessary  measures  should  in  fact  it  prove  necessary  in  the  future  to  utilize  any 
such  Panamanian  lands  or  waters  outside  the  Canal  Zone  in  addition  to  those 
already  under  U.S.  jurisdiction. 

It  is  undeniable,  then,  that  at  the  time  the  1936  Treaty  was  being  negotiated, 
our  country  did  have  the  exclusive  and  perpetual  right  to  use,  occupy  and  control 
lands  and  waters  outside  the  Canal  Zone.  Such  sites  and  areas  of  territory,  unlike 
the  Canal  Zone  itself,  were,  of  course,  in  the  Republic  of  Panama. 

On  page  22  (2193)  of  the  minutes  of  the  1936  Treaty,  the  Panamanian  nego- 
tiator, Dr.  Alfaro,  whose  desire  to  use  the  term,  “Canal  Zone’’,  in  section  6 was 
refused  by  Sumner  Welles  who  obtained  the  final  trea^^y  language  you  and  I have 
been  disputing,  recognized  those  additional  sites  and  areas  in  Panamanian  terri- 
tory outside  the  Zone : 

“We  have  had  to  refer  to  territory  within  the  jurisdiction  of  Panama  because 
the  territory  of  Panama,  of  course,  compri.ses  territory  under  the  jurisdiction  of 
the  United  States,  by  reason  of  the  Canal  treaty.  In  the  case  of  the  United  States 
there  is  the  Canal  Zone  and  additional  lands.” 

01)viously,  it  would  be  necessary  for  U.S.  personnel  to  get  to  and  from  those 
sites  or  areas  of  territory  in  the  Republic  of  Panama  outside  the  Canal  Zone,  but 
under  the  jurisdiction  of  the  United  States  of  America. 

It  is  precisely  with  this  fact  in  mind  that  Sumner  Welles  used  the  language 
he  did  on  pages  23  (2194)  and  24  (2195)  of  the  minutes  : 

“Would  such  individual  have  inevitably  to  go  the  Canal  Zone?  ...  In  all 
likelihood,  yes,  but  it  is  not  inevitable.  . . . Supposing  under  the  conditions  fore- 
seen you  were  disembarking  a passenger  for  Punta  Mala  and  that  i)assenger 
wishes  to  go  there  by  launch.  That  would  not  make  it  necessary  for  him  to  go. 

“Suppose  such  an  emergency  exists  and  suppose  such  an  individual  wishes  to 
go  straight  to  Punta  Mala  and  not  to  the  Canal  Zone. 
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•‘Yes.  it  would  not  then  be  strictly  correct  to  say  Canal  Zone  ...  I .'Should  like 
to  retain  the  phrase  simply  for  the  purpose  of  attaining  strict  accuracy.” 

You  know,  of  course,  that  Punta  Mala  was  under  U.S.  jurisdiction  and  is  some 
235  miles  from  the  Canal  Zone  ( by  road  from  Gamboa) . 

It  is  undeniable  then,  that  Mr.  Welles  wanted  to  retain  the  specific  phrase, 
“territory  under  the  jurisdiction  of  the  United  States”  instead  of  the  words 
•‘Canal  Zone”  which  he  flatly  declared  “would  not  be  strictly  correct.” 

Without  impairing  his  position,  he  acceded  to  the  request  of  Mr.  Alfaro  that 
the  words  “of  the  Republic  of  Panama”  be  inserted  after  the  word  “territory” 
in  that  phrase. 

I fear,  Mr.  Bell,  that  unfortunately  you  and  Ambassador  Bunker  have  failed 
to  attain  to.  or  to  hold  to,  the  “strict  accuracy”  in  this  matter  that  Sumner  Welles 
sought  and  in  my  opinion  achieved. 

It  is  tragic,  not  just  ironic,  that  officials  in  the  Department  of  State  itself  have 
chosen  to  distort  a matter  that  Mr.  Welles  in  the  following  words  showed  he 
wanted  to  clarify  for  the  record  for  the  future  [page  24  (2195)  and  25  (2196]  : 

“I  simply  wanted  to  be  quite  sure  that  the  question  you  have  already  men- 
tioned would  not  be  raised  in  the  future,  that  is,  the  distinction  between  the 
Canal  Zone  as  originally  and  the  lands  and  waters  that  have  since  come  under 
the  jurisdiction  of  the  United  States  .... 

•‘I  am  sure  that  the  records  will  now  show  exactly  what  we  have  in  mind  so 
that  if  any  question  is  raised  in  Panama  the  clarification  will  be  on  the  record.” 

Ambassador  Bunker  and  you.  Mr.  Bell,  have  done  much  to  confuse  the  Ameri- 
can people  by  attributing  to  Sumner  Welles  a totally  false  purpose  and  motiva- 
tion in  drafting  paragraph  2,  section  6 of  Article  III  of  the  1936  Treaty. 

He  chose  the  words  he  did  precisely  because  he  knew  the  Canal  Zone  belonged 
to  the  United  States  but  that  the  sites  and  areas  of  territory  he  had  in  mind  in 
this  paragraph  did  not  belong  to  the  United  States,  but  rather  to  the  Republic  of 
Panama. 

In  the  excerpt  from  the  minutes  quoted  above,  tlie  Panamanian  negotiator. 
Dr,  Alfaro,  may  be  said  to  have  claimed  that  the  Canal  Zone,  as  well  as  addi- 
tional lands  outside  it  under  United  States  jurisdiction,  is  only  “territory  of 
the  Republic  of  Panama  under  the  jurisdiction  of  the  United  States.”  But  in 
no  way  whatsoever  did  Sumner  Welles  or  any  other  United  States  negotiator 
present  lend  support  to  .such  a claim,  if  he  did  make  it — as  you  and  Ambassa- 
dor Bunker  have  erroneously  done  subsequently — either  in  their  spoken  remarks 
as  recorded  in  the  minutes  of  the  negotiations,  or  in  the  final  text  of  the  Treaty. 

In  my  opinion,  you  have  performed  a disservice  to  the  President  and  to  the 
American  people  in  taking  the  position  you  have. 

Rectification  is  vital,  and  quickly. 

At  the  risk  of  belaboring  the  point,  I must  point  out  that  besides  the  minutes 
themselves,  sheer  common  sense  dictates  the  falsity  of  your  position. 

Three  categories  of  territory  on  the  Isthmus  of  Panama  are  cited  in  the  1936 
Treaty : 

1.  Territory  under  the  jurisdiction  of  the  Republic  of  Panama, 

2.  Canal  Zone,  and 

3.  Territory  of  the  Republic  of  Panama  under  the  jurisdiction  of  the  United 
States, 

Wherever  the  Canal  Zone  itself  was  the  subject  of  any  provision,  the  words, 
“Canal  Zone”,  satisfied  both  sides  in  the  final  text  of  the  entire  1936  Treaty. 
That  Treaty,  by  my  count,  specifically  utilizes  the  term  “Canal  Zone”  27  times. 
The  proper  noun.  “Zone”,  is  used  once,  and  the  word  “zone”  in  lower  case,  four 
times,  for  a total  of  32  citations. 

Whenever  the  area  on  the  Isthmus  in  question  was  not  the  Canal  Zone,  the 
phrase  “territory  under  the  jurisdiction  of  the  Republic  of  Panama”  was  ordi- 
narily satisfactory  to  the  negotiators.  It  was  utilized,  by  my  count,  ten  times 
in  the  Treaty.  Similarly,  the  phrase,  “points  within  the  jurisdiction  of  the 
Republic  of  Panama.”  was  used  twice,  for  a total  of  12  citations  in  this  category. 

Only  in  one  instance,  namely  section  6 of  Article  III,  is  the  terminology, 
“territory  of  the  Republic  of  Panama  under  the  jurisdiction  of  the  United 
States.”  utilized. 

That  particular  terminology  is  mentioned,  incidentally,  in  connection  with 
what  is  the  only  emergency  stipulation  in  the  entire  treaty,  with  the  exception 
of  Article  IX  whicli  concerns  defense  of  the  Canal  Zone  and/or  the  Republic 
of  Panama. 
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The  previously  quoted  Article  II,  at  the  point  where  lands  outside  the  Canal 
Zone  are  mentioned,  utilizes  language  to  express  the  purpose  of  those  lands  which 
parallels  the  wording  in  section  6 of  Article  III,  “for  the  service  of  the  Canal 
or  works  pertaining  to  the  Canal.” 


Section  6 of  Article  III  consists  of  but  two  paragraphs.  The  disputed  lan- 
guage occurs  in  the  second  of  those  two  paragraphs.  In  the  first  paragraph,  the 
phrase  “territory  under  the  jurisdiction  of  the  Republic  of  Panama”  was  used. 
F)Ut  it  was  obviously  not  satisfactory  for  use  in  paragraph  two. 

Similarly,  in  that  first  paragraph,  the  term  “Canal  Zone”,  is  used.  If  the 
Canal  Zone  were  the  subject  of  the  second  paragraph  also,  as  you  hold,  why 
would  the  same  specific  term,  “Canal  Zone”,  not  be  used? 

Your  position  and  Amba.ssador  Bunker’s  in  effect,  is  that  there  are  but  two 
categories  of  territory  in  the  Isthmus  of  Panama  denoted  in  the  1936  Treaty, 
namely  the  Canal  Zone,  as  “territory  of  the  Republic  of  Panama  under  the 
jurisdiction  of  the  United  States,”  on  the  one  hand,  and  on  the  other,  “territory 
under  the  jurisdiction  of  the  Republic  of  Panama.” 

The  historical  facts  are  that  the  United  States  in  1936  certainly  had  juris- 
diction over  sites  and  areas  in  the  Republic  of  Panama  outside  the  Canal  Zone 
on  which  the  United  States  built,  operated  and  maintained  military  installations, 
navigational  aids  and  the  like. 

Contrary  to  your  position  and  Ambassador  Bunker’s,  those  sites  and  areas 
were  neither  in  the  Canal  Zone  nor  in  “territory  under  the  jurisdiction  of  the 
Republic  of  Panama.” 

They  did,  however,  precisely  fit  the  wording  in  paragraph  2 of  section  6 of 
Article  III  which  defined  them  : “territory  of  the  Republic  of  Panama  under 
the  jurisdiction  of  the  United  States.” 

Returning  to  the  minutes  of  the  1936  Treaty  negotiations,  we  know  that 
Sumner  Welles  said  in  plain  English  that  the  words,  “Canal  Zone”,  could  not 
be  used  in  the  second  paragraph  of  section  6 of  Article  III  because,  as  he  put  it, 
“it  would  not  then  be  strictly  correct  to  say  Canal  Zone  ...  I should  like  to 
retain  the  phra.se  simply  for  the  purpose  of  attaining  strict  accuracy.” 

I frankly  find  it  hard  to  believe  that  Sumner  Welles’  clear  intentions  and 
words  in  plain  English  could  be  so  totally  turned  around. 

You  and  Ambassador  Bunker  owe  the  President  and  the  American  people 
the  same  conscientious  concern  for  strict  accuracy  evidenced  by  your  predecessor 
as  a negotiator  with  the  Republic  of  Panama.  Sumner  Welles. 

Everyone  has  a right  to  his  own  convictions  as  to  what  should  be  the  sub- 
stance of  a new  treaty  with  Panama.  No  one  has  a right,  however,  to  resort 
to  half  truths  or  falsehoods  or  distortions  to  buttress  an  opinion  or  conviction, 
or  official  policy. 

I trust  that  I will  shortly  be  advised  of  a rever.sal  of  your  position  in  this 
very  important  matter. 

Sincerely. 


Gene  Snyder, 

Ranking  Minority  Member, 
Panama,  Canal  Subcommittee. 


[Whereupon,  at  3 :01  p.m.,  the  Subcommittee  on  Panama  Canal 
reconvened.  Mrs.  Sullivan  presiding.] 

Mrs.  SuLLTVAX.  Assistant  Secretary  Veysey  has  left.  He  was  to  be 
our  next  witness  and  since  he  had  to  leave,  we  will  insert  his  testi- 
mony at  this  point  in  the  record. 

It  will  be  an  open  hearing  now. 

[Prepared  statement  by  Secretary  Veysey  follows :] 

Prepared  Statement  by  the  Assistant  Secretary  of  the  Army  (Civil  Works) 
Victor  V.  Veysey.  U.S.  Department  of  Defense 


Mr.  Chairman,  Members  of  the  Subcommittee.  I appreciate  having  the  oppor- 
tunity to  appear  before  you  today  as  we  review  the  political  and  diplomatic 
climate  which  surrounds  the  operation  of  the  Panama  Canal  Company  and 
Canal  Zone  Government. 

As  I pointed  out  last  Tuesday,  when  I appeared  before  your  Subcommittee, 
I am  involved  primarily  in  the  operational  aspects  of  the  Panama  Canal  Com- 
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pany  and  Canal  Zone  Government.  Although  the  political  and  diplomatic  cli- 
mate in  Panama  are  of  great  interest  to  the  Secretary  of  the  Army  and  me, 
we  are  not  directly  involved  in  these  matters.  Dealing  with  such  aspects  is  the 
major  concern  of  our  colleagues  from  the  Department  of  State. 

Keeping  this  in  mind  I will,  as  you  have  asked,  comment  on  five  specific 
.subject  areas.  I will  do  so  briefly  and  in  general  terms,  after  which  I will  be 
happy  to  answ^er  any  questions  w’hich  you  may  have. 

SUBJECT  AREA  ONE 

“Actions  which  might  be  taken  by  the  United  States  on  either  a unilateral 
basis  or  a reciprocal  basis  to  foster  good  relations  with  Panama  irrespective 
of  or  prior  to  a new  treaty  arrangement,  the  nature  and  basis  of  such  actions, 
and  the  factors  wiiich  wmuld  guide  implementation  of  such  actions.” 

Mr.  Chairman,  let  me  say  first  of  all  that  I believe  good  relations  with  the 
Republic  of  Panama  are  absolutely  essential  to  continued  operation  of  the 
Canal  and  the  Zone.  As  you  know,  the  Canal  Zone  border  is  open  to  all  from 
the  Republic  of  Panama.  There  are  no  check  points  or  entrance  gates  as  one 
passes  from  Panama  into  Canal  Zone  Territory.  It  would  be  very  easy  for  an 
individual  or  group  to  render  the  Canal  inoperative  for  extended  periods  if 
they  were  so  inclined.  Our  best  defense  against  such  actions  is  good  relations 
wuth  our  neighbors.  To  physically  preclude  such  a danger  would  be  very  costly 
in  terms  of  both  finances  and  manpower  and  such  action  would  strain  unneces- 
sarily our  relationships  and  unduly  complicate  life  in  the  area. 

I personally  believe  that  the  Panamanians  recognize  well  the  importance  of 
an  operational  Canal,  perhaps  as  much  or  more  so  than  do  our  own  citizens. 
The  recent  illegal  “wild  cat”  sick-out  indicates  that  our  Panamanian  employees 
were  exceptionally  loyal  to  the  Canal  operation. 

The  Canal  is  indeed  the  backbone  of  the  Panamanian  economy.  Because  of 
this  U.S. -Panama  mutual  interest,  we  are  not  required  to  initiate  expensive 
security  measures.  We  need,  however,  to  constantly  develop  a relationship 
based  on  trust  and  mutual  accommodation  within  the  framework  of  our 
present  treaty  and  during  a period  of  uncertainty  while  negotiations  for  a new 
treaty  are  on-going.  We  have  called  this  a program  of  “Visible  Actions.” 

I wmuld  like  to  point  out  that  often  implementation  of  these  individual 
visible  actions  can  be  as  advantageous  to  us  as  to  the  Republic.  I will  not 
attempt  to  list  all  of  the  on-going  action  which  assist  in  improving  relationships, 
but  I will  provide  here  a few'  examples. 

In  1975  some  133  Panamanian  students  w'ere  provided  10,720  hours  of 
training  in  Health  Bureau  Programs.  In  addition,  senior  medical  students  from 
the  University  of  Panama  are  annually  invited  as  observer  clinical  clerks  at 
the  tw'o  Canal  Zone  hospitals.  Also,  nurses  from  the  University  and  psychiatrists 
from  Santo  Tomas  Hospital  participated  in  training  programs  at  the  Canal 
Zone  Mental  Health  Center. 

Last  year  47  cadets  from  Panama’s  Merchant  Marine  Academy  participated 
in  a six-w’eek  course  provided  by  the  Company. 

Extensive  cooperation  exists  betw^een  engineering  professionals  of  the  tw'o 
communities  and  is  reflected  in  mutually  beneficial  electric  power  and  potable 
w'ater  interconnects. 

The  Canal  Zone  Government  recently  purchased  for  the  account  of  Panama, 
onions  and  potatoes  in  the  U.S.  and  arranged  for  transportation  when  Panama 
w’as  in  short  supply. 

There  is  a formal  liaison  program  betw'een  Canal  Zone  Police  and  Guardia 
Nacional.  (A  GN  Captain  has  his  office  in  the  Canal  Zone  Police  Station  w’hile 
a CZ  police  officer  has  his  liaison  duty  post  in  Panama.) 

Tw’elve  surplus  fire  engines  have  been  donated  to  Panama  in  the  last  10  years. 

Employment,  training  and  up-grading  of  Panamanians  in  Company-Government 
organization  is  an  on-going  program. 

We  are  currently  involved  in  discussions  with  the  Republic  of  Panama  on 
additional  visible  actions  w'hich  could  be  of  mutual  benefit.  Panama  has  been 
particularly  interested  in  those  types  of  actions  w'hich  could  assist  in  strength- 
ening her  economy.  The  Governor  in  his  testimony  will  highlight  some  of  the 
proposals  wdiich  are  now'  being  considered. 

There  is  one  very  important  rule  w'hich  w'e  follow*  in  carrying  out  the 
visible  actions.  There  must  not  be,  as  a result  of  implementation,  any  impair- 
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ment  of  our  jurisdictional  rights  in  the  Canal  Zone.  That  is  a judgment  which 
is  shared  by  the  entire  Executive  Branch. 

SUBJECT  AREA  TWO 

‘•The  border  incidents  involving  the  Guardia  Nacional  which  occurred  on  the 
Canal  Zone-Republic  of  Panama  border  during  the  Christmas  holidays  and  in 
more  recent  times  and  the  rationale  and  the  procedural  framework  for  decisions 
to  respond  to  such  incidents.” 

I will  defer  to  Governor  Parfitt’s  comment  on  the  details  of  the  events; 
however,  I would  like  to  state  our  policy  guidelines  for  dealing  with  such 
incidents.  Our  policy  is  as  follows : There  will  be  no  relinquishment  of  United 
States  jurisdictional  authority  over  any  area  of  the  Canal  Zone  without  appro- 
priate legislative  action. 

To  clarify  this  matter  for  all  concerned,  I recently  responded  to  a message 
from  the  Governor  as  follows  : 

‘Tt  is  my  view,  and  that  of  Secretary  Hoffman,  that  we  have  a responsibility 
to  maintain  undiluted  all  existing  United  States  jurisdiction  in  the  Canal 
Zone.  We  retain  an  unquestionable  obligation  in  this  regard  until  such  time 
as  a new  treaty  is  ratified  by  both  Panama  and  the  United  States.  Congress 
has  been  continually  assured  of  our  intent  in  this  respect.” 

Although  we  have  made  our  position  very  clear  on  this  subject,  I am  sure 
that  we  will  be  faced  with  further  problems  or  occasional  incidents.  Boundary 
lines  in  the  Canal  Zone  run  through  heavily  populated  areas  on  both  the 
Atlantic  and  Pacific  sides.  We  are  bound  to  have,  from  time-to-time,  questions 
of  jurisdiction  along  these  borders.  They  will  require  critical  judgment  calls 
on  the  part  of  our  Canal  Zone  police  and  great  diplomacy  by  Governor  Parfitt. 
In  these  matters  we  will  work  in  close  coordination  with  Ambassador  Jordan 
and  LTG  McAuliffe,  the  other  members  of  the  Panama  Review  Committee.  I 
feel  that  Governor  Parfitt  has  been  entirely  faithful  to  the  directions  of  the 
Secretary  of  the  Army  in  protecting  the  integrity  of  U.S.  jurisdiction  under  the 
current  treaty. 

I would  ask  that  the  Members  of  Congress  keep  in  mind  our  general  policy 
for  dealing  with  these  matters.  In  some  cases  we  may  not  be  able,  for  various 
reasons,  to  exert  the  degree  of  authority  which  we  would  like.  We  must  not 
conclude,  however,  that  jurisdiction  is  being  eroded  with  every  border  incident, 
even  though  the  outcome  may  not  be  totally  satisfactory.  Some  individual 
doubtless  will  feel  slighted  by  the  resolution  of  the  case.  If  he  is  a United 
States  citizen,  a letter  or  telephone  call  may  be  made  to  his  Congressman, 
perhaps  even  before  the  Governor  or  I are  aware  of  the  matter. 

I assure  you  that  we  fully  understand  your  mandate  to  maintain  our 
undiluted  jurisdiction  over  the  lands  and  waters  of  the  Canal  Zone.  There  will 
be  no  change  in  this  direction  without  appropriate  action  on  your  part. 

SUBJECT  AREA  THREE 

“The  manner  in  which  progress  or  delay  in  Canal  treaty  negotiations  may 
affect  the  operation  of  the  Panama  Canal  and  Canal  Zone  Government  or  poliices 
respecting  either  organization,  and  the  manner  in  which  these  organizations 
must  be  aware  of  and  attentive  to  Canal  treaty  negotiations.” 

The  negotiations  have  been  in  progress  now  for  12  years.  Throughout  this 
entire  period  our  employees  have  been  faced  with  an  increasingly  uncomfortable 
uncertainty.  We  have  recently  witnessed  a strong  reaction  by  Zone  residents 
to  wage  structure  proposals,  and  a drive  toward  full  collective  bargaining. 
However,  a major  part  of  the  dissatisfaction  manifest  by  employees  can  be 
related  to  anxieties  over  our  future  relations  with  the  Republic  of  Panama 
and  the  effect  of  those  new  relationships  on  employees  personally. 

The  treaty  negotiations  and  the  accompanying  rumors  and  Panamanian 
propaganda  have  had  considerable  impact  on  employee  morale.  Some  residents 
.see  recent  Company  austerity  measures  as  part  of  a grand  plan  to  make  life 
for  employees  unattractive,  thus  facilitating  the  implementation  of  a new 
treaty.  I assure  you  that  this  is  not  correct.  It  is  the  view  of  the  Panama  Canal 
Company  Board  that  we  should  operate  with  model  efficiency  and  as  though  we 
would  continue  into  the  future  indefinitely  with  that  responsibility. 

I see  no  way  of  totally  overcoming  this  treaty-related  morale  problem.  There 
are  basically  two  inherent  difficulties : First,  we  have  promised  confidentiality 
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in  onr  discussions  with  Panama,  and  second,  even  if  no  such  promise  of  con- 
fidentiality existed,  in  many  cases  the  negotiators  have  simply  not  been  able 
to  reach  agreement  and  thus  valid  information  is  not  available.  These  I think 
must  be  viewed  as  hazards  of  the  current  situation  which  cannot  be  fully 
overcome. 

I have  asked  that  our  negotiators  place  at  the  top  of  their  list  of  issues  the 
rights  which  employees  would  enjoy  under  any  new  treaty.  We  concur  as  to  the 
importance  of  gaining  early  agreement  with  Panama  regarding  this  matter. 
If  agreement  could  be  reached  in  this  area  and  Panama  would  concur  in 
release  of  such  information,  we  would  have  taken  an  important  step  toward 
alleviating  current  morale  problems. 

With  respect  to  the  second  part  of  the  issue,  that  is,  the  manner  in  which 
the  Canal  Enterprise  must  be  aware  of  and  attentive  to  negotiations,  I would 
like  to  state  emphatically  that  we  will  continue  to  operate  the  Canal  as  if 
there  would  be  no  new  treaty.  Past  history  provides  us  ample  evidence  of  why 
we  must  pursue  this  course  of  action.  Treaties  were  virtually  complete  in 
1967  and  again  in  1971.  Neither  was  placed  into  effect. 

Another  aspect  of  this  same  question  is  the  degree  to  which  the  Canal 
Enterprise  should  become  involved  in  the  negotiations.  Our  people  are,  of 
course,  the  experts  on  operational  aspects.  The  negotiators  cannot  be  fully 
informed  in  this  area  and  therefore  rely  heavily  on  the  advice  and  information 
provided  by  the  Governor  and  his  people.  We  are  not  negotiators  in  any  way, 
but  I believe  that  we  must  furnish  our  negotiators  with  comments  as  to  the 
feasibility  and  practicality  of  alternate  proposals.  We  are  currently  very 
active  in  this  role. 

SUBJECT  AREA  FOUR 

*uVny  actions  or  contingencies  which  the  elements  in  the  Canal  Zone  might 
have  to  take  as  a result  of  internal  political  turbulence  in  the  Republic  of 
Panama  in  recent  months.” 

Mr.  Chairman,  to  the  best  of  my  knowledge  the  political  turbulence  in  the 
Republic  of  Panama,  specifically,  the  arrest  of  businessmen,  has  had  no  impact 
whatsoever  on  operations  of  the  Canal  Zone  Government  or  Panama  Canal 
Company.  In  addition,  no  actions  or  contingencies  were  initiated  by  United 
States  elements  in  the  Canal  Zone. 

Although  the.se  actions  had  no  immediate  impact  on  operations  of  the  Canal, 
they  have  raised  questions  concerning  the  unity  of  support  for  the  Government 
of  Panama.  As  I have  stated  previously,  to  assure  the  effective  operation  of  the 
Canal  we  will  depend  upon  the  cooperation  of  the  people  of  the  Republic  of 
Panama.  Under  the  present  treaty,  or  any  future  arrangement,  it  is  important 
that  we  be  able  to  deal  with  a mature  and  responsible  Panamanian  Govern- 
ment. 

SUBJECT  AREA  FIVE 

“The  perception  of  the  threat  or  danger  presented  to  the  Canal  or  elements 
in  the  Canal  Zone  by  Communist  or  other  anti-U.S.  elements  in  Panama.” 

It  is  my  view  that  the  current  physical  threat  to  the  Canal  Zone  is  minimal. 
Any  threat  which  does  exist  is  not  in  the  form  of  military  force,  but  instead 
that  which  might  result  from  mob  action  and  riots  directed  toward  residents 
and  facilities  of  the  Canal  Zone. 

Such  mob  action  could  be  extremely  injurious  at  this  time  to  Panamanian 
treaty  hopes.  I therefore,  believe  that  the  Republic  of  Panama  would  do 
all  within  their  power  to  stop  any  spontaneous  riot  action  directed  against  the 
Canal.  The  situation  for  the  remainder  of  the  year  1976  is  likely  to  remain 
unchanged. 

A hazard,  in  my  judgment  lies  in  the  possibility,  however  remote,  that  the 
Government  of  Panama  might  be  influenced  or  infiltrated  by  Communist  or 
other  anti-U.S.  elements  in  the  world  today,  and  that  this  influence  could 
modify  their  approach  to  the  treaty  negotiations  or  to  our  operation  of  the 
Canal,  thus  rendering  our  position  difficult  if  not  precarious.  For  this  reason, 
over  the  longer  term,  we  need  a stable,  strong,  and  friendly  Republic  of 
Panama  either  under  the  present  treaty  or  under  any  new  treaty. 

Mr.  Chairman.  I appreciate  very  much  having  been  afforded  the  opportunity 
to  appear  before  you  today.  This  concludes  my  prepared  statement.  I will  be 
happy  to  answer  any  questions  which  you  or  other  members  of  the  committee 
may  have. 
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Mrs.  Stjllivax.  Is  Mr.  AVilliam  Drummond  in  the  room  ? 

Sorry,  Governor  Parfitt,  I forgot  you  had  some  other  remarks  to 
present. 

Governor  Parfitt.  In  response  to  Chairman  Metcalfe's  letter  of 
March  25,  1976, 1 have  a statement  discussing  the  impact  of  the  major 
political-diplomatic  events  in  the  relations  between  the  Canal  Zone 
and  the  Kepublic  of  Panama  over  the  past  year. 

Mrs.  Sullivan.  Governor,  I think  if  it  is  all  right  with  you,  we 
will  make  your  statement  part  of  the  record. 

Governor  Parfitt.  Surely. 

Mrs.  Sullivan.  Since  there  are  just  the  two  of  us  here,  we  will  read 
it.  If  we  have  any  pertinent  questions  to  ask,  we  will  present  it  to  you. 

Is  that  all  right  ? 

Without  objection.  Governor  Parfitt’s  testimony  will  be  made  a 
part  of  the  record. 

Governor'PARFiTT.  Very  fine. 

Mrs.  Sullivan.  Fine.  Thank  you  very  much. 

Governor  Parfitt.  Thank  you. 

[The  prepared  statement  follows :] 

Prepared  Statement  by  Harold  R.  Parfitt,  Governor  of  the  Canal  Zone 
AND  President  of  the  Panama  Canal  Company 

1.  Mr.  Chairman,  I am  Harold  R.  Parfitt,  Governor  of  the  Canal  Zone  and 
President  of  the  Panama  Canal  Company.  This  morning  I am  accompanied  by 
Mr.  Thomas  M.  Constant,  Secretary,  Panama  Canal  Company.  I am  pleased  to 
be  of  assistance  to  the  Committee.  I understand  that  the  focus  of  today’s  hear- 
ings is  on  major  political-diplomatic  and  social  factors  which  affect  the  Panama 
Canal  and  the  Canal  Zone. 

IMPACT  OF  POLITICAL  EVENTS  IN  THE  REPUBLIC  OF  PANAMA 

2.  You  have  requested  my  evaluation  on  the  impact  of  political  events  in  the 
Republic  of  Panama.  Representatives  of  the  State  Department  are  here  today 
and  can  speak  with  authority  on  the  events  themselves  and  on  their  overall  im- 
pact on  US-Panama  relations.  Those  events  have  not  had  a direct  effect  on  the 
Canal  Zone  or  the  Canal’s  operations.  Indirectly,  the  visit  of  a Panamanian  dele- 
gation to  Cuba  and  the  exiling  of  a number  of  prominent  Panamanian  business- 
men have  added  to  the  general  atmosphere  of  uncertainty  and  concern  among 
Canal  employees.  This  concern  is  primarily  with  regard  to  a post-treaty  environ- 
ment when  they  might  no  longer  have  the  protection  and  guarantees  of  US 
jurisdiction  in  the  Canal  Zone. 

INCIDENTS  INVOLVING  THE  GUARDIA  NACIONAL 

3.  I understand  that  the  Committee  is  also  interested  in  having  the  details  of 
recent  incidents  involving  Panamanian  Guardia  Nacional  activity  in  the  Canal 
Zone.  I can  speak  with  authority  concerning  those  incidents.  Details  of  these 
recent  events  were  as  follows  ; 

a.  Guardia  Nacional  Assuming  TraMc  Control  on  Border.  On  December  24, 
Guardia  Nacional  (GN)  patrolmen  entered  six  street  intersections  on  foot  and 
assumed  traffic  control  along  the  Fourth  of  July  Avenue  boundary  line  within 
the  Canal  Zone  and  across  the  Thatcher  Ferry  Bridge  at  the  Farfan  intersection. 
The  GN’s  stated  purpose  in  taking  this  action  was  to  assist  in  controlling  heavy 
traffic  congestion  associated  with  the  holiday  season  and  to  deter  possible  demon- 
strations against  the  Canal  Zone  motivated  by  the  anniversary  of  the  January  9, 
1964  riots.  The  patrolmen  while  in  the  Canal  Zone  issued  courtesy  warning 
tickets  to  both  Panamanian  and  Canal  Zone  licensed  vehicles. 

Several  days  prior  to  the  December  24  incident,  the  GN  liaison  officer  located 
at  the. Balboa  Police  Station  had  requested  that  Canal  Zone  Police  stop  issufng 
citations  to  Panamanians  involved  in  minor  traffic  violations  along  the  border 
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streets  and  on  Thatcher  Highway,  and  that  this  authority  be  transferred  to  GN 
jurisdiction.  On  December  23  a senior  GN  officer,  in  a conversation  with  a U.S. 
Southern  Command  officer,  asked  the  U.S.  to  respond  before  December  24  to  the 
GN’s  request  to  control  traffic  along  the  border.  The  GN  officer  indicated  that 
the  GN  wanted  this  responsibility  only  through  the  January  9 anniversary  date. 
Although  I had  determined  that  it  was  legally  impossible  to  accede  to  the  GN’s 
request,  we  had  not  replied  to  the  GN  before  the  December  24  incident. 

At  the  time  of  the  December  24  incident  I informed  the  GN  through  C.Z. 
Police  officials  that  the  Guardia  personnel  would  have  to  be  withdrawn  from  the 
Canal  Zone  as  a condition  of  any  discussion  of  a cooperative  arrangement.  Upon 
assurances  that  the  GN  would  withdraw,  I authorized  the  establishment  of 
two  temporary  CZP/GN  patrols  through  the  January  9 period.  The  two  patrols 
were  one  foot  patrol  at  the  “J”  Street  and  Fourth  of  July  intersection  between 
7 a.m.  and  6 p.m.,  and  one  24-hour  patrol  using  the  Canal  Zone  Police  boundary 
vehicle.  The  GN  participants  in  these  two  patrols  were  authorized  to  act  only  as 
observers  and  were  not  empowered  to  exercise  any  law  enforcement  duties  in  the 
U.S.  jurisdiction.  All  arrests  and  issuance  of  citations  within  the  Canal  Zone 
were  performed  by  the  Canal  Zone  Police  members  of  the  special  patrols. 

The  two  temporary  patrols  worked  out  relatively  well  although  there  were  two 
incidents  involving  the  GN  drawing  their  firearms.  In  one  incident,  the  GN  ob- 
server drew  his  revolver  when  a suspect  refused  an  order  to  halt.  He  bolstered 
his  revolver,  however,  without  firing  it.  In  the  other  incident  a GN  observer 
fired  at  a suspect  who  had  fied  from  the  Canal  Zone  to  the  Republic  of  Panama. 
The  suspect,  a Panamanian  national,  was  detained  in  the  Republic  and  taken 
into  custody  by  a GN  patrol  which  had  arrived  on  the  scene  to  assist  in  the  cap- 
ture. I instructed  our  Canal  Zone  Police  liaison  officer  to  inform  the  GN  that 
the  use  of  firearms  except  for  self  protection  was  unauthorized  and  any  further 
incidents  would  result  in  the  aborting  of  the  special  patrols. 

The  Canal  Zone  Police  union  and  Canal  Zone  civic  councils  expressed  anxiety 
over  the  implementation  of  the  special  patrols  and  the  possibility  of  their 
continuation.  The  GN  indicated  an  interest  in  continuing  the  patrols  after 
January  9,  but,  in  accordance  with  the  original  understanding,  the  temporary 
arrangement  was  terminated  on  January  10. 

b.  Venado  Beach  Incident.  On  January  4,  two  GN  privates  operating  in  plain 
clothes  in  the  Canal  Zone  shot  in  the  foot  a Panamanian  national  suspected  of 
smoking  marijuana.  The  incident  occurred  in  the  Venado  Beach  area  on  the 
west  side  of  the  Canal’s  Pacific  entrance.  The  two  Guardia  Nacional  privates 
stated  that  they  had  been  directed  to  patrol  the  area  by  their  immediate  supe- 
rior. The  patrols  were  unknown  to  and  unauthorized  by  U.S.  officials.  The  inci- 
dent, since  it  occurred  on  a military  reservation,  resulted  in  the  arrest  of  the 
GN  privates  by  Air  Force  security  police.  They  were  turned  over  to  C.Z.  Police, 
charged  by  the  U.S.  Attorney  on  felony  and  misdemeanor  counts  and  placed 
under  detention. 

In  view  of  the  sensitive  nature  of  these  arrests,  I met  with  the  U.S.  Attorney 
to  discuss  ways,  consistent  with  the  criminal  law  of  the  Canal  Zone,  of  defusing 
what  could  have  become  a difficult  problem  with  the  GN.  The  U.S.  Attorney  pro- 
posed prosecution  on  a misdemeanor  charge  on  condition  that  senior  GN  authori- 
ties agree  to  discontinue  attempts  to  exercise  jurisdiction  within  the  Canal  Zone. 
Our  police  officials  obtained  such  an  oral  commitment  from  responsible  GN 
authorities.  The  GN  authorities  stated  that  the  Venado  Beach  patrols  had  not 
been  approved  by  them.  The  two  Guardia  privates  pleaded  guilty  to  a mis- 
demeanor and,  since  they  had  already  spent  time  in  jail,  the  Balboa  Magistrate 
imposed  no  sentence  and  released  them. 

c.  Stoivaicay.  On  January  8 a U.S.  citizen,  who  had  arrived  by  ship  at  Las 
Minas  port  in  Panama  as  a stowaway  and  was  being  detained  by  Panamanian 
authorities,  escaped  from  jail  in  Panama  City  and  fled  to  the  Canal  Zone.  The 
Guardia  Nacional  requested  that  he  be  returned  to  Panama.  The  GN  did  not, 
however,  take  formal  steps  to  request  his  extradition.  I could  not  honor 
Panama’s  informal  request  without  the  subject’s  consent.  The  man  had  a con- 
stitutional right  to  refuse  to  be  turned  over  and  he  did  so.  The  stowaway  was 
placed  aboard  a ship  for  the  U.S.  departing  from  the  Canal  Zone.  For  a while 
following  this  incident,  Canal  Zone/GN  relations  in  general  and  our  liaison  with 
the  GN  in  particular  were  strained. 

4.  I believe  it  is  important  that  Panama  have  a clear  understanding  as  to 
what  cannot  be  accomplished  in  the  area  of  jurisdiction  prior  to  a new  treaty. 
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I propose  to  continue  to  act  in  accordance  with  my  legal  obligation  and  in 
accordance  with  the  commitment  made  by  the  Executive  Branch  to  Congress  to 
maintain  under  present  treaties  and  laws  an  unimpaired  U.S.  jurisdiction  in  the 
Canal  Zone.  By  conveying  to  Panama  a firm  U.S.  Government  position  that  will 
be  maintained,  hopefully  we  will  help  avoid  any  action  that  could  lead  to 
confrontation. 

IMPACT  OF  TREATY  NEGOTIATIONS 

5.  You  have  asked  for  my  comments  on  the  impact  of  Canal  treaty  negotia- 
tions on  the  Canal’s  operations.  Upon  my  appointment  as  Governor  of  the  Canal 
Zone  a year  ago,  it  was  apparent  to  me  and  to  other  observers  that  the  uncer- 
tainties created  by  present  treaty  negotiations  were  a major  problem  among  the 
Canal  employees.  At  this  Committee's  hearings  on  April  21  of  last  year  I empha- 
sized “that  among  all  our  employees,  both  U.S.  citizens  and  non-U. S.  citizens, 
there  is  a feeling  of  general  apprehension  concerning  their  future  status  under 
any  new  treaty  arrangement.  Frequent  statements  in  both  the  Panamanian  and 
U.S.  press  add  to  the  employees’  anxiety.  For  the  employee,  no  news  is  bad 
news.”  I promised  at  that  time  to  make  every  effort  in  my  power,  consistent 
with  the  sensitivity  of  negotiations,  to  see  that  the  employees  of  the  Canal  orga- 
nization were  kept  informed  in  an  accurate  and  timely  manner  about  the  status 
of  negotiations  and  the  potential  effect  upon  their  conditions  of  employment. 

6.  In  response  to  my  initiatives  the  U.S.  negotiators  have  taken  a number  of 
steps  during  the  last  year  to  inform  employees  on  the  course  of  treaty  negotia- 
tions. Ambassador  Bunker  was  kind  enough  last  May  to  provide  a letter  to  me 
refuting  disturbing  rumors  then  circulating  on  the  Isthmus  that  the  Executive 
Branch  intended  to  transfer  Police,  fire,  educational  and  other  jurisdictional 
services  to  Panama  without  the  approval  of  Congress.  He  also  strongly  reiter- 
ated his  concern  for  the  welfare  and  wellbeing  of  the  Canal  entity’s  employees. 
Ambassador  Bunker,  however,  noted  in  his  letter  that  there  were  limits  to  the 
information  that  could  be  provided,  as  premature  public  revelations  of  the  de- 
tails of  important  matters  agreed  upon  could  undermine  the  fiexibility  necessary 
to  successfully  conclude  the  negotiations. 

7.  Ambassador  Bunker’s  letter  was  printed  in  its  entirety  in  the  Panama 
Canal  “Spillway”  of  May  2,  1975.  In  August  of  last  year  Ambassador  Bunker 
designated  John  Blacken,  the  Counselor  for  Political  Affairs  at  the  American 
Embassy  in  Panama,  to  serve  as  a liaison  with  the  Canal  Zone  and  as  a channel 
of  information  on  the  status  of  treaty  negotiations.  Mr.  Blacken  has  made  a 
number  of  addresses  to  Canal  Zone  audiences  and  participated  in  informal  social 
sessions  in  which  he  explained  the  reasons  why  the  Department  of  State  is 
negotiating  a new"  treaty  with  Panama  and  sought  to  reassure  the  employees 
that  their  w’elfare  w"ould  be  protected.  On  September  15  Ambassador  Bunker 
met  at  my  invitation  with  Canal  Zone  labor  and  civic  council  leaders  in  the 
Canal  Zone  in  order  to  apprise  them  of  the  status  of  the  negotiations  and  to 
answ-er  questions  from  the  audience. 

8.  On  October  11,  General  Omar  Torrijos,  Panama’s  Chief  of  Government,  pub- 
licly sought  to  reassure  Canal  employees  that  their  employment  gains  w-ould  be 
protected  under  a new"  treaty.  More  recently.  General  Torrijos,  in  connection 
w"ith  the  “sickout”  of  a number  of  the  Canal’s  U.S.  citizen  employees,  again 
sought  to  diminish  their  fears  concerning  their  jobs  and  salaries  under  a new" 
treaty.  On  March  20  he  issued  a statement  that  “the  rights  of  employees  of  the 
Canal,  independent  of  their  nationality,  will  not  be  detracted  from”  (by  reason 
of  a new  treaty) . 

9.  I regret,  how-ever,  that  the  assurances  have  not  dispelled  the  concerns  and 
uncertainties  of  the  Canal  entity’s  employees.  During  the  last  year  the  rumors 
have  become  more  alarming,  the  uncertainties  more  disturbing,  and  the  concerns 
greater.  Some  public  statements  by  U.S.  and  Panamanian  officials  have  served 
to  increase  the  employee’s  feeling  that  he  is  threatened.  He  fears  riots  and  civil 
disorder  should  the  treaty  negotiations  break  dow’ii ; he  fears  the  loss  of  employ- 
ment benefits,  secure  protection  of  civil  rights  and  even  his  job  if  the  treaty  is 
approved.  Employee  morale  has  plummeted  to  the  low’est  level  in  memory.  Much 
of  the  immediate  employee  concern  centers  on  measures  w"hich  the  Canal  entity 
has  taken  to  reduce  costs  in  a period  of  a dow"nturn  in  w’orld  shipping  and 
resulting  lost  revenue.  But  underlying  the  employee  frustration  and  associated 
in  his  mind  with  the  immediate  austerity  and  personnel  actions  that  w’e  are 
taking  or  have  proposed  is  the  continued  uncertainty  related  to  possible  treaty 
changes  and  the  suspicion  that  current  actions  are  related  thereto. 
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10.  Unfortunately,  the  Canal  entity’s  employees  do  not  accept  the  credibility 
of  general  assurances  made  by  even  the  most  distinguished  representatives  of 
the  U.S.  Government.  Until  we  can  openly  address  with  the  employees  the  provi- 
sions of  a new  treaty,  both  those  which  may  adversely  affect  them  and  the  pro- 
tections which  they  will  receive,  it  will  be  extremely  ditRcult,  perhaps  impossible 
to  dispel  all  of  the  employees’  apprehensions.  Delay  in  doing  so  has  the  potential 
of  fueling  a further  and  serious  deterioration  of  employee  morale  and  produc- 
tivity. Therefore,  it  is  important  to  move  vigorously  to  provide  additional  infor- 
mation to  employees. 

ACTIOXS  TO  FOSTER  GOOD  RELATIONS  WITH  THE  REPUBLIC  OF  PANAMA 

11.  I understand  that  you  are  also  interested  in  actions  which  the  Panama 
Canal  Company  and  Canal  Zone  Government  may  take  prior  to  a new  treaty  to 
promote  good  relations  with  the  Republic  of  Panama.  We  are  proud  of  our  long 
tradition  of  cooperation  with  the  Republic  of  Panama  and  we  are  committed  to 
maintaining  and  improving  on  this  record.  The  list  of  areas  of  past  and  present 
cooperation  is  a long  one,  and  one  with  which  I believe  this  Committee  is 
familiar.  I have,  however,  a short  summary  on  the  benefits  to  Panama  from  the 
Canal  which  the  Committee  members  may  find  of  interest.  This  is  provided 
herewith  for  the  record. 

12.  We  are  interested  in  promoting  new  areas  of  cooperation  wherever  this  is 
possible  and  is  consistent  with  the  application  of  U.S.  law  and  regulations  in  the 
Canal  Zone.  Panama  is  particularly  interested  in  the  development  of  new  com- 
mercial opportunities  in  the  Canal  Zone.  A number  of  potential  areas  for  such 
commercial  opportunities  are  under  consideration.  Examples  include  Panamanian 
use  of  the  trans-isthmian  petroleum  pipeline  ; authority  for  Panama  to  install 
storage  and  loading  facilities  at  the  Balboa  docks  for  bulk  molasses  and  sugar ; 
utilization  of  Xew  France  Field  for  commercial  flights ; and  the  contracting  in 
the  Republic  for  certain  services  presently  performed  by  the  Panama  Canal 
Company.  Some  of  these  proposals  involve  military-owned  facilities.  Some  would 
create  new  business  and  employment  opportunities,  while  others  would  simply 
result  in  the  transfer  of  employment  from  the  Canal  entity  to  the  private  sector 
in  the  Republic. 

13.  The  Government  of  Panama  has  been  reluctant  in  the  past  to  accept  the 
application  of  U.S.  jurisdiction  to  Panamanian  commercial  and  governmental 
activities  in  the  Canal  Zone.  In  order  to  assure  compliance  with  existing  treaties, 
the  proposals  which  we  are  considering  for  new  Panamanian  commercial  oppor- 
tunities in  the  Canal  Zone  will  be  reviewed  in  the  light  of  the  following  criteria  : 

a.  We  will  continue  to  monitor  existing  activities  and  US-Panama  relations 
for  compliance  with  the  spirit  and  letter  of  the  treaties  in  force ; our  experi- 
ence with  existing  agreements  will  determine  the  advisability  of  proceeding 
with  additional  cooperative  measures. 

b.  Before  undertaking  any  agreements  with  Panamanian  private  firms  or 
with  entities  of  the  Government  of  Panama,  we  will  insure  that  the  interested 
participants  are  fully  aware  of  and  accept  the  application  of  U.S.  law  and 
regulations  in  the  Canal  Zone  in  accordance  with  the  treaties  in  force. 

c.  We  will  confirm  that  the  Government  of  Panama  is  interested  in  and 
approves  the  establishment  of  such  new  comm.ercial  activities  in  the  Canal  Zone. 

d.  Regarding  any  proposal  for  an  agency  of  the  Government  of  Panama  to 
engage  in  an  activity  within  the  Canal  Zone,  I will  advocate  consultation  with 
the  Congress  before  implementation  in  order  to  assure  that  you  are  fully 
aware  of  the  proposal  and  that  you  are  confident  that  the  agreement  does  not 
erode  U.S.  law  and  jurisdiction  prior  to  a new  treaty. 

e.  I will,  while  seeking  to  encourage  a spirit  of  cooperation  with  the  Repub- 
lic, fulfill  my  legal  responsibilities  to  enforce  U.S.  law  and  regulations  in  the 
Canal  Zone  in  accordance  with  the  treaties  in  force. 

f.  Before  contracting  in  the  Republic  for  services  now  performed  by  the 
Panama  Canal  Company,  we  will  assure  that  continued  economic  and  depend- 
able service  can  be  provided. 

14.  This  concludes  my  prepared  statement.  I would  be  pleased  to  respond 
to  any  questions  you  may  have. 

Benefits  to  Panama 

The  Panamanian  economy  is  inextricably  linked  to  the  operation  of  the 
Panama  Canal.  Net  income  originating  in  the  Zone  in  1975  represented  12.5 
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percent  of  the  Gross  Domestic  Product  of  Panama,  indicating  the  urgency  of 
assuring  continued  efficient  operation  of  the  canal. 

The  $2.32  million  annuity  paid  directly  to  the  Government  of  Panama  by  the 
United  States  is  only  a small  fraction  of  the  total  $236.9  million  the  nation 
received  as  a result  of  the  canal.  Over  11,000  Panamanians  are  employed  by 
the  Panama  Canal  Company  and  the  Canal  Zone  Government.  Gross  wages  and 
salaries  paid  to  non-U. S.  employees  who  reside  in  the  Republic  of  Panama, 
virtually  all  of  them  Panamanian  citizens,  totaled  $91  million  in  1975.  Retire- 
ment and  disability  payments  added  an  additional  $12  million. 

Purchases  in  Panama  accounted  for  a substantial  portion  of  the  income  flow 
into  that  country.  U.S.  Government  agencies  made  direct  purchases  totaling 
$36,426,000  including  $28,553,000  in  goods  and  $7,893,000  in  services.  According 
to  the  Office  of  the  Comptroller  General  of  the  Government  of  Panama,  private 
organizations  made  direct  purchases  of  goods  totaling  $40,084,000  including 
$33,504,000  in  petroleum. 

Based  on  sample  surveys,  contractors’  purchases  in  Panama  of  goods  and 
services  for  Canal  Zone  projects  totaled  $9,238,000,  and  expenditures  made  in 
Panama  by  residents  of  the  Canal  Zone  totaled  an  estimated  $40,331,000. 

Under  the  1903  Treaty,  Panama  received  an  immediate  payment  of  $10 
million,  and  annual  payments  of  $250,000  in  gold  dollars.  The  treaty  was 
amended  in  1936  to  provide  annual  payments  of  $430,000.  In  1955  the  annuity 
was  increased  to  $1,930,000 ; due  to  the  devaluation  of  the  dollar  the  annuity 
is  now  $2,328,000. 

There  are  other  assets  both  tangible  and  intangible  which  accrue  to  the 
Republic  of  Panama  as  a result  of  the  canal.  These  include : 

Water  System. — One  of  the  safest,  most  modern  water  systems  in  Latin 
America,  built  by  the  United  States  at  a cost  of  $10.6  million,  provides  potable 
water  to  Panama  City  and  Colon,  as  well  as  the  Canal  Zone.  Water  and  sewer 
distribution  systems  were  transferred  to  the  Republic  of  Panama  in  1946,  at 
an  unrecovered  cost  of  $669,000  to  the  United  States.  Panama  receives,  at  rela- 
tively low  rates,  83  percent  of  the  water  processed,  and  in  turn  ^stributes  this 
water  in  her  terminal  cities  at  sufficiently  high  rates  to  generate  income  from 
the  sale. 

Ports  and  Harhor  Facilities. — The  Panama  Canal  Company  has  26  docks  and 
piers,  which  total  3.3  miles  of  berthing  space  for  operations  at  Cristobal  and 
Balboa.  Panama  does  not  have  deep  water  docks  or  piers  and  is  served  by  the 
Canal  Zone  facilities  for  her  export-import  trade  by  sea. 

Panama  Railroad. — This  railroad,  completed  in  1855  and  widely  used  by 
Panamanian  shippers,  has  a stabilizing  effect  on  transisthmian  passenger  and 
freight  rates.  The  Panama  Railroad  furnishes  free  carriage  of  Panama’s  mails 
and  permits  a 50  percent  freight  rate  reduction  for  native  products. 

Highways. — The  Canal  Zone  Government  maintains  a paved  highway  through 
the  Zone  linking  Panama  City  and  Arraijan.  An  outstanding  feature  of  this 
highway  is  the  $20  million  Thatcher  Ferry  Bridge,  a steel  arch  structure  span- 
ning the  Paciflc  entrance  of  the  Panama  Canal.  Dedicated  in  1962,  this  im- 
portant link  in  the  Pan  American  Highway  was  built  entirely  at  U.S.  expense. 
All  cement  used  in  the  construction  was  purchased  in  Panama.  The  heavily- 
traveled  roadway  is  of  increasing  importance  to  the  Republic,  carrying  all  of 
Panama’s  expanding  commercial  and  passenger  traffic  between  the  capital  city 
and  the  Pacific  interior  regions. 

Tax  Withholding. — On  September  1,  1963,  the  U.S.  Government  agencies  in 
the  Canal  Zone  initiated,  at  the  request  of  the  Republic  of  Panama,  a tax- 
withholding service  to  collect  Panamanian  income  tax  from  the  salaries  of 
Panamanian  citizens  employed  in  the  Canal  Zone  by  the  U.S.  Government. 
Annual  tax  receipts  of  approximately  $5  million  are  collected  by  the  Panama 
Canal  organization  for  the  Government  of  Panama. 

Health  Care. — The  Canal  Zone  Government  maintains  extensive  medical 
facilities  having  a plant  of  $5.7  million ; the  majority  of  users  who  benefit  from 
these  modern  facilities  are  Panamanian  citizens. 

Fnancial  Aid. — The  U.S.  Agency  for  International  Development  has  pro- 
vided technical  and  economic  assistance  to  the  Republic  of  Panama  totaling 
$199.6  million  in  the  past  15  years.  Of  this,  $32.9  million  has  been  in  grants, 
with  the  balance  in  long-term  development  loans.  On  a per  eapita  basis,  this 
represents  one  of  the  highest  outlays  of  U.S.  assistance  in  the  world. 
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Standards  of  Living. — From  1960  to  1973  Panama  ranked  first  among  nations 
in  Latin  America  in  the  percentage  of  annual  increase  in  gross  domestic 
product  (7.8%)  and  in  the  percentage  of  annual  increase  in  per  capita  GNP 
(4.6%).  Per  capita  product  itself  was  third  highest  in  Latin  America  in  1973 
at  $820  and  its  average  annual  growth  rate  of  4.6  percent  in  1960-1973  was  the 
highest  in  Latin  America. 

Mrs.  SuLLivAX.  Is  Mr.  Drummond  in  the  room  ? 

Mr.  Drummond  ? 

Mr.  Drummoxd.  Yes,  ma’am. 

Mrs.  SuLLiVAX.  Our  next  witness  is  Mr.  William  R.  Drummond, 
president,  Canal  Zone  Police  Union  and  director.  Canal  Zone  Non- 
profit Public  Information  Corporation. 

Mr.  Drummond,  I think  you  have  a lot  of  attachments  to  your 
statement.  How  many  pages  cloes  it  go  ? 

STATEMENT  OF  WILLIAM  R.  DRUMMOND,  PRESIDENT,  CANAL  ZONE 

POLICE  UNION  AND  DIRECTOR,  CANAL  ZONE  NONPROFIT  PUBLIC 

INFORMATION  CORPORATION 

Mr.  Drummoxd.  Approximately  24,  Madam  Chairman. 

Mrs.  SuLLivAX.  I would  suggest  that  as  you  proceed  through  your 
statement,  you  highlight  the  important  things,  and  some  of  the  other 
things  that  we  can  study  later  we  will  skip  over  at  this  time. 

Mr.  Drummoxd.  Yes,  ma’am. 

Mrs.  SuLLivAX.  You  may  start. 

Mr.  Drummoxd.  Mrs.  Sullivan,  Chairwoman  Sullivan,  I would  like 
to  thank  you  for  inviting  me  to  this  hearing  today;  on  behalf  of  the 
Canal  Zone  Nonprofit  Public  Information  Corporation  and  the 
Canal  Zone  Police  Union,  I wish  to  extend  to  you  all  our  heartfelt 
appreciation  for  allowing  me  to  testify  here  today. 

For  the  benefit  of  the  members  present,  the  Canal  Zone  Public 
Information  Corporation  is  a nonprofit  clearinghouse  for  informa- 
tion. It  is  located  in  the  Canal  Zone  and  registered  in  the  State  of 
Maryland. 

It  was  created  and  financed  by  myself  and  another  Canal  Zone 
employee,  Michael  James. 

Our  major  purpose  in  creating  this  “corporation”  was  to  have  a 
semblance  of  freedom  of  the  press  in  the  Canal  Zone  and  to  be  able 
to  disseminate  information  to  interested  Congressmen  and  other 
organizations  here  in  the  United  States. 

Our  interests  begin  and  end  in  safeguarding  the  U.S.  taxpayers’ 
interests  in  the  Canal. 

In  recent  months,  I have  been  given  numerous  overtures  by  Pana- 
manian businessmen,  workers  and  farmers  and  Canal  Zone  employees 
to  present  a view  of  the  situation  on  the  Isthmus,  other  than  that 
which  may  be  presented  by  the  Government  of  Panama  or  the 
executive  branch  of  the  United  States.  I have  been  asked  to  present 
that  view  to  this  committee,  the  Congress  of  the  United  States,  in 
the  hope  that  you  will  act  in  a positive  way  upon  that  view. 

MUiat  I am  hoping  in  effect  is  that  there  will  be  a hard-nosed 
investigation  so  the  truth  will  come  out  of  the  Canal  Zone  problem. 

Now,  I was  given  five  points  on  which  to  discuss,  in  a letter  dated 
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MarcK  30,  1976,  the  first  point  dealing  with  recent  internal  political 
tnrbnlence  in  the  Republic  of  Panama,  and  how  this  might  affect 
operation  of  the  Canal  Zone  and/or  Canal  treaty  negotiations. 

I would  like  to  present  the  text  of  the  Declaration  of  Independence 
of  Panama,  which  was  signed  on  Xovember  4,  1903.  (See  p.  145  for 
information  mentioned.)  I think  if  you  read  it  to  its  fullest,  it  com- 
pletely answers  the  first  point ; in  essence,  it  is  a document  indicating 
that  people  of  Panama,  for  good  or  for  bad,  want  to  have  a Canal. 
And  they  feel  that  the  government  at  this  time,  which  is  the  Colom- 
bian Government,  did  not  want  them  to  share  in  that  Canal. 

Mrs.  SuLLivAx.  You  are  presenting  these  papers  for  the  record? 
Is  that  what  you  are  doing  ? 

Mr.  Druwmoxd.  Yes,  ma’am.  Or  there  may  be  a case  here,  I think 
there  are  a number  of  cases  in  which  the  documents  are  already  on 
the  record,  or  at  least  in  the  files  with  the  committee. 

Mrs.  SuLLivAX.  All  right. 

Mr.  Dru3imoxd.  I see  no  reason  for  redundancy. 

Mrs.  SuLLivAx.  Xo. 

Mr.  Drummoxd.  I do  not  have  personal  knowledge  of  what  is  or 
what  is  not. 

Mrs.  SuLLivAx.  Yes,  I realize  that. 

Without  objection  we  Avill  look  these  documents  over  anyway.  If 
we  do  not  have  a copy  or  anything  of  them,  we  could  insert  them  in 
the  record  of  our  hearings;  otherwise  we  will  retain  them  for  our 
files. 

Mr.  Drummoxd.  Yes,  ma’am. 

To  fully  explain  this  recent  internal  political  turbulence  in 
Panama,  the  APEDE  strike — which  was  a term,  A.P.E.D.E.,  which 
is  a business  in  Panama — it  is  necessary  for  me  to  go  back  several 
years  to  when  the  root  cause  of  this  turbulence  began. 

For  this,  I offer  another  document,  the  Panamanian  Communist 
Party  report,  written  in  April  1973,  along  with  a brief  summary, 
written  in  English,  to  explain  the  importance  of  that  report  in 
respect  to  the  present  turbulence. 

[Committee  Xote. — The  English  summary  of  the  above-mentioned 
document  follows.  The  full  Spanish  text  of  the  report,  for  economy 
reasons,  Avas  placed  in  the  files  of  the  subcommittee.] 

Panamanian  Communist  Party  Report 

The  writing  of  this  report  is  April  1973.  It  goes  only  as  far  as  the  1973 
United  Nations  Security  Council  meeting  held  in  Panama,  The  bulk  of  the 
report  by  the  Panama  Communist  Party  (Partido  del  Pueblo)  originates  with 
a party  meeting  held  on  March  3,  1969,  at  a time  when  according  to  the  report, 
Panama’s  communist  were  laying  low  due  to  the  crackdown  on  communists  by 
the  Panama  Guardia  Nacional, 

The  March  1969  meeting  was  attended  by  a scant  14  members,  as  most  others 
were  in  Panama  jails.  Discussed  at  this  meeting  was  party  structure,  general 
policy,  classes  and  intermediate  sectors,  representative  forces  on  the  inter- 
national scene,  Party  planning,  changes  favorable  to  the  revolutionary  process 
and  Marxist-Leninist  development  of  society. 

It  was  decided  at  this  meeting  to  define  the  new  party  line  as  the  “March 
Line”  in  observance  of  the  time  of  the  year  the  meeting  was  held. 

The  report  discusses  the  political  situation  in  Panama  between  1969  and 
October  1972.  The  only  instance  anything  is  mentioned  beyond  those  dates  is 
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the  reference  to  the  UN  Security  Council  meeting  as  being  a decisive  milestone 
in  treaty  negotiations  most  favorable  to  Panama.  It  hails  the  UN  Security 
Council  meeting  as  a big  Panamanian  diplomatic  and  political  victory,  while 
spelling  dismal  defeat  for  the  United  States.  Hence  its  use  of  the  veto.  Panama, 
on  the  other  hand,  the  report  continues,  may  count  on  support  of  the  Latin 
American  countries,  assistance  from  the  socialist  (communist)  fields,  and 
particularly  the  Soviet  Union. 

The  Party  considers  Panama’s  recovery  of  the  Canal  Zone  as  a new  field  of 
operations.  The  position  of  the  Guardia  Nacional,  the  Church  (presumably 
catholic),  the  students  and  the  masses  come  in  for  a lengthy  rhetorical  analysis. 

Other  party  objectives  discussed  are  the  taking  advantage  of  the  existing 
contradictions,  identifying  the  main  enemy  and  turning  that  enemy  into  a 
target  of  the  “progressive  forces”. 

In  the  analysis,  Torrijos  emerges  as  a man  whose  role  is  more  that  of  an 
arbiter  than  a decision  maker,  of  which  he  is  incapable,  according  to  the  report. 

Land  reform  is  discussed.  Land  reform,  it  says,  has  only  been  lightly 
touched  with  regard  to  the  Panamanian  land  holder.  Basically  the  system  is 
still  capitalistic  and  so  is  the  mentality  of  the  people.  Attempts  at  organization 
and  hammering  out  a new  Panama  has  yet  to  yield  results. 

In  closing  the  Panama  Communist  Party  says  that  it  has  a monumental 
task  ahead  but  a glorious  one  in  achieving  a revolution  in  Panama,  which  in 
order  to  attain  must  have  the  fruit  of  the  masses’  collective  work,  of  the 
progressive  political  forces  and  all  communists. 

As  this  summary  indicates,  the  Communist  Party  in  Panama, 
almost  defunct  in  1969 — the  report  indicates  there  were  14  members 
present  at  that  meeting — took  up  a neAv  direction,  it  is  called  the 
“Line  of  March,”  signifying  the  date,  March  3rd,  Avhen  that  meeting 
was  held.  It  was  much  more  viable  in  1973  and  focused  its  attention 
on  Panama’s  recovery  of  the  Canal  Zone  and  turning  the  “enemy” 
— quote/unquote — into  a target  of  the  “progressive  forces.” 

The  “enemy”  in  this  report,  as  I will  show  through  later  documen- 
tation, is  private  business  in  Panama,  the  COXEP-APEDE.  The 
progressive  forces  consists  of  the  masses  and  the  Torrijos  Govern- 
ment, the  government  being  the  major  progressive  force. 

Xo  better  or  more  truthful  example  can  be  given  as  to  how  private 
business  in  Panama  was  targeted  by  the  Panama  Government  then 
this  document  entitled  “100  Yerdades,”  or  “One  Hundred  Truths,” 
written  in  English  and  Spanish,  of  which  I have  a copy,  I would 
like  to  submit  these  into  the  record  also. 

Mrs.  SuLLivAx.  Has  the  Spanish  paper  been  translated  ? 

Mr.  Drummond.  Yes,  ma’am. 

I would  say  I have  a letter  or  translation  here. 

Mrs.  Sullivan.  lYithout  objection,  they  will  be  submitted  for  the 
record. 

[Documents  referred  to  follow :] 


442 


<f 


A1  terninar  el  ano  de  1975  es  necesario  y conveniente  hacer  un  exair.en 
ce  la  situacion  del  pais,  senalando  aqucllos  problcmas  y posiciones  que  her. 
ter.ido  rriayor  i.Tiportancia  e inciden  sobre  la  vida  nacional,  con  perspectivas 
significativas  para  el  future: 

1.  Consolidacion  de  la  dictadura  como  forma  de  gobierno.  Cada  dia  se 
confirma  el  hecno  de  que  en  Panania  tenemos  una  dictadura,  donde  la  voluntad 
de  un  solo  hor.bre  esta  por  encina -de  todos  los  organos  del  Estado. 

2.  El  Hom.bre  Fuerte:  Lo  que  la  prensa  norteamericana  denomina  alegre 

e irresponsablemente  como  gobierno  de  "Hombre  Fuerte"  no  es  otra  coca  que 
una  dictadura  m.ilitar.  Su  unico  sosten  y fuente  de  poder  es  la  fuerua  arma- 
da. El  problerTia  fundamental  de  Panama  es  su  clase  de  gobierno: una  (jictadura 
mi  liter . 

3.  La  formacion  de  las  leyes  es  una  farsa.  La  Asamblea  de  Representan 
tes  no  tiene  ninguna  funcion.  La  Comision  de  Legislacion  esta  dominada  por 
el  Dictador.  El  Organo  Ejecutivo  es  parte  del  Lcgislativo.  Las  leyes  sc 
expiden  en  forma  desordenada,  con  desgreno,  im.provisacion  y sin  el  corres- 
pondiente  estudio. 

4.  La  Contraloric-  no  c.ontrola  nada.  La  afirmacion  de  que  existe  un 
control  popular  del  gasto  publico  es  la  burla  mas  grande  del  ano  1575. 

5.  El  poder  Judicial  no  es  garantia  de  justicia.  A todos  los  niveles 
los  jueces  co;neten  toda  clase  de  arPitrariedades . La  influencia  poiitaca 
en  las  sentencias  judiciales  es  materia  de  escandalo. 

6.  Las  libertades  publicas  continuan  limitadas  .por  el  terr.or  y la  re- 
presion . 

7.  La  libertad  de  expresion  no  existe.  Los  rnedios  de  informacion  es- 
tan  totalmente  controlados  por  el  Gobierno.  Una  disposicion  miordaza  afemo- 
riza  a los  pocos  .medios  independientes . La  gran  prensa  y la  T.V.  e^tan 
controladas  o entregadas,  sus  duenos  no  tienen  volunxad  de  ser  libres.  Tn- 
fentos  de  estab]ecer  orgaiiOS  de  expresion  independientes  como  el  periodico 
"La  Opinion  T'ublica"  y "Boletin  Informativo"  nan  sido  reprimidos.  Radio 
Irapacto  es  objeto  de  constante  presion  gubernamental . 

8.  El  espionaje  oficial^  la  delacion  y la  constante  actividad  de  "sapos 
1 del  G2"  ate::,oriza  a la  ciucadanla.  La  interf ercncia  en  las  llam.adas  te- 
lefonicas  constituyen  otra  violacion  de  la  libertad. 

0.  Solo  sc  permite  la  actividad  politica  a los  elementes  adeptos  al 
■.obierno,  parricular.T.ente  a los  comunistas,  quienes  con  el  apoyo  oficial 
! los  recursos  del  Estado  estar.  infiltracos  en  actas  posiciones  oficiales 
; organizan,  indoctrinan  y controlan  grupos  y C7'.tidades  cstudiantiles , labo- 
r'ales,  profesionales  y agr.icoias.  Cualquier  otra  actividad  politica  es  calif 
:ada  como  subversiva. 

10.  La  Universidad  Kacional  os  un  instrumonto  de  los  activistas  del 
'artido  del  Pueblo-Comunista  al  servicio  de  la  dictadura.  No  existe  li- 
>ei'_tad  academica , la  calidad  de  la  ensenanze , ha  bajado  y el  soborno  a los 
Lijeres  estvidiantiles  es  la  base  del  gobierno  universitario . 

11.  Mientr-as  se  habla  oficialmentc  de  pluralismo  ideologico  y politico 
.n  cuanto  a otros  paises  y organismos  internacicnalos , en  Panama  la  dic.a- 
iura  restrirgo  la  libertad  politica. 

12.  Co.nstantcmonte  oc  hacen  llamndou  a la  unidad  nacio’.'.al  como  un 
ruco  para  confundir  a ].a  op.i.nion  publica.  Para  cl  gobierno  unJdad  na- 
inal  significa  surnir.ion  r.acional. 

13.  Sc  ha  intentado  irr.poncr  una  ergani zac.i on  politica  con  base  en 
unt'is  co!:iuncler  y otros  grupou  dc  )>ar.o,  quo  .'-.on  i nopera n her,  jiCt-  no  uor 
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xi, . Los  representanxcs  Le  corregiTder.ro  l.an  veniuo  a ser^unt  Tuev.i  clase^ 
rc-preser.tacicr.  legitima  y con  prer ensior.o.s  de  mando  que  solo  r.rver. 

' ra  dar  una  a^^ariencia  de  participacior.  polpuiar,  creando  una  nueva  elite 
rdvel  de  gobierr.o  local  y paxrocinando  toda  forma  de  abuses  y prebendao. 

15.  El  r.epotismo  con  todos  sus  vicics  y abuses,  ha  llepado  a extremes 
in  precedentes  en  la  historia  del  pais.  Las  famdlias  de  algunos  altos 
-litares  constiruyen  verdaderas  plagas  que  arruinan  las  entidades  guber- 
amentales. 

16.  La  calidad  y eficiencia  dc  los  servicios  de  salud  publica  disminu- 
?r;  en  forma  alarmantc.  La  integracicr.  de  los  servicios  de  salud  y segu- 
idad  social  es  una  forma  para  descargar  en  la  Caja  de  Seguro  Social  los 
ostos  de  servicios  basicos  del  Esxado.  /-.quello  de  que  existe  "salud 
jual  para  todos"  constituyc  una  ironia  cuando  los  hospixales  no  cuenxan 
in  los  elementos  ihdispensalbes  para  atendcr  a los  pacienxes. 

17.  La  Caja  de  Seguro  Social  esta  or.  dificil  situacion  financiera.  El  aumenco 
las  cuotas  con  el  pretexto  de  que  se  aumentaba  las  pensiones  y se  establecian  jubi- 
ciones  prer.aturas  no  ha  solucionado  los  probleir.as  de  la  Caja.  Los  ha  complicado.  El 
lierno  sigue  transfiriendo  a la  Caja  buena  parte  de  su  deficit.  Los  bonos  del  gobier— 
en  poder  ce  la  Caja,  en  pago  de  deudas  y servicios  aumentan  en  forma  acelerada. 

le.  Ademas  de  la  Caja  de  Seguro  Social,  el  Banco  Nacional,  el  Banco  de  la  Vivien- 
y otras  entidades  estatales  estan  siendo  desf inanciadas  porque  el  Gobierno  central 
i transfiere  parte  del  deficit  fiscal  cuando  paga  deudas  corrientes  por  servicios  y 
istamos  a corto  plazo  con  bonos  y pagares  a largo  plazo. 

IS.  Durante  todo  el  aho  se  hablo  de  la  reforma  Educativa.  Kadie,  a parte 
sus  gestores,  conoce  de  que  se  trata.  Solo  se  sabe  quo  es  una  burdo  plagio  de  experi- 
ito  foraneo  y que  es  inspiracion  do  elementos  comunistas. 

20.  Kientras  destacados  elementos  de  la  educacion  nacional  cuestionan  la  Reforma 
icativa  on  la  forma  propuesta  por  los  comunistas,  algunos  sectores  de  la  Iglesia  Ca- 
.ica  se  plegan  a ella,  y el  A.l.D.  aporta  once  milloaes  de  dolares  para  costear  su 
.icacion . Extrana  amalgama  de  fuerzas  que  indica  lo  desorientado  que  estan  algunos  y 
plegadizos  que  son  otros. 

21.  Humerosos  impucstos  han  side  creados  y otros  gravamenes  aumontados  con  la 
isiguicnte  presio:.  inf lacionaria  sobre  el  costo  de  la  vida.  El  case  ;.ias  rccicntc  co  el 
la  gasoiina,  donee  los  impuestos  representan  la  mitad  del  precio.  Sin  duda  alguna, 

ha  aprovechado  la  crisis  energetica  para  resolver  un  prcblema  fiscal. 

22.  El  endeudamiento  publico  llega  a los  mil  quinientos  millones  de  balboas.  Todos 
dias -se  anur.cian  nuevos  emprestitos  por  parte  de  entidades  oficiales.  Para  1976 

servicio  de  la  deuda  publica  sera  de  mas  de  100  millones. 

23.  La  corrupcion  es  general.  A todos  los  nivelcs  do  la  Administracion  publica 
rren  toda  clase  de  peculados.  El  contrabando,  los  contratos  y compras  irregulares, 
preferencia  y favoritismo  son  fuonte  do  enriquecimiento  de  funcionarios  pubicos  y 

parientes  y allegados.  La  mordida  y el  soborno  son  pfacticas  comunes. 

2*1.  El  Vice  Presiente  do  la  Republica  renuncio  su  cargo  sin  que  se  diera  a cono- 
la  vercadera  causa  de  su  despido.  Algun  df«  se  hara  la  invest igacion  de  ese  case. 

25.  Es  notcrio  el  enriquecimiento  de  muenos  funcionarios  publicos.  Con  los  sueldos 
devengan  no  podrfan  justificar  el  lujo  y los  bienes  que  poseen. 

26.  Los  fondos  publicos  son  despilfarrados  sin  ningCn  limite.  La  burocracia  ofi- 
1 pasa  dc  90,000  unidades.  Las  empresas  estatales  botan  dinero  en  proyectos  incostea- 
s.e  ineficientes . 

27..  La  politizacion  dc  la  Guardia  Nacional  ha  dado  margen  a que  la  corrupcion  sea 
aral.  La  gran  mayoria  de  los  oficiales  viven  una  carrera  desenfrenada  por  enrique- 
se. 

28.  Kientras  en  los  hospitales  no  hay  raedican.cntos^ los  uilitares  adquieren  nuevos 
iS  divercoG  armamentos  y el  mac  coficticado  equipo  de  represion  y de  muerte. 

29  Por  una  parte  se  hablok.  de  guerras  y Guerrillas  contra  la  Zona  del  Canal  y 
la  otra,  altos  oficiales  de  la  Guardia  Nacional  viven  en  estrecha  colaboracion,  en- 
iimiento  y maniobras  con  el  ejercito  de  los  Estados  Unidos. 

30.  liadie  en  Panama  cree  que  la  Guardia  Nacional  ni  nir.guno  de  sus  componentes 
in  dispuestos  a realizar  acto  alguna  en  la  Zona  del  Canal.  La  Guardia  Nacional 
nanece  acuartelada.  Los  estudiantes  son  came  de  canen., 

31.  Los  estudios  de  factibilida  para  los  mas  diversos  y disparatados  proyectos 
forma  de  repartir  jugosos  contratos  y prebendas. 

32.  la  planif icacion  cconomica  es  solo  una  cortina  de  humo  para  cubrir  la  impro- 
icion  y el  capricho. 

33.  Nientras  se  anuncian  vastos  planes  y proyectos,  en  la  pr.sctica  se  actua  con- 
ic la  voluntac  dc  una  sola  persona,  que  proce.de  a base  de  impulses  y emoeiones. 
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j't . Lol-  rrcr.dcL;  proyoctos  cor.  los  cualec  se  picnc.cn  resolver  los  prollcncs  ccl 
,cdr.  c*c  ester,  n.cs  cistcr.tes  y son  ir.cs  costosos. 

Uis  obres  dc  beyano  y del  Aereopuerto  de  TocuDcn,  costaran  varias  veces  ir.as 
.•  el  presupuesto  original. 

36.  El  Traneporte  publico,  urbano  y suburbano,  on  la  Ciudad  Capital  es  en  extremo 
,'iciente  y cosTos-.  Las  perdidas  quo  causan  las  entidades  que  prestan  estos  servicios 
uvarlr.  al  contribuyentt, . Poco  se  ha  dicho  del  negociado  de  la  compra  dc  los  busqs 
;_.aSOS  para  la  CUT.CA. 

37.  Ur.a  cocena  de  bottles  ban  n.anifestado  cstar  al  borce  de  la  quiebra.  La  falta 
vigilancia,  los  asaltos  y robos  a los  turiotas  bar.  contribaico  a disininuir  el  nurr.ero 
visitar.tes  al  pais. 

it.  La  Zona  Libre  de  Colon  sufre  grave  crisis.  Adcinas  de  los  factores  extreinos 
ic  afectar.  al  comercio  internacior.al  la  politica  fiscalista  cel  gobierno  ha  destruido 
.guiios  de  los  incentivos  que  ofrecia  esa  cr.tidad.  Al  aunento  en  el  impuesto  sobre  la 
r.*<-  se  c''.adc  la  constante  presion  de  auditores  y funcionarios  fiscalea  que  pretender. 
)brar  ir.puestos  sin  tener  base  para  cllo. 

39.  Se  hizo  ver  al  pais  que  habianos  reconquistado  a France  Field  cuando  lo 
.erto  es  que  se  trata  de  un  arrendamiento  provisional.  Otra  mentira. 

40.  El  ano  de  1975  constitye  un  descalabro  en  la  econoir.ia  panameba.  Y no  se 
pa  que  la  situaoion  es  debida  a factores  externos.  Hay  circunstancias  y fuerzas  de 
'igen  ir.terno  que  tienen  gran  influencia  en  la  distr.inucion  del  nivel  de  la  actividad 
;or.oziica. 

‘il.  La  inflacion  y la  recesidn  caracterizaron  la  econonia  panamefia  en  1975  . 

42.  La  contraccion  econtjrr.ica  se  inicio'  en  Panama  hace  tres  anos  y uno  de  los 

ctores  Gcterminantes  ha  sido  la  disminucion  en  la  inversion  causada  por  la  falta 

confianza. 

43.  La  Decleracion  do  Boquetc  que  proclamo  el  aho  de  1975  co:.io  el  ano  de  la  pro- 
ctivicad  y de  la  austeridad  no  trajo  otra  cosa  quo  la  quiebra  y el  despilfarro. 

44.  Las  gastos  publicos  contindan  a riveis  que  no  correspondsn  a la  rcalidad 

.seal.  El  deficit  fiscal  es  m.ucho  mayor  cue  la  cifra  anunciada  por  cl  Contralor. 

45.  La  Contralor la  oculta  el  verdadero  deficit  con  manejes contables  y pasando  por 

.to  el  endeudamiento  que  resulta  cuando  el  Estado  gasta  n-jas  de  lo  que  rcuuda  y paga 

■n  drnero  nrestaco. 

46.  Se  paga  al  Seguro  Social  con  bonos,  al  banco  Hacional  se  le  cubre  d sobre- 
,ro  con  pagares  a largo  plazo;  al  Banco  de  la  Vivienda  se  paga  el  XIII  mes  con  pagares 
al  IRi-iE  se  le  cancela  las  cuentas  de  luz  y telefono  con  bonos  j todo  esto  por  mas 

setenta  millones.  Cuanto  es  el  deficit? 

47.  El  publico  no  llega  a informarse  del  numero  de  negocios  quebrados  y la  gran 
.tidad  de  solicitudes  de  despido  de  empleados.  A esto  no  se  presentan  soluciones  con- 
■etas . 

4G.  El  gobierno  anuncia  leyes  que  se  presentan  como  soluciones  a los  problemas. 

■i  se  hizo  el  aho  pasado  con  la  Declaracion  dc  Boquete.  Se  hace  mucha  propaganda  y 
icgo  vemos  que  las  medidas  propuestas  no  son  eficaces.  No  se  resuclvcn  nada. 

49.  r.ste  aho  se  ban  anunciado  como  defir.itivas  algunas  medidas  que  solo  estaban 
; su  etapa  conceptual.  Algunos  dc  las  Icycs  no  lian  sido  ni  aprobadas,  r.i  menos  pro- 
ilgadas  y ya  let  preasa  estaban  elogiando  sus  efoctos. 

50.  La  guerra  del  banano  tuvo  muy  dudosas  ventajas  para  Panama.  Hicimos  una 

•an  bulla.  Se  engaho' al  pueblo  con  el  asunto  del  impucsto  de  exportocion.  Se  anuncio' 
.rias  veces  la  expdropiacion  de'las  bananeras  y ahora  tenernos  que  la  empresa  continuara' 
is  cpc-raciones  en  Panama.  Xucha  demagogia  y gran  incapacicad  cn  la  solucion  de  los 
■oblemas.  El  gobierno  ha  tenido  que  trans  ar.  cor.  la  frutera  porque  no  podia  hacer  efec- 
va  una  politica  para  la  cual  no  tiene  la  capacidad  y los  recursos. 

51.  Le  decreto  el  cierre  dc  la  Central  durante  los  dias  dc  Kavidad  y tuvieron 
le  derogar  la  orden  porque  era  otra  medida  descabellada  e inconsulta  fruto  de  la 
.provisacion  y del  capricho. 

52.  La  polfica  dc  prccios  y salaries  esta  inspirada  cn  la  arbitrariedad  y el 
rseo  do  hacer  politica  con  la  cconomia.  Por  eso  los  dcsacicrtos  y los  fracasos. 

53.  Kada  so  ha  hecho  publico  en  rclacion  a las  cuantiosas  perdidas  sufridas  por 
. Frigomida  e;i  cl  mane jo  dc  granos  y varies  articulos  importados. 

53.  I, as  licitacioncs  cn  las  compras  por  el  Estado  de  productos  p.ti'a  el  Frigo- 
da  y alganas  irdustrias  locales  no  sc  ajustan  a la  ley.  Ilada  sc  ha  publicado  sobre  los 
cejos  pagados  cn  las  importaciones  de  algunas  materias  primas  quo  ban  rcsultodo  gravosa 
ira  los  consumidores . 
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Kl  nc£°ciado  de  Kelia  y la  Isla  Contadcra  costara  al  pueblo  panameuo  mar.  df 
ante  r.illor.es  de  balboas.  En  un  pais  conde  los  rc-cursos  son  escasos  no  hay  rasor.  par.i  el 
.6  el  Estado  asuir.a  pcrdidas  en  negocios  fallidos  de  particulares  y mucho  menos  se  con- 
iertc  en  proyecto  estatal  algo  que  no  tiene  posibilidades  de  exito. 

55.  Los  drecretos  y leyes  expedidos  para  justificar  el  negociado  KELIA-C0:.'TAD01j,\ 
ir.  ilegales.  !:ay  grandcs  influencias  y pocerosos  intereses  cue  llevaror.  al  gobierr.o 

neterse  en  una  posir.a  inversion. 

56.  El  colapso  cufrido  por  la  induGrria  de  la  consrcaccion  esta  intinamcnte  vin- 
^lado  a las  leyes  de  la  vivienda.  La  tercuedad  y obstir.acion  de  altos  funcior.arios 
■icieror.  quo  se  corplicara  una  situacion  cue  fue  advcrtida  oportunanentc . Desgraciada- 
inte  el  Gobierno  no  quiso  aceptar  que  estaba  equivocaco  y acentuOj  con  dichad  leyes^ 

a-  desconfianza  que  ha  afectado  tanto  a las  inversiones  en  Panama. 

57.  El  Gobierno  ha  pretendido  reenplazar  al  sector  privado  en  las  inversiones 

el  sector  vivienda.  Ademas  de  los  elevados  costos,  las  viviendas  construidas  no  resol- 
sran,  en  definitiva,  los  problemas  de  la  vivienda  popular. 

56.  El  anunciado  cambio  de  Kinistros  en  algunas ^osiciones  del  Gabinete  no  tiene 
erdadcra  significacion.  La  crisis  que  confronta  el  pais  es  de  caracter  institucional , 
e sistenas  y no  de  algunas  caras  en  el  panorama  oficial. 

59.  Las  solicitudes  de  jubilacion  conforme  a la  mas  rcciente  legislacion  no 
on  tramitadas.  Lajaron  los  limites  en  la  edad  de  retiro  pero  en  la  practica  no  se 
ramitan  pues  no  hay  recursos  para  pagarlas. 

60.  Las  mJitiples  dcnuncias  sobre  pccuiados  y malversacion  de  fondos  publicos 
ermanecen  estancadas  en  la  Procuradoria  General  de  la  Nacion. 

Cl.  La  celebracicn  del  aho  internacional  de  la  Mujer  se  intento  utilizer  con 
roposito  politicos  por  parte  del  gobierno,  lo  quo  resto  significacion  a tan  impor-  ' 
ante  aconteciniento. 

62.  Con  el  fin  de  distraer  la  atencion  del  pueblo  de  vitales  problemas  nacionales 

1 Gobierno  gasta , cuantiosas  sumas  de  dinero  en  espcctaculos  deportivos  y reinados 
fc  empleacas  puOlicas. 

63.  Se  hublo  de  austeridad  y el  Goberno  adquirio  un  lujosos" jet "para  las  andanzas 
travesuras  internacionales  del  dictador.  El  "JET"  adquirido  en  Israel  costo  nus  de  dos 

illones  de  balboas. 

64.  Cual  satrapa  oriental  que  disfruta  de  un  nutrido  establo  de  caballos  y camellos^ 

- . * c su  disppg^cicn,  para  su  uso  personal  y de  sus  ai.iistades  “ 

lota  de  helicopteros , avionetas , avioncs,  jers,  barcos,  yates  y lanchas. 

65.  Nunca  ha  sido  aclarado  cuanto  cuesta  al  Estado  Paiiamenoel  Shanori-La 

2 Farallon  y los  viajes  de  la  FAP. 

66.  La  .Refornio  Agraria  ha  sido  ebandonada  para  dar  paso  a los  asentamientos . En 
cz  de  cairpesinos  independientes  duehos  de  la  tierra,  sc  quiere  establecer  la  comuna 

2 produccicn.  Se  prefiere  el  nuevo  enipleado  publico  del  campo  al  productor  independiente. 
jchos  de  los  asentamientoshan  fracasado  y jamas  se  ha  realizado  un  estudio  serio  de  su 
iabilidaa  econdmica  y costo  de  los  mismos. 

67.  Con  subsidios  direcots  o indirectos,  con  prccios  politicos  y ayudas  econo- 
icas  se  pretende  resolver  problemas  creando  con  ello  nuevas  cerqas  al  Tesoro  Publico, 
ados  estas  falsas  soluciones  inciden  a la  larga  sobre  los  contribyyentes . 

68.  En  ferma  imporvisada  fiieron  suspendidas  las  licencias  a los  barcos  atuneros. 
amo  el  disparate  fue  tremendo  tuvieron  que  rescindir  la  medida.  Otra  improvisacion. 

69.  Durante  1275  so  acentuo  la  contraccion  en  la  actividad  economica  que  se  ini- 
io  desde  1971.  Ko  obstante  las  cuantioscs  gastc.s  publicas  y los  emprestitos , tanto 
c'cernos  como  internos,  el  progreso  del  pais  se  desacelera, disminuye. 

70.  El  Gobierno  fiar.ional  hace  ver  cue  cscucha  a los  gremios  emipresariales  pero 
a la  practica  se  trata  de  un  dialogo  sordo.  Se  usa  a los  orgunismos  de  la  empresa 
-ivada  para  crear  una  imagen  de  moderacion,  equilibrio  y de  ccnsulta.  El  proposito 
itatizante  no  disninuye  porque  los  empresarios  rehusan-por  temor  y a voces  por  calculo— 
afinir  sus  ^posiciones  y salir  en  dcfeiisa  de  sus  intereses.  Kientras  asi  actu'aja  empresa 
rivada  sera  solo,  un  tigre  de  papel . 

71.  CADA  dia  se  anuncien  nuevas  actividades  estalales  en  el  campo  de  la  economfa 
UG  mcluycn  la  produccion  y distribucion  de  bicnes  y servicios.  Frentc  a la  disminu- 
ion  en  las  inversiones  privadas, el  Estado  pretende  reemplazarlas  con  en.presas  cstatales. 
c trata  de  un  nuevc  circulo  vicioso.  Los  particulares  no  invierten  porque  no  existe  el 
lima  propicio  para  la  inversion.  Esa  falta  de  confianza  se  origina  en  la  actitud  del 
obierno  . Cemo  no  hay  nuevas  inversiones  privadas,  el  Estado  anuncia  nuevos  incursiones 
n la  economia  que  a su  vez  aumenta  la  desconfianza,  y retroe  a los  inversionistas  pri- 
ados.  Todo  csto,  motivado  por  la  posicion  politica  de  altos  funcicnarios , lo  que  hace 

s paral  •'"zar  al  pafs. 
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72.  Du.'-ante  1975  se  hicieron  varios  anuncios  cm  cuar.to  a fecn.as  precisas  Dr.;\;  i.' 
(ccicacion  da  un  nucvo  tratado.  En^caca  case,  tales  fccaas  y ariuscios  no  se  cumpiuror.. 
dice  que  las  negociaciones  continuan.  Lo  cierio  cs  que  no  habra  nucvo  tratado  e:  1 ‘‘’7 ' . 

73.  El  gobierno  Nacional  ha  rt-conocico  que  el  nuevo  tratado  incluira'  la  cesic.,  cl 
ses  rilit^res.  Esto  supene,  una  contradiccion  en  cuanto  a la  retorica  violenta  cc  al- 
s funcionarios  publicos. 

7^i.  El  Gobierno  de  los  Estados  Unidos  r.antienc  la  politica  de  respaldar  political 
litar  y ecor.o~,icanicnte  a la  dictadura  panauieha.  Elio  es  asi  porque  Kissinaer  conffa 
que  con  los  niilitares  panarsenos  obtendra  el  tipo  de  tratado  que  los  Estados  Unidos 
see  y necesita.  / 

75.  El  juego  es  clarO-  La  dictadura  pananeha  seguira  denunciando  a los  Estados 
idos  y no  EaltarSn  anenazas  y bravatas.  Panama  seguira  compromotida  on  firmar  un 
atado  segun  la  conveniencia  de  los  americanos,  tal ' conio  se  establecio  en  el  Conve- 
0 Tack-Kissinger.  Los  Estados  Unidos,  por  su  pane  seguiran  prestando  toda  la  ayucia 
onor.ica  cue  el  Gobierno  Mi litar  Panameho  necesitc,  ya  en  forma  de  credito  o de  dona- 
ones.  La  intencion  de  los  Estados  Unidos  es  la  de  estableccr  la  dictadura,  para  asegu- 
rse  la  aprobacion  del  Tratado.  La  relacion  de  cliente  esta  bien  definida.  A la 
ctadura,  toco  el  dinerc  que  sol icite; para  eso  estan  los  prestamos  del  AID,  del  BIRF, 

DID,  el  EXIMy  y de  los  otras  entidades  pubiicas  y privadas  donde  el  Gobierno  de 
s Estados  Unidos  ejerce  influcncia. 

76.  El  gobierno  americano  La  facilitado  mayor  cantidad  de  dinero  a la  Republica 
Panama  desde  que  surgio  la  dictadura  militar  en  1968  que  durante  los  primeros  65 

os  de  independencia. 

77.  El  Pentagono  ha  otorgado  mayor  ayuca  militar  a la  Guardia  Nacional  durante, 
s ultin.os  S'lete  ahos  que  durante  cualquier  otro  periodo. 

78.  Lo  obstante  la  aparente  hostilidad  do  la  rc'torica  anti-norteamoricana  do  al- 
nos  altos  funcionarios  y sus  flirteos  con  las Jzquierdas,  cn  cl  fondo  estan  compro- 
tides  con  los  Estados  Unidos  por  razones  cconomicas. 

79.  Extraha  es  la  posicon  de  las  personas  que  aparecen  como  negociadores  del 
evo  tratado.  Iladic  sabe  a ciencia  cierta  quienes  son  los  negociadores.  Con  fre- 
cncia  hay  cambios,  reemplazos,  traslados  y movimientos,  que  producen  confusion  y oes- 
neierto. 

8D.  ilo  habra  nacional izacicn  de  las  Lananeras.  El  Gobierno  se  ha  pcrcatado  cue  la 
tagogia  los  llevara  a otro  fracaso.  La  compahia  frutera  seguira  controlando  la  pro- 
scion y la  comercializacidn  del  banano. 

81.  El  deserr.pleo  aum.enta  y los  indices  de  precios  continuan  elevados. 

82.  ■ El  traslado  a David  y Santiago  de  los  Ministerios  del  MOP  y MIDA,  respectiva- 
mc-nte,  afccto  enormemente  la  eficiencia  de  csos  organismos  publicos. 

C3.  La  Cornision  de  Legislacidn  ha  seguido  como  refugio  dc  funcionarios  politicos 
Clue  pierden  sus  altas  posiciones.  El  Valle  de'los  Cai'dos. 

84.  Los  Presidentes  de  Colombia,  Venezuela  y Costa  Rica-electos  denocraticamonte- 
onfunden  a sus  pueblos  con  la  forma  comoe  sc  mezclan  con  la  dictadura  panaemha.  En 
SOS  pafses  las  fuerzas  dc-mocraticas  ven  con  disgustos  esta  situacion. 

85. ^  Sorpror.de  la  enorne  cantidad  de  funcionarios  que  ticnc  la  Embajacia  de  Cuba 
Ponarna  y la  introniision  de  los  cubanos  castristas  en  diversas  actividades  qubernamental e 
ranama. 

86.  El  Proyccto  de  Cerro  Colorado  se  ha  convertido  cn  una  fuente  dc  botellas  de 
to  n-ivei,  con  lujosas  oficinas,  autos  y elevados  suoldos.  Personas  que  nada  tiener, 

0 hacer  con  dicho  proyecto  estan  rccibicndo  jugosos  emol umentos  alii. 

87.  zQue  se  hiceron  los  chilencs  coniunistas  que  trajo  cl  Gobicrno  RacionaP 

88.  Aigunas  oe  las  empresas  estatales  cuyo  establecimiento  fue  anunciado  como  la 
ivdcion  del  pais  no  pasaran  de  la  etapa  de  proyectoS.  No  hav  fondos  para  financiarlas 
idemas,  no  tienelvjustificacion  economica. 

89.  Las  dificultaoes  que  contronta  la  ganadcria  panamcna  han  aumentado  ron  la  faHa  • 
segunuad  y proteccion  que  se  ha  puesto  dc-  manifiesto  con  la  importacidn  de  cinco 

ilones  de  libras  de  came  procedente  de  Australia. 

90.  Poca  austeridad  es  domostrada  por  el  Gobierno  con  la  viajadera  al  exterior 
una  enorme  cantidad  de  funcionarios  publioas.  TURIS.MO  OFICIAL. 
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91.  Mas  que  religion  que  une  a todos  los  panamenos,  la  cuestidn  del  Canal  se 
quiere  utilizar  como  el  opio  que  distrae  a los  panmefios  de  los  muchos  problemas 
que  nos  afectan,  inclusive  de  que  una  dictadura  nos  gobierna. 

92.  Existe,  en  muchos  sectores,  una  gran  confusion  ideologica.  Mientras  en  altas 
esferas  oficiales  colaboran  con  los  norteamericanos  y aumenta  la  ayuda  economica 
recibida  de  esa  fuente,  en  otros  secotres  del  gobierno  se  tolera  la  consolidacion 
de  unidades  del  Partido  del  Pueblo  (Comunista)  y es  oficialemtne  auspiciado  el 
endoctrinamiento  de  estudiantes,  obreros  y campesinos. 

93.  El  gran  problema  es  precisar  si  en  alguna  ocasion  los  que  han  tratado  de 
utilizar  a los  comunistas  no  han  terminado  siendo  utilizados  por  estos. 

94.  La  corrupcion  administrativa  y la  deshonestidad  constituyen  las  mayores 
fuerzas  de  deterioro  de  la  dictadura. 

95.  La  falta  de  confianza  que  caracteriza  el  estado  actual  de  la  economia 
panamena  no  se  remediara  con  el  anuncio  de  nuevas  leyes  y pro  El  mal  es  muy 
profundo. 

96.  Con  la  disminucion  en  la  actividad  econdmica,  el  desempleo,  la  inflacion 
y el  crecimiento  de  la  poblacion,  se  hace  mas  dificil  la  situacion  de  los  panamenos, 
especialimente  en  los  sectores  de  menores  ingresos. 

97.  Si  los  panamenos  desean  vivir  en  libertad  tendran  que  luchar  por  alcanzarla. 
La  Dictura  no  la  otorgara  graciosamente. 

98.  A medida  que  la  dictadura  confirma  su  incapacidad  por  resolver  los  prob- 
lemas nacionales  aumenta  la  participacion  de  estudiantes,  obreros,  camposinos, 
empresarios  e intelectuales  en  la  lucha  por  el  restablecimiento  de  las  libertades 
democraticas  en  PANAMA. 

99.  La  corrupcion  de  la  dictadura  demuestra  que  los  problemas  no  se  pueden 
resolver  con  prebendas  y concesiones. 

100.  Los  panamenos  que  creen  en  la  libertad  deben  unir  fuerzas  para  restablecer 
en  Panama  el  sistema  democractico,  civil  y representative.  Los  que  pretenden 
ohtener  ventajas  al  amparo  de  la  dictadura  no  sienten  la  necesidad  de  luchar  por 
el  retorno  a las  libertades  politicas.  Son  ilegales  las  restricciones  que  existen  para 
el  libre  ejercicio  de  las  libertades  politicas  en  Panama.  La  union  de  todos  los 
panamenos,  sin  distingos  de  ideologias-es  una  necesidad  nacional  para  poder  poner 
fin  a la  dictadura  que  nos  lleva  al  desastre  nacional. 

Comite  de  Restauracion  Democratica 

Isaque  Copias  de  Este  Documento!  Idistribuyalo  Entre  sus  Ambigosl 

ES  NECESARIO  QUE  TODOS  LOS  PANAMENOS  CONOZCAN  LA 
VERDAD.  LA  ENUMERACION  ANTERIOR  ES  APENAS  UNA 
MUESTRA  DE  LO  QUE  OCURRE  EN  PANAMA. 

Enero  1976 

One  Hundred  Truths 
(a  leaflet) 

At  the  end  of  1975,  it  is  necessary  and  convenient  to  have  an  examination 
of  the  existing  situation,  singling  out  those  problems  and  positions  which  have 
taken  on  a major  importance  and  the  national  life  with  significant  perspectives 
for  the  future. 

1.  Consolidation  of  the  dictatorship  as  a form  of  government.  It  is  a fact 
that  Panama  is  under  a dictatorship  where  the  will  of  a single  individual 
prevails  over  all  government  organs. 

2.  The  Strong  Man,  as  the  U.S.  press  refers  to  him.  He  is  nothing  but  a 
military  dictator.  His  support  and  power  comes  from  the  armed  forces. 
Panama’s  basic  problem  is  the  type  of  military  dictatorship. 

3.  Enactment  of  laws  is  a farce.  The  assembly  of  Representatives  has  no 
function.  The  Legislative  Commission  is  dominated  by  the  dictator.  Laws  are 
enacted  in  a helter  skelter  manner,  unwisely  and  without  due  deliberation. 

4.  The  Comptroller’s  oflBce  controls  nothing.  Popular  control  over  public 
spending  is  a big  laugh. 

5.  The  judicial  organ  is  no  guarantee  of  justice.  Judges  at  all  levels  are 
arbitrary.  Political  influence  in  judgments  is  a scandal. 

6.  Public  freedom  continue  limited  by  fear  and  repression. 

7.  Freedom  of  expression  is  nonexistent.  The  media  is  totally  controlled  by 
the  government.  Press  and  TV  are  gagged. 
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8.  Official  espionage,  accusation  and  the  constant  activity  of  the  G-2  has  the 
people  cowed,  afraid.  Telephone  lines  are  tapped. 

9.  The  only  political  activity  allowed  are  by  those  adhering  to  the  govern- 
ment, particularly  the  communists,  who  with  official  sanction,  are  infiltrating 
all  official  positions  and  organizations,  indoctrinate  and  control  groups  and 
student  bodies,  labor,  professional  and  farm  groups  also. 

10.  Panama  university  is  an  instrument  of  communist  activity  at  the  service 
of  the  dictatorship.  Academic  freedom,  teaching  standards  have  gone  down 
while  bribery  of  student  leaders  is  the  basis  of  university  government. 

11.  While  officially  preclaiming  ideology  in  other  countries  and  in  inter- 
national organizations,  dictatorship  in  Panama  restrict  political  freedom. 

12.  Constant  calls  to  national  unity  are  but  tricks  to  confuse  public  opinion. 
National  unity  to  the  government  simply  means  national  submission. 

13.  An  attempt  has  been  made  to  impose  a political  organization  in  the 
form  of  communal  boards  and  such  groups,  which  are  inoperative  because  they 
are  not  the  legitimate  expression  of  the  will  of  the  masses. 

14.  Borough  representatives  are  a new  class  without  legitimate  representa- 
tion. They  give  the  impression  of  popular  participation.  They  are  a new  elite  at 
local  government  level,  sponsoring  all  kinds  of  abuses  and  feather-bedding. 

15.  Nepotism  with  all  its  vices  and  abuses  has  reached  unprecedented  levels 
in  the  country’s  history.  The  families  of,  some  of  the  high  military  officials  are 
like  true  plagues  ruining  government  organizations. 

16.  The  quality  and  efficiency  of  the  public  health  services  is  decreasing 
alarmingly.  Integration  of  health  services  and  social  security  is  a gambit  by 
which  to  unload  government  basic  service  costs  on  the  Social  Security  Bank. 
“Equal  Health  For  All”  slogan  is  ironic  when  hospitals  lack  the  essential  ele- 
ments to  take  care  of  patients. 

17.  The  Social  Security  Bank  is  in  a bad  financial  situation.  Payments  have 
been  increased  under  the  excuse  that  pensions  are  higher.  Premature  retire- 
ments have  not  solved  the  Bank’s  problems.  Rather  they  have  complicated 
them.  The  government  continues  transferring  to  the  Bank  part  of  its  deficits. 
Government  bonds  in  payment  of  debts  and  services  are  fast  increasing. 

18.  The  Banco  Nacional,  the  Housing  Bank  and  other  government  agencies 
are  no  longer  being  financed  because  the  central  government  is  transferring 
part  of  its  deficits  when  paying  debts  for  services  and  short  term  loans  with 
long  term  bonds  and  notes. 

19.  Nobody  knows  what  the  so  much  talked  about  educational  reform  is  all 
about.  It  is  just  an  awkward  imitation  of  an  alien  experiment  under  com- 
munist inspiration. 

20.  While  prominent  educators  question  educational  reform,  the  catholic 
church,  A.I.D.  contribute  millions  of  dollars. 

21.  Many  new  taxes  have  been  created  bringing  on  more  infiation.  The  most 
recent  case  is  gasoline.  Half  of  the  gasoline  price  is  tax.  The  energy  crisis  has 
been  seized  upon  to  resolve  a financial  problem. 

22.  Public  debt  is  now  up  to  five  hundred  million  dollars.  Yet  new  loans  are 
announced  daily  by  the  official  organs. 

23.  Corruption  is  rampent.  There  are  embezzlements  at  all  public  administra- 
tion levels.  Contraband,  contracts  and  irregular  buying,  preferential  treatment 
and  favoritism  are  the  font  of  public  official  enrichment,  including  their  rela- 
tives and  close  friends.  Bribery  is  commonly  practiced. 

24.  No  reason  was  given  for  the  resignation  of  the  Vice  President.  Some  day 
the  reason  may  come  to  light. 

25.  The  enrichment  of  many  public  officials  is  notorious.  Their  salaries  hardly 
justify  the  luxury  and  property  they  own. 

26.  Public  funds  are  wasted.  Official  bureaucracy  is  over  90,000  units.  Gov- 
ernment agencies  throw  money  on  inefficient  projects  beyond  cost. 

27.  Politics  in  the  Guardia  Nacional  has  given  way  to  corruption  every 
where.  Guardia  Nacional  officers  are  in  a mad  scramble  to  get  rich. 

28.  While  hospitals  lack  medicines,  the  military  acquire  new  and  more  di- 
verse armaments,  more  sophisticated  equipment  for  repression  and  death. 

29.  While  there  is  talk  about  guerrilla  warfare  against  the  Canal  Zone,  high 
Guardia  Nacional  officials  work  closely  with  the  U.S.  Army. 

30.  No  one  in  Panama  believes  the  Guardia  Nacional  or  any  of  its  compo- 
nent units  is  willing  to  carry  out  guerrilla  warfare  in  the  Canal  Zone.  The 
Guardia  remain  in  their  garrisons.  The  students  are  cannon  fodder. 
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31.  Feasibility  studies  are  being  made  over  a wide  range  of  projects  to  dis- 
tribute juicy  contracts  and  sinecures. 

32.  Economy  planning  is  but  a smoke  screen  to  cover  up  improvisation  and 
whimsicality. 

33.  While  vast  projects  and  plans  are  announced,  the  truth  is  there  are  none. 

34.  The  big  projects  that  are  supposed  to  solve  the  country’s  problems  are 
more  distant  and  costly  every  day. 

35.  The  Bayano  project  and  new  Tocumen  airport  will  cost  many  times  their 
original  estimate. 

36.  Public  transportation,  city  and  suburban  is  extremely  deficient  and  costly. 

37.  A dozen  hotels  are  on  the  verge  of  bankruptcy.  Lack  of  police  surveil- 
lance, muggings  and  holdups  have  decreased  tourist  visits  to  the  country. 

38.  The  Colon  Free  Zone  is  in  serious  crisis.  Besides  the  international  reces- 
.^ion  affecting  many  birsinesses,  the  fiscal  policy  of  the  government  has  destroyed 
incentive.  Added  to  the  higher  taxes  is  the  constant  pressures  by  auditors  and 
fiscal  officials  to  charge  even  higher  taxes  without  basis. 

39.  The  country  was  told  we  had  taken  France  Field  back.  The  truth  is  that 
it  is  a temporary  lease. 

40.  1975  has  been  a flop  for  Panamanian  economy.  And  this  is  not  due  to 
outside  factors.  Rather  internal  workings  have  had  much  infiuence  in  the  fall- 
ing off  of  the  economic  activity. 

41.  Infiation  and  recession  characterize  1975  Panamanian  economy. 

42.  Economic  slow  down  began  in  Panama  3 years  ago.  One  of  the  chief 
factors  is  the  decrease  in  investments  for  lack  of  confidence. 

43.  The  Boquete  Declaration  proclaiming  1975  as  the  year  of  productivity 
and  austerity  has  brought  nothing  but  bankruptcy  and  waste. 

44.  Public  spending  continues  at  a rate  not  in  keeping  with  reality.  The 
deficit  is  greater  than  announced  by  the  government. 

45.  The  office  of  the  comptroller  is  hiding  the  true  facts  of  the  deficit. 

46.  Social  Security  is  paid  with  bonds,  the  Banco  Nacional  covers  the  lack 
of  funds  with  long  term  notes,  the  Housing  Banks  pays  the  13th  Month  with 
notes  and  IRHE  is  paid  the  light  and  phone  bills  with  bonds,  all  this  to  the 
tune  of  60  million.  How  much  is  the  deficit? 

47.  The  public  is  unaware  of  the  number  of  business  failures  and  the  large 
dismissal  of  employees  from  their  jobs. 

48.  The  government  enacts  laws  that  are  supposed  to  solve  the  problems. 
This  was  the  case  of  the  Boquete  Declaration.  There  is  a lot  of  publicity  and 
little  doing. 

49.  During  the  year  laws  were  announced  that  were  only  in  the  conceptual 
stage.  Some  of  those  laws  have  not  even  been  passed,  let  alone  promulgated. 
But  the  press  is  already  extolling  their  success. 

50.  The  banana  war  had  very  doubtful  advantages  for  Panama.  We  made 
lots  of  noise.  The  people  were  deceived  with  the  export  tax.  Banana  expropria- 
tion was  given  a big  play.  But  the  banana  firm  is  still  operating  in  Panama. 
The  government  had  to  come  to  an  agreement  with  the  banana  firm  because  it 
could  not  bring  about  a policy  for  which  it  has  no  training  or  resources. 

51.  It  was  decreed  to  close  Central  Avenue  during  Christmas.  This  order  had 
to  be  rescinded  due  to  its  absurdity  and  lack  of  results. 

52.  The  wage  and  salary  policy  is  based  on  the  arbitrary  desire  to  make 
political  hay  with  the  economy.  This  is  the  reason  for  the  mistakes  and  failures. 

53.  Nothing  has  been  said  about  the  huge  losses  by  Frigomida  in  the  matter 
of  grains  and  other  imported  items.  Consumers  have  been  hurt  by  the  raw 
material  payments. 

54.  Government  purchase  bids  for  Frigomida  and  other  local  industries  are 
not  in  accordance  with  the  law.  Nothing  has  been  published  concerning  prices 
paid  one  some  raw  material  imports  that  have  hurt  the  consumer. 

55.  The  Melia  business  on  Contadora  insland  will  cost  the  Panamanian 
public  over  20  million.  In  a country  with  scant  resources  there  is  no  reason 
for  the  government  to  assume  losses  for  private  business  failures  and  much 
less  for  turning  them  into  a government  project  with  no  chances  of  .success. 

56.  The  decrees  and  laws  exacted  to  justify  the  MELIA-CONTADORA  deal 
are  illegal.  Big  infiuence  and  powerful  interests  forced  the  government  into  a 
poor  investment. 

56.  The  collapse  of  the  building  industry  is  closely  related  to  the  housing 
laws.  The  stubbornness  of  high  officials  further  complicated  the  situation.  The 
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government  refused  to  acknowledge  it  had  made  a mistake  and  caused  loss  of 
confidence  in  investments. 

57.  The  government  has  tried  to  replace  private  business  in  housing.  Also  the 
high  cost  will  not  solve  the  housing  shortage  for  the  ordinary  people. 

58.  The  change  of  ministers  in  some  cabinet  jobs  means  little.  The  country’s 
crisis  is  institutional  in  nature. 

59.  Retirement  requests  in  accordance  with  the  latest  legislation  are  not 
being  processed.  Retirement  age  limits  were  lowered  hut  in  practice  they  are 
not  processed  because  there  are  not  funds  to  pay. 

60.  The  Attorney  General’s  office  is  holding  up  numbers  of  complaints  of 
embezzlements  of  public  funds. 

61.  The  government  attempted  to  use  the  holding  of  the  international 
woman’s  year  for  political  purposes,  which  detracted  greatly  from  the  event. 

62.  In  order  to  distract  public  attention  from  vital  national  problems,  the 
government  is  spending  large  sums  of  money  in  sport  and  beauty  contests  of 
female  public  employees. 

63.  While  the  government  preached  austerity  it  bought  a luxury  jet  plane 
for  the  dictator’s  international  traipsing,  bought  from  Israel  at  a cost  of  over 
ten  million. 

64.  While  oriental  despots  enjoy  a stable  of  horses  and  camels,  the  Pana- 
manian dictator  has  at  his  disposal  for  his  personal  use  and  that  of  his  friends 
a fleet  of  helicopters,  light  planes,  jets,  boats,  yachts  and  launches. 

65.  No  accounting  has  even  been  given  what  the  Panamanian  Shangri-la  in 
the  Farallon  and  Panamanian  Air  Force  trips  are  costing  the  nation. 

66.  The  agrarian  reform  has  been  abandoned  to  make  way  for  farm  coopera- 
tives. Instead  of  the  peasants  owning  the  land,  communal  production  is  sought. 
The  new  country  public  employee  is  preferred  over  the  independent  producer. 
Many  farm  cooperatives  have  failed.  A serious  study  of  their  economic  via- 
bility and  cost  has  nver  been  undertaken. 

67.  An  attempt  is  being  made  to  solve  problems  with  direct  and  indirect 
subsidies,  political  prices  and  economic  assistance,  only  adding  new  burdens  to 
the  treasury.  All  these  false  solutions  end  up  being  borne  by  the  tax  payer. 

68.  The  abrupt  suspension  of  licenses  to  tuna  fishing  boats  turned  out  to  be 
such  non  sensical  mistake,  that  the  action  had  to  be  rescinded. 

69.  During  1975  the  economic  slowdown  that  began  in  1971  was  the  sharpest. 
Despite  huge  public  spending  and  loans  acqui.sitions,  internal  and  external, 
the  country’s  economy  continues  to  bog  down. 

70.  The  Panama  government  pretends  to  be  listening  to  the  industrialist 
groups  hut  in  practice  presents  a deaf  ear  to  dialogues.  Private  industry 
is  being  used  to  create  an  image  of  moderation,  balance  and  consultation.  This 
has  a stalemate  effect.  Industrialists,  either  through  fear  or  design,  will  not 
define  their  positions  and  come  out  in  defense  of  their  interests.  As  long  as 
this  situation  continues,  private  industry  will  only  be  a paper  tiger. 

71.  Every  day  new  government  activities  in  the  field  of  production  and  dis- 
tribution of  goods  and  services  are  announced.  In  the  face  of  diminishing  pri- 
vate investments,  the  government  is  attempting  to  fill  in  with  state  controlled 
business.  A new  vicious  cycle.  The  lack  of  confidence  is  in  the  government’s 
attitude.  With  no  new  private  investments  coming  in,  the  government  has  to 
announce  new  incursions  into  fhe  economy  wdiich  in  turn  increases  distrust  and 
inhibits  private  investors. 

72.  During  1975  several  dates  were  announced  for  the  signing  of  a new  treaty. 
In  each  case  nothing  happened.  Negotiations  are  said  to  continue. 

73.  The  government  has  acknowledged  the  inclusion  of  military  bases  in  the 
treaty.  This  is  a contradiction  to  the  violent  rhetoric  propounded  by  high 
public  officials. 

74.  The  U.S.  government  continues  its  policy  of  supporting  politically,  mili- 
tarily and  economically  the  Panamanian  dictatorship.  This  is  because  Kissinger 
is  confident  that  he  will  be  able  to  obtain  from  the  Panamanian  military  the 
type  of  treaty  the  U.S.  wants  and  needs. 

75.  The  gate  is  clear.  The  Panamanian  dictatorship  will  continue  to  denounce 
the  U.S.  Meantime  Panama  is  bound  to  sign  a treaty  convenient  to  the 
Americans,  as  in  the  case  of  the  Kissinger-Tack  agreement.  For  its  part  the 
U.S.  will  continue  aiding  economically  the  Panamanian  military  government 
which  it  needs,  either  with  credits  or  grants.  U.S.  intention  is  to  keep  the 
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dictatorship  to  assure  approval  of  the  new  treaty.  The  relationship  is  well 
defined.  The  distatorship  gets  all  the  money  it  wants,  hence  the  AID,  BIRF, 
BID  and  EXIM  loans  and  others  from  U.S.  public  and  private  agencies  where 
the  U.S.  government  weilds  influence. 

76  Since  the  inception  of  the  military  dictatorship  in  1968  the  U.S.  govern- 
ment has  lavished  more  money  than  during  the  first  65  years  of  Panama’s 
independence. 

77.  The  Pentagon  has  given  the  Guardia  Nacional  greater  aid  in  the  past  7 
years  than  during  any  other  period. 

78.  Despite  the  apparent  hostility  in  the  anti-U.S.  rhetoric  on  the  part  of 
some  high  officials  and  the  flirting  with  leftists,  the  truth  is  that  they  are 
bound  by  economic  reasons  to  the  U.S. 

79.  The  positions  of  persons  appearing  as  negotiators  are  strange.  No  one 
knows  for  sure  who  the  negotiators  are.  There  are  frequent  changes,  replace- 
ments, transfers  and  comings  and  goings  which  are  confusing  and  disconcerting. 

80.  There  will  be  no  nationalization  of  the  banana  industry.  The  government 
is  aware  that  demogoguery  has  failed  again.  The  fruit  company  will  continue 
controlling  production  and  sales. 

81.  Unemployment  rises  and  the  price  index  with  it. 

82.  The  transfer  to  David  and  Santiago  of  the  Ministries  of  Public  Works 
and  IDA  has  affected  the  efficiency  of  those  two  agencies  in  a big  way. 

83.  The  Legislative  Commission  continues  to  be  the  refuge  of  politicians  who 
lose  their  high  jobs.  The  Valley  of  the  Fallen. 

84.  The  democratically  elected  presidents  of  Colombia,  Venezuela  and  Costa 
Rica  confuse  their  people  with  the  way  they  get  mixed  up  with  the  Panamanian 
dictatorship.  The  democratic  forces  in  those  country  view  this  situation  with 
disgust. 

85.  The  huge  number  of  official  in  the  Cuban  Embassy  in  Panama  is  surpris- 
ing, as  well  as  the  interference  of  Castro-Cubans  in  the  many  activities  of  the 
Panama  government. 

86.  The  Cerro  Colorado  project  has  been  a source  of  high  level  sinecures, 
luxury  offices,  cars  and  high  salaries.  People  who  have  nothing  to  do  with  the 
project  are  being  paid  juicy  wages. 

87.  What  happened  to  the  Chilean  communists  brought  here  by  the  Panama 
government  ? 

88.  Some  state  organizations  said  to  be  the  salvation  of  the  country  have  not 
gone  beyond  the  idea  stage.  There  is  no  money  to  finance  them  and  further- 
more, they  have  no  enocomic  justification. 

89.  The  difficulties  faced  by  the  Panamanian  cattle  industry  has  increased 
with  the  import  of  five  million  pounds  of  Australian  beef. 

90.  The  government  shows  little  austerity  with  trips  abroad  by  a high  num- 
ber of  public  officials. 

91.  More  than  religion  uniting  all  Panamanians  is  that  the  Canal  question 
is  being  used  as  an  opiate  to  distract  Panamanians  from  the  many  problems 
affecting  us,  including  the  dictatorship  itself. 

92.  There  is  a big  ideological  confusion  in  many  sectors.  While  high  officials 
cooperate  with  Americans  and  economic  aid  increase  from  this  source,  other 
government  sectors  are  tolerating  the  consolidation  with  units  of  the  People’s 
Party  (Communist)  and  is  officially  sponsoring  the  indoctrination  of  students, 
workers  and  peasants. 

93.  The  big  problem  is  to  look  into  the  situation  as  to  whether  on  some 
ocasion  those  who  have  tried  to  make  use  of  communists  have  not  wound  up 
being  used  by  them. 

94.  Administrative  corruption  and  dishonesty  is  the  biggest  force  in  the 
deterioration  of  a dictatorship. 

95.  The  lack  of  confidence  in  the  present  Panamanian  economy  will  not  be 
solved  with  new  laws  and  promises.  It  is  seriously  sick. 

96.  With  the  diminishing  economic  activity,  unemployment,  inflation  and  high 
birth  rate,  Panamanian  situation  is  made  more  difficult,  especially  in  the  lower 
income  groups. 

97.  If  Panamanians  want  freedom,  they  will  have  to  fight  for  it.  Dictator- 
ship will  not  give  it  to  them  graciously. 

98.  As  dictatorship  confirms  its  inability  to  solve  the  nation’s  problems,  the 


452 


participation  of  students,  workers,  peasants,  businessmen  and  intellectuals  in 
this  fight  to  restore  democratic  freedom  in  Panama,  increases, 

99.  The  corruption  in  dictatorship  proves  that  problems  cannot  be  solved  by 
by  gratuities  and  concessions. 

100.  Panamanians  believing  in  freedom  should  join  forces  to  reestablish  the 
democratic,  civil  and  representative  system  in  Panama.  Those  seeking  advan- 
tages under  the  dictatorship  do  not  feel  the  need  to  fight  for  the  return  of 
political  liberty.  Restrictions  to  freedom  in  Panama  are  illegal.  The  unity  of 
ail  Panamanians  regardless  of  ideologies  is  a national  need  to  put  an  end  to 
a dictatorship  that  is  leading  to  national  disaster. 

Committee  for  the  Restoration  of  Democracy. 

Mr.  Drummoxd.  I would  like  to  read  parts  of  this,  so  that  you 
would  get  some  idea  as  to  how  the  business  community,  how  the 
people  of  Panama  feel  at  least  in  their  opinion  they  have  been 
impressed. 

It  is  100  points  that  they  bring  out. 

One  point  is  the  official  espionage  . . . 

Item  5. 

The  Banco  Xacionale,  18,  Banco  Xacionale,  the  Housing  Act  and 
other  government  agencies  are  no  longer  being  financed  because  the 
central  government  is  financing  part  of  the  deficit  . . . with  long- 
term bonds  and  notes ; 27,  politics  and  Guardia  Nacional  given  away 
to  corruption  everywhere;  48,  the  government  enacts  laws  that  are 
supposed  to  solve  the  problem.  This  was  the  case  of  the  Boquete 
declaration,  a lot  of  publicity  and  little  ...  67,  attempt  is  being  made 
to  solve  problems  with  direct  and  indirect  subsidies,  political  crisis 
and  economic  assistance,  only  adding  new  versions  to  the  Treas- 
ury— 

Mrs.  SuLLivAx.  May  I ask  you  just  a moment,  what  are  these 
documents  ? F rom  whom  ? 

Mr.  Drummond.  This  particular  document  here.  Madam  Chairman, 
is  from  a group  of  APEDE. 

Mrs.  Sullivan.  I see. 

Mr.  Drummond.  There  is  a number  of  these  documents  that  were 
put  out  during  that  period  of  time  and,  in  effect,  was  this,  the  first 
time 

Mrs.  Sullivan.  Communists  put  them  out 

Mr.  Drummond.  No,  ma’am,  this  was  the  business  community 
put  this  out. 

Mrs.  Sullivan.  Yes. 

Mr.  Drummond.  It  is  essentially  what  I personally  have  knowl- 
edge of;  when  I say  personally,  I do  not  mean  details  of  it,  but  the 
feeling  of  the  people. 

Mrs.  Slu.ltvan.  I see. 

Mr.  Dru:mmond.  The  so-called  impression,  the 

Mrs.  Sullivan.  It  is  their  impression,  their  reports  of  the  occa- 
sions ? 

Mr.  Drum:mond.  Yes,  ma’am. 

Tliese  people  who  did  put  this  document  out.  Committee  for  the 
Restoration  of  Democracy,  it  is  dated  January  1975,  and  they  would 
have  detailed  knowklege  of  each  particular  point  that  they  brought 
out. 
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Mrs.  Sullivan.  Where  is  this  organization  located  ? 

Mr.  Drummond.  It  is  in  Panama. 

Mrs.  Sullivan.  Panama  City  ? 

Mr.  Drummond.  Yes,  ma’am. 

Mr.  Snyder.  Let  me  just  ask  one  question  about  this. 

Mrs.  Sullivan.  Yes. 

Mr.  Snyder.  I notice  that  Canal  Zone  Public  Information,  Inc., 
is  two  people,  you  and  Michael  James. 

Mr.  Drummond.  Actually  there  are  three,  on  the  documentation. 

Mr.  Snyder.  Three,  four,  or  five. 

How  do  we  know  this  group  that  you  are  referring  to  there  is 
not  one,  two,  three  or  four  ? 

Can  you  give  us  any  substance,  basis,  or  personal  knowledge  that 
that  represents  a substantial  segment  of  citizens  in  the  Eepublic 
or  anything  of  that  nature  ? 

Mr.  Drummond.  The  only  thing  I can  say 

Mr.  Snyder.  I would  only  point  up  your  organization  as  an 
example. 

Mr.  Drummond.  Yes. 

Mr.  Snyder.  You  can  have  an  organization  that  is  not  many 
people. 

Mr.  Drummond.  Right. 

This  particular  organiazion  here,  the  APEDE,  is  the  business 
community  in  Panama.  Therefore,  they  would  consist  of  many  hun- 
dreds of  businessmen.  Now 

Mrs.  Sullivan.  Is  this  in  their  interest  for  them  to  put  out  some 
things  like  this? 

Mr.  Drummond.  I did  not  hear  your  question. 

Mrs.  Sullivan.  Is  it  not  dangerous  for  them  to  put  out 

Mr.  Drummond.  Yes,  ma’am,  it  is.  _ 

Mrs.  Sullivan.  And  you  have  no  fear  of  bringing  this  up  now  ? 

Mr.  Drummond.  This  w^as  published  in  the  streets  of  Panama. 

Mrs.  Sullivan.  I see. 

Mr.  Drummond.  In  the  Spanish  version. 

The  CONEP  has  come  out  overtly — when  I say  CONEP,  the 
CONEP  and  the  APEDE  have  come  out  overtly  and  opposed  to  the 
Panama  Government. 

Mrs.  Sullivan.  I just  do  not  w^ant  you  to  get  in  trouble. 

Mr.  Drummond.  Well 

Mrs.  Sullivan.  Coming  before  a public  body  like  this. 

Mr.  Drummond.  No,  ma’am. 

I do  not  feel,  particularly  care  whether  I do  or  not.  I would  like 
to  get  the  truth  out. 

Mrs.  Sullivan.  All  right,  fine.  Without  objection,  they  will  be 
submitted  for  the  record. 

Mr.  Drummond.  I passed  over  this  particular  document  and  I do 
not  know  whether  I answered  Mr.  Snyder’s  question. 

Mr.  Snyder.  I just  wanted  you  to  give  some  authenticity  to  the 
group. 

Mr.  Drummond.  Yes,  sir. 

Mr.  Snyder.  Based  upon  my  experience  with  you,  I have  confidence 
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in  what  you  say,  but  I think  the  record  ou^ht  to  show  that  this  is  a 
group  of  some  importance,  a sizeable  group  in  the  Republic,  and  that 
is  why  I put  the  question. 

Mr.  Drummoxd.  Yes,  sir. 

The  APEDE  and  COXEP — the  COXEP  is  an  organization  that 
comprises  all  industrial  organizations.  When  I say  the  civilian  type, 
you  know,  lawyers,  bankers,  farmers,  cattlemen,  all  the  persons  belong 
to  this  particular  company,  COXEP. 

APEDE  is  one  part  of  that  group.  The  President  deals  with  the 
COXEP.  So  when  I am  talking  about — I am  talking  about  the 
whole  business  community  of  Panama. 

Xow,  not  all  businessmen  probably  have — 

Mr.  Snyder.  But  it  is  a recognized  group  ? 

Mr.  Drummond.  Yes,  sir,  it  is. 

Mr.  Snyder.  And  comprises  a substantial  number  ? 

Mr.  Drummond.  Yes,  sir. 

Mr.  Snyder.  The  Governor  is  nodding,  for  the  record. 

Mr.  Drummond.  Sir? 

Mr.  Snyder.  The  Governor  is  nodding  in  agreement  for  the  record. 

He  is  agreeing  Avith  me. 

Mr.  Drummond.  They  are. 

Mrs.  Sullivan.  All  right. 

Mr.  Drummond.  When  speaking  of  this  APEDE  strike,  I say  it 
reached  its  peak  January  20-22,  Avhen  several  businessmen,  of  AARich 
I have  a list,  I Avould  like  to  bring  out  later.  But  several  of  the  busi- 
nessmen, laAA^yers,  cattlemen,  Avhich  Avere  deported,  Avhile  reportedly 
hundreds  of  others  Avere  imprisoned. 

X"oAv  I am  making  the  point  here  “reportedly,”  I haA^e  knoAvl- 
edge  through  informants  in  Panama  this  Avas  done.  I have  inform- 
ants through  this  particular  organization  avIio  tell  me  AAdiat  they 
knoAV.  And  I believe  them  to  haA^e  some  pretty  A^alid  information 
that  have  been  accurate  in  the  past  and  I belieA^e  they  are  accurate 
noAv. 

Protest  Avas  spraked  I believe  Avhen  on  January  15,  1976,  Panama 
City  close  to  Panama-Costa  Rican  border,  a young  unidentified 
resident  of  that  city,  after  haifing  made  an  anti -Communist  state- 
ment at  a public  meeting,  Avhere  this  group  Avent,  he  Avas  accosted 
Avhile  leaving  by  the  Panama  DEXI.  The  DEXI  tried  to  effect  the 
arrest  and  shot  the  kid  in  the  foot. 

The  people  Avho  Avere  inside  and  outside,  there  Avere  about — my 
people  tell  me  300,  400  people.  One  man  Avho  liA^es  close  by  and 
could  see  the  building  estimated  it  to  be  that,  rushed  to  this  boy’s 
aid  and  the  Guardia,  they  Avere  scared.  They  took  the  boy  to  the 
hospital. 

MYll,  DEX^I  came  later  and  tried  to  get  him  out.  The  hospital  did 
not  alloAv  the  DEXI  to  do  that. 

The  last  I ever  heard  of  the  incident — because  I do  not  try  to 
folloAv  these  things  to  the  end — Avas  that  the  boy  Avas  still  in  the 
hospital.  But  I liaA^e  no  knoAvledge  of  Avhat  took  place  from  that 
period  of  time,  AAdiich  Avas  January  15,  to  uoav. 
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In  any  case 

Mrs.  SuLLivAx.  Mr.  Drummond,  would  it  be  a little  easier  to  let 
you  go  on  and  read  and  you  can  read  in  continuity  ? 

Mr.  Drummoxd.  Yes,  ma’am,  because  I wrote  this  up 

i\Irs.  SuLLivAX.  AVhy  do  you  not  go  on  ? I think  you  are  on  page  4 
here  of  your  statement. 

Mr.  Drumwoxd  [conitinuing].  Xight  before  last. 

On  January  28,  in  the  city  of  Panama,  a riot  broke  out  near  the 
U.S.  Embassy.  Five  CUTS  A bus  loads — these  are  government  buses 
— of  hoodlums  from  the  Chorrillo  slum  area,  led  by  Major  Garrido 
of  the  Panama  Xational  Guard,  and  Genero  Barcenas,  sheriff  of 
the  Chorrillo  area  of  the  city,  attacked  a group  of  peaceful  demon- 
strators who  had  met  in  front  of  their  own  headquarters,  APEDE, 
to  protest  the  government’s  deportation  of  its  citizens  on  Januarv  20, 
1976. 

The  U.S.  Marine  Midland  Bank,  located  in  the  area,  was  stoned, 
cars  were  overturned  and  reportedly  burned,  and  many  people  were 
hurt. 

In  grave  condition  from  a knife  wound  in  the  stomach  was  Kodrigo 
Sanchez,  a prominent  and  respected  laAvyer  in  Panama.  Another 
member,  was  also  seriously  wounded  in  the  stomach  with  a knife. 
These  were  professional  jobs  in  which  they  were  gutted. 

If  I go  on,  in  both  of  these  later  cases,  the  Guardia  Xational  sta- 
tioned within  the  area  refused  to  give  assistance,  these  men  were 
refused  service  at  any  of  the  nearby  public  hospitals. 

On  the  25th  of  January  the  government  controlled  press  had  indi- 
cated that  the  Panamanian  citizens  that  were  deported  would  be 
allowed  to  return  provided  they  not  participate  in  any  further  anti- 
government actions. 

At  this  time.  Madam  Chairman,  I would  like  to  submit  several 
documents  that  list  the  names  of  the  men  that  were  deported  and 
describes  the  above  events  in  much  greater  detail,  all  of  which  is  in 
Spanish. 

This  one  document  here  gives  a list  of  the  commercial  places  in 
Panama  that  were  closed. 

This  was  as  of  11  a.m.  and  there  is  about  30  or  40  of  them  here. 
This  is  just  the  Panama  area. 

Mrs.  SuLLivAx.  All  right. 

Mr.  Drummoxd.  Here  is  a document  that — with  the  COXEP 
stamp,  giving  support  to  the  APEDE.  And  I believe  there  is  an 
APEDE  document  here,  this  is  another — this  appeared  on  the  Canal 
Zone  Administration  Building  on  the  morning  of  the  21st,  1976.  This 
also  gives  support  to  riots. 

There  is  an  anti-APEDE  by  the  Communist  organization  in 
Panama,  which  I have  also  included.  It  is  called  the  “Conspiration 
of  the  Bourgeois.”  ^ 

^Irs.  SuLLivAX.  lYithout  objection,  they  may  be  submitted. 

[Documents  referred  to  follow  :] 


1 Placed  in  files  of  subcommittee  because  of  poor  copy  quality. 
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Empresas  Que  Ya  Se  Han  Adherido  Al  Paro  Nacioval  Hasta  Las  11:00  A.M. 

Chase  Manhattan  Bank-Via  Espana. 

Chase  Manhattan  Bank  Exposicion. 

Chase  Manhattan  Bank-5  de  mayo. 

Marine  Midland  Bank  (Paralizado). 

First  National  Bank  (Paralizado). 

Banco  Comercial  Antioqueno. 

Banco  General-Plaza  Porras. 

Banco  General-Pun  ta  Paitilla. 

Banco  de  Boston  (Paralizado). 

Banco  Inmobiliario  de  Panamd. 

Banco  Continental. 

Mansion  Dante. 

Almacenes  Rhoda. 

IFCO,  S.A. 

Investigacion  y Desarrollo,  S.A. 

Cia  General  de  Seguros,  S.A. 

Compania  Panamena  de  Seguros,  S.A. 

Compania  Interamericana  de  Seguros,  S.A. 

Coronado,  S.A. 

El  Cucurucho. 

Desarrollo  Golf  de  Coronado,  S.A. 

Bazar  Espanol. 

ROMY. 

Rapid  Aire,  S.A. 

Tecno  Jardines,  S.A. 

Banco  de  Colombia  (Exposicion  ) Paralizado. 

Cannon. 

Hitachi. 

Corticentro. 

Industrias  Panerama. 

Banco  Industrial  Colombiano. 

Junior  Bazar. 

Bello  Hogar. 

Joyeria  Rivera. 

Modas  Londres. 

Almacen  Jurial. 

A medida  que  progrese  el  paro  le  informaremos  las  nuevas  empresas  que  han 
cerrado. 

No  hay  medios  de  comunicacion  ayudenos  a correr  la  voz. 

El  porvenir  suyo  y de  sus  hijos  esta  en  juego. 

La  Camara  de  Comercio  y la  CAPAC  se  han  adherido.  Hasta  cuando.  . . . 

This  document  appeared  on  bulletin  board  in  Canal  Zone  Administration 
building  on  morning  of  January  21,  1976. 

Alerta  Panemeno 

En  la  manana  de  hoy  fueron  arrestados  un  grupo  de  ciudadanos  panamenos, 
sin  que  mediara  mandamiento  escrito  de  autoridad  competente. 

Un  grupo  de  abogados  interpuso  inmediatamente  un  recurso  de  Habeas 
Corpus,  que  no  ha  tenidos  resultados  positivos,  bajo  el  formulismo  legal  de  que  el 
presidente  de  la  Corte  Suprema  de  Justicia  se  encuentra  fuera  del  pais. 

Las  fuerzas  vivas  de  la  nacion  se  han  declarado  en  estado  de  alerta,  ya  que  se 
esta  haciendo  uso  de  la  fuerza  para  privar  de  su  libertad  a honrados  ciudadanos 
de  este  pais,  por  el  “delito”  de  haber  expresado  valientemente  su  opinion  en  una 
reunion  civica. 

Hoy  se  priva  de  la  libertad  a otros — manana  te  puede  tocar  la  defensa  de  la 
libertad  es  un  legitimo  derecho  de  todo  ciudadano  consciente  y de  todo  padre  de 
familia.  La  defensa  libertad  no  responde  a “slogans”  ni  consignas.  Te  esperamos 
en  la  Asociacion  Panamena  de  Ejecutivos  de  empresa  hoy  20  de  Enero  de  1976.  a 
Las  5:30  P.M. 
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CAHT;.  A3I£KTA  a C^lA?  T0H2IJ03  AL  G33I£T::o 

, ■ l;ili:a3  t al  ru£3ic  ?a;7a::3::o 

/ Ccuciudadacoc : ' 

Una  vez  cdjnnjiquc-  a CDar  Torri^os  Herrera,  que  no  estaba  de 
uouardo  conque  nnestra  parria  estuviera  gobernada  per  niilitares  7 
cue  se  hubiese  encarcelado  a la  denocracia  que  es  la  unica  garantla 
para  la  paz,  prosperidad  y el  bien  conun  de  los  panamef.os. 

Hoy,  dirijo  nuev;-2iente  ni  protesta  y co^denacion  a Cnar 
Torrijos  y a los  Jefes  nilitares  responsables  dei  estado  caotico 
politico,  economico,  cultural  y 'social  que  exists  en  .el  pais  a 
raiz  del  nefastc  cuartelazo  del  11  de  Octubre  de  1^65  del  que  "san 
ufananente  se  bace  saudo-lider  Cmar  Torrijos.  21  Gobie'rno  ciilitar 
de  facto  encabezado  por  Onar  Torrijos  es  respcnsable  del  qrave 
delito  de  Lesa  ratria  del  que  ha  hecho  conplice  a tedos  .aus  cola- 
boradores  y a;ui  al  pueblo  pananef.o  cue  cobardemente  y carente  de 
todo  patriotisno  f undaaiental , ha  tolerado  teneroso  e indiferente, 
que  los  ideal es  por  los  cue  han  luchado  los  hombres  desde  los  albo- 
res  de  laihistoria,  sean  pisoteados  y echado  en  las  caznorras  don~ 
de  se  har.  encadenado  los  principios  de  los  derechos  hucianos. 

Todos  son  r esponsables ! Hero,  es  Onar  Torrijos  Herrera  y su 
Hstado  hayor  cuienes  han  conetido  el  nayor  crinen:  DHLII'O  D2  L2SA 
7ATHIA!  Conete  fZLIl'O  D2  L2SA  PAd'HIA 'todo  el  cue  concronete  la 
seguridad  exterior  del  ^stado,  y principalnente  la  THAIGICil.  D2^- 
TC  G2  I2b.l  FATKIA  son  las  rebeliones  cono  la  del  11  de  Cctubre 
causan  estragos  innensos  en  la  econonia  y norc^l  de  un  pueblo,  Cnar 
Torrijioo  y su  Gobierno  de  Facto  hav)  conpronetido  gravanenre  nuestra 

ridad  ezrtarior  al  colocarnos  inprudenten^nte  al  acce.-..-',  l->c 
rccionos  subversivas  del  inperialisno  de  Fidel  Cast;rc  al  abrerle  de 
ar  en  par  nuestras  puertas  al  diooador  conunista  y ai  conunisno 
inter nacional ; Cnar  Fervijos  pretence  la  locum  de  fornar  parte  de 
ur-  "tercar  nundo"  , apartandose  de  ia  paz  y la  seguriF.-id  de  la  deno- 
cracia  para  adentrars'e  en  un  sistena  pee  gira  innadiatenente  en  el 
.jueno  de  la  ruerra  ideologica,  politica,  conercial,  a:;ial  y cultu- 
ral en  la  cue  se  han  enpa'.adc  las  potsneias  de  oriente  7 c-rcidenTre 
y en  la  cue  de  ninruna  esnera  puede  ser  beligerante  la  republiaa  de 
Fanana. 

IFLITO  22  123A  I.^IFIA  es  la  FHAIOICIT.  Cnar  Ferrijes  — errera 
F'F-AICIOyO  a la  patria  cuando  faltando  deslealnenre  a sus  fanciones 
ccnritarucionaies , se  rebela  in  justanente  y depone  no  solo  .a  un  50- 
biarno  legitino  y c cn st itv. c i cna i , sino  que  ieroga  para  s.i  conve- 
niencia  una  c onstitucien  legitina  y repr-es.'-ntativa  de  la  '.''lant.a.d 
del  jueblo  pananef.o,  late  es  el  r.a.yor  delito  de  este  .-obi.^rno  -l.e 
facto.  Zsta  es  su  na7cr  traicion.  la  farsa  lei  o de  Agosto  io  Iv/g, 
no  fua  sino  la  pantonirn  electorsl  sera  'legali-ar"  al  golaa  •' 3 
Zstado  traidor.  Fero,  .esas  actuaciones  ner- rente  i-iliticas  lespui.s 
de  consunada  la  traicien,  no  borra  ni  bom.ra  Jar.as  al  grave  delito 
conetido.  11  11  .ie  uccubra  da  1313,  ene  con  ’on  desparce do  :eeng- 
nants  celebran  alg-cnos  psnsnelcs  qua  si  }.v.pre  b.ailan  cl  eon  q .e  la.s 
noc-in,  nagee  la  crista  focna  cu'.ndc  ..ner-  Forri  jes  viola  flaqr-ance- 
r.ante  el  orien  civil  y constituciona j .".-e  tenia  cono  •■jb.-r  enst.e.- 
clicr  y vaefender;  dec.- pita  la  cor.sti ancicn  , c en-or  ;vini-  n-.\  i . s:  , tedos 
Ics  principios  mpublicanos  y cor  cera-sic s ,ne  prova vci ersn  en 
Irnvnl  desdo  su  fv;ndaci':n,  in^rod  cir  d^  an  nuascr':  pvlii._ca 

• cc  ca  las  sictannn  nas  nel=iStos  7 naqatives  an  ton^s  i ,es  .:ir  -nas 
‘jcbiai'yj;  ai  n ilia -ri.  :no. 
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. . .Carta  Abierta  a Onar  Torrijos  . 

02111:0  112  L23A  PAT2IA  porque  ha  sido  una  rebelioa  que  ha 
causado  estragos  en  nuestra  economia  y la  conproiete  para  el^ 
future,  pues,  sostener  un  regiaen  ailitar  conlleva  suaas  de,,  di- 
nero  dascomunales  que  no  puede  resistir  el  erario  publico,  obli- 
gando  a los  gobernantes  a iaponer  al  pueblo  toda  clase  de  iopuastos 
y agigantar  la  deuda  exterior, 

DELITO  DE  LESA  ?ATKIA  porque  este  gobierno  de  facto  ha  causa- 
do estragos'  inxaensos  en  la  moral  del  pueblo,  corrompiendo ^ a todos 
sus  colaboradores  y a los  que  comercian  con  la  Hacienda  Publica 
haciendolos  participes  de  los  negocios  que  con  y a travez  del  go- 
bierno  se  hacen  diariamente.  La  moral  de  un  pueblo  se  corrompe 
a travez  de  la  propaganda  constante  que  se  hace  por  medio  da  la 
prensa,  radio  y television  censurada,  educando  a la  nasa  ingenua 
e ignorantc  en  conviccicnea  contrarias  a los  principios  funda- 
mentales  de  los  derechos  humanos  y ciudadanos,  como  lo  es  pro- 
tender  divulgar  el  pensaniento  de  que  una  "revolucidn  nilitar" 
es  la  salvacion  de  la  patria.  De  ahi  que  ahora  el  pais  vive  una 
de  las  tragedias  mas  grardes  que  le  pueden  suceder  a un  pueblo: 
el  concubinato  de  ana  OLIGAEQ¥IA  ECONOMICA  en  ostentoso  abrazo 
con  la  nueva  y aun  mas  peligrosa  OLIG.AHQUIA  MILITAR.  De  ahi  pro- 
vienen  los  inmensos  estragos  a la  economia  y a la  moral  de  nuestro 
pueblo.  . 

Si  estas  aseveraciones  son  equivocadas,  solicit©  al  Gobiert^s/ 
no  Nacional  que  las  aclare  y que  demuestre  que  rr'o  o c^Si  SOA' 
efectivamente  erradas  y si  las  censidera  una  acusacidn,  entoncss 
que  permita  que  pongamos  en  entredicho  su  "inocencia"  hasta  cue 
denostremos  que  es  culpable. 

Con  todo,  uo  escaya  a lui  enlenuiuj-ento  y cunocimreiioo,  que 
vivimos  bajo  un.  regimen  de  facto  y que  la  cuestion  se  resume  a un 
fenomeno  social  de  mando  que  no  es  otra  cosa  que  el  PODER,  y el 
rODER  lo  posee  precisamente  la  Guardia  i'acional.  El  PODER  no  se 
legitiaa  por  su  procedencia  o fuente  y a pesar  de  que  el  poder 
es  -desde  el  punto  de  vista  del  cuartelazo  del  11  de  Cctubre  de 
1968-  legitimo  sencillamente  porque  lo  ostenta  la  Guardia  No.cional 
como  un  hecho  muy  realj  la  censura  del  mismo  y su  enjuiciam-iento 
( 0 sea  la  condenacion  del  uso  y practica  de  ese  poder)  son  psr- 
fectamente  logicas,  factibles  y sobretodo  necesarias  para  conser- 
var  la  dignidad  humana  y obtener  una  coexistencia  pacifica  y pro- 
gresista;  En  Panama,  las  disposi clones  legales,  las  resoluciones 
obligatorias  o mandates,  se  llevan  a cabo  simple  y llanamente 
de  forma  conpulsiva  porque  esran  amperadas  por  la  fuerza  o sea  el 
poder  de  la  Guardia  b'acional.  Por  lo  tanro,  no  es  necesario  cue 
cste  gobierno  de  facto  se  disfrace  con  mascaras  democraticas . El 
poder  esta  ahi  y sobre  el  no  hay  nada  mas  one  habl'ar. 

Mi  intencion  no  es  la  de  ejuiciar  ese  poder,  que  es  legi- 
timo de  por  si,  como  tal.  Pero,  el  coder  no  es  un  hecho  simrle  ni 
el  fruto  esnontaiieo  de  la  napuraleca  ni  el  resultalo  de  •’una  lev 
natural  s i,no  una  conducta  del  aer  humano.  Zntor.ces , el  coder  cuede 
ser  e-i.~uiciado  cor  ser  cocCMcta  ce  cuien  Ic  crea  v el  '"cder  -^n 
r.’-.estra  catria  lo  crea  la  fu^r-a  de  l-is  armac  de  1 a C-u~rdia  ^'acio- 
nal.  ror  lo  tarto.  es  succt-cible  ae  a v ; lu -^c  ion  ■ a-r^'' iacidn , 3sci- 
macion  v censura  d_e  rueblo  raname-'o  v mica  -^rorics.  '-^e  ab.i  cue 
el  uso  de  ese  rodm  rUalE  d?:JEI0i;D0! 

Los  Lomores  ban- luchado  a travez  de  la  historia  por  su  libre 
coterminecidn  -j  por  su  libertad.  El  hombrs  ha  I'uchado  hasta  la 
ru'erte  per  librarse  de  toda  clase  de  yugos  y lograr  ;;ue  los  go- 
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lu-^rai.  r:el  jueMo,  ;u;  c 1 p\iot>lo  y , ara  ei  puel  lo.  i,;- ' 
iri.’.ir-cutiblccente  'or.a  conquiata  funaaiuenta  1 de  la  civili^-'ciar;  ’ 
ne  obtuvo  con  cil  sscrificios  y derramaniiQr'.to  do  rnucba  sangre,  c- 
infinites  esfuerzos  inte lectuales , la  organizacion  y sitccati -a."  )n 
de  iiversos  teo.rias,  de  luchas  casi  que  pernenentes  contra  l;-;s  l- 
nniss  absolutistas  y nilitares,  de  dos  grandes  y decisivar.  r-evo  i- 
ciones  gloriosas  -la  frar.cesa  y la  ajnericana-  y de  un  sin  n'.u.<-.rf  !e 
revoluciones  y batallas  inte  lectuales  y fisicas  que  el  fin  fu“:r'c 
orillando  a los  bombres  de  estado  y a los  pueblos  a ponerse  ce  • icr- 

do  para  crear  un  ZSTADO  D5  DSRECHO.  A los  Estado  de  Berecho  siei  re 

se  lea  encontrara  defectos  y precariedades , pero,  son  sin  dude  guna 
los  ir.ejlores  sistemas  para  cosntituirse  un  pueblo  com^  estado  li;  e 

y soberano.  For  eso,  en  su  Declaracion  de  Atenas  del  de  Juni'  de 

la  comsioa  i::iERr;ACIO':AL  de  JURI.:-TAS  hizo  su  prinera  con  u- 
sidn  aue  no  lue  otra,  que:  "EL  ESTADO  ESTA  SOHETIDO  AL  DERECHO" . 

Este  cadide  era  precieaaente  para  aalvar  a los  pueblos  da  "'os 
golpsa  d9  ee-cado  j ds  ics  cuartelazoa  cono  el  del  d1  de  Octubre  j 
asegurer  ol  postulado  ssancial  del  iJstado  de.  Dereciq*.  , • . ^ 

Cono  venos,  »1  Gobiems  da  Facto  de  0 .Ta  a t*  Torrijos  na  • de 
un  DELITO  DE  LSSA  FATEIA.  Do  ebi  6ii  adslant®,  ntnpup.a  farSvi  ale  toral 
coms^la  del  6 d©  Agosto  ds  1972,  podrA  legalizar  ese  delito.  For  lo 
tonto,  todaa  laa  eceieaes  del  Gobiemo  Militar  son  ILSGALES  deaia 
©1  punto  d©  Ticta  -na  del  padar-  aine  dal  derecho.  Porqua,  erar f«> 

M'i  ^supi'SX-a  tenid©  la  const  ituc  ion 

do  1972  si  la  Certe  SUprer^  Do  Juasttcia  la  hublftra  deaconooide  j 
condenndo?  Los  nilitai^s  acudieren  preciaacents  a 1©^  priacipiea  1«- 
gales  y dsisocrAticss  qua  all©g  aiesios  uabi&fl  violade  y traicioaedo 
para  legalite.r  lo  llegal.  For  1©  tSsnti,  reeon&clan  qus  debisn.  soaeterse 
8l  ESTADO  DE  DERECHO  qu©  ellws  f iBgrantoaento  hafciaa  atropellado. 

De  esta  ceatre'dioeida  puado  da  ninguna  saaera  logalizaree  ua  g>-  ip© 
de  eatad®,  ya  que  el  gobiemo  legitin©  babin  aldo  d«T3uosto,  ol  go- 
bierae  cuyo  oardeter  le  visas  de  ou  ofsetiridad  da  ser  precisugenta 
legitiao  y de  acueri©  con  uaa  laTsstidura  legal  t02vade  de  un  ordsaa- 
Bleat®  iuridtes  que  la  sntecedia.  El  gooiem®  do  fact©  a©  eaconti'A 
eaa  fusnto  ds  ©rdesaaieato  Juridio®  qus  1©  antscedJ.a  j la  Corts  S\a- 
pre^  do  Justieljt  fc&hrin  ts:idds  quo  aniicar  los  elarS'S  prinetpie-e 
0OE3tttt:^iG5ial^^-  d©  la  DCS  LA  C0??STITUCI0i7  vi-M-atfe 

da  19A6  y ds  la  cemp^t&airie  rectriotiva  d©  lee  fxinciosaries  y de 
ecuerdo  con  esoe  principica  f orzoasKenta  bubicra  lls'fado  la  accidta  ' 

ds  lS5  rebeldes  (Guandia  ^acional)  a la  vsrdsd  do  quo  ©1  cuartolas© 
ora  eiridenteaarts  \uas>  traicidn  y que  no  babia  smsra  ds  Isgalizarle 
y quo  todes  lea  actea  ds  les  Eilttarss  eran  inoonstitncionales  per 
cexsncia  d©  ccspstencia  on  su  autor,  Sol®  quodaba  la  ras6a  de  la 
fuerza  y la  evidsneia  do  qus  el  cuartsias®  padin  Ijtpcncrse  sola- 
Eonte  por  yj  b&cbo  t-ofel  do  eent&r  con  las  ajniaa.s  an  contra  de  ur.u 
ciudadacia  dess>rr;ada  y fuci'uiente  I'cductibls,  Quod®,  dsaeatrado  que 
©St'S  gobisriiC  ti3  ilegiil  y con  un  fobiorus  ceu?s  si  qu®  boy 

r"  g:<  loa  daeuii  er.  de  la  Rcu’lblicc.  Faji&Ei,  quyna  on  psllgro  la 
esgiiridad  cr^tcricr  de  auectre,  patria, 

Tcdca  ectascs  consci  ont^s  do  cstaf?  ’rordedos  i 'la  Cort©  6upro?«r 
d©  yuscicia-.  t-!i.l06  loe  dal  pais  y Ic«  ssssors®  que  deetnida 

tv.vicr-oa  1©h  rcb«iCG5  y que  cr&cararaa  fel  d9  In  farsa 

cel  6 do  igentv  do  1972  cou  uu  OyMS-acacnts>  =*e&natlfeuclGn''  baebji  a 
1«  T-iedi&a  de  If-a  Intc’-^iSS'es  y d^-nvoulcnciap  dc  luG  t'.lz.ados„ 
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...Cnrta  abierta  a Omar  Torrijos 

r-!  U-.-jh  0?g  ra^v"-/:  3..  nV.-ri'<^»  1^  abi  p.eca  ri  *n:~  . 

cTuiotud  y~^:t '“''yy-Q 

p^bUea  at  »•■  - V/» X y r-^T"" et.^nfev^ya  y Depreei<-A._G3_ofLt.ft* 

G sb jlgrao .jr^i iiVf  j_Jf. .?p  <:6nr>llg'&  do  e»a»  ddl;.'i.'o}l 

KU  £i.-.o"l*OB  LO  Qp:  TAH21i^  BfKIJO  llSTA  OABTA  AL  I'-ySBIi)  PAKAaS- 

Ko  QUE  coasciEr^fg  o ii?co'u3g2g3ri^ri::5iii«  se  eaoe  goicplwe  del  usufO  al 

CALLAH  SU  LBSAS-IIOSAOIOF  kOTIVAD33  POH  D5  IILEDO  I^DIGKO  A LAB  EEPEISSA^ 
LIAS  QPB  P¥DIEi'(AH  l*OILAB  LOS  HILITA1133.  Yo  taxafeidn  ©stay  slI  taat:©  ^A-- 
esaa  ropresili&e,  ?«i‘0,  aas  pueda  ai  dignidad  y si  patriotism©  qua 
©1  Biedo  a lea  galpes,  lea  torturaai  el  exili®  o la  auertsi 

El  golp©  ds  efetad®  del  11  de  Ootubre  de  1968  tuvo  au  origeri  ea 
«1  descoatODto  do  alguros  oficiales  de  site  rang©  de  la  Guordia  Hacd©* 
nei,  aotlvado  per  la  deterEinaciia  dal  Preoideata  Conetitucicnel  de 
la  Eopdblioe,  de  reaovarloa  y trasladarloe  de  sna  cargos  pare  asegu- 
reira©  a si  aiea®  que  no  le  fuoraa  a dar  un  ouarteiazo  que  de  todae 
fornas  le  eobrevine  a los  one®  dlae  d©  habsraee  encargado -del  poder» 
Koto,  tajabidn  cs  del  conooiE&ento  general  y adn  fuara  dol  paio^  Ua 
grupo  de  cficieles,  que  no  aoa  pnsoiinaHQnt®  le«  que  gobioman  hsy 
dia  y jefoturan  la  Guardia  Kacional,  se  oonfabularoa  y eBostarea  ol 
golpa  danigrante  y bochomoso  p&ra  la  hi^toria  de  nueeti'a  patria,  Al 
aer  depuostos  a eu  vea  por  ctros  oficialea  tsx  a.-abiciosoa  como  ©Ilea 
(eucediendosa  dejspu4e  otros  atentadoa  de  darroooEiento  como  un  pr®- 
ludi  o de  lo  que  puede  eer  la  rebatitia  da  los  allitereB  por  el  poder) » 
quedd  en  evidencia  que  la  Guardia  Naoional  y los  nuevoe  alzadoo  no  tft. 
tenian  intenciomee  de  restituir  el  poder  al  orden  civil  y conatitv- 
cional  eino  quo  lo  conservarlan  con  el  roapcldo  de  las  axcetralladoras 
para  constituir  asi  un  gobierno  de  fact®  bajo  eu  ccmploto  y total 
control, 

InaediatoBentc  deapu^s  se  los  hiao  neceeario  disfraaar  el  var~ 
dedaro  Dotivo  j cauea  dal  cuartelaso  y ee  inventd  la  gran  cosedia 
de  la  itEvCfLuLION, 

LAS  AUTENTICAS  RE1FOIS-'  ^ 

IrioITES  REQUIEREn'lA  PAR^ICIP agios  POI^LAPs  T por  ELLO  SE  INICIAR 
LAS  KODERK^S  CON  LA 'PEVOLUCION  PR/OtCSSA  DE  1709.^  Da  ecuerdo,  paes, 
con  el  deracho  y la  verdad,  iae  revolucicnee  que  se  llevan  e cabo 
Bin  la  participacidn  dsl  pueblo  -cos®  la  del  11  d©  Octubre  dc  1968- 
DEJAN  DE  SER  REVOLEOIOKES  PARA  CCRVERTIR3S  ET?  CUAR'DEL.iZOS , REBE- 
LIOKES  UILITARES  o ALZAMIERKiS.  En  rod®  csss  y ©q  todoa  los  Estadee 
desde  tienpaB  reaotoa  haste  hoy,  estes  rebclionee  y cusrtelsaos  sea 
coasideradB©  d&llto^i  do  ALTA  TR.AICIOIi » 

Ante  €«ta  rcalldad  loa  aaesoras  impi'ovlEados  protend.ierea  der- 
otro  cure®  a la  rebelidn  y optaron  por  denominarla  REVOLUCION  para 
fcratar  de  justificar  el  cuartelazo,  per®,  ye  no  cabia  trater  de 
disfrazerla  y la  feres  no  pudo  ocultaraa  ante  los  ojoa  do  las  p»r- 
aoaaa  intoligentee  y aedian&aenta  educedaa,  Ea  por  ©ao,  por  lo  qu© 
cuando  llegd  el  ncsento  de  "legalizar"  la  traiciin,  no  hubo  aae  re- 
nedi©  qua  sonfcar  en  la  ascera  la  coEisdi®  de  \ma  Asaicble®  ds  Kepre- 
santantea  d©  Gorregiaieptc^s.  a la  qua  t®  prsetaroa  para  ser  elegidc©, 

■ " ■ ' ' • _•  :•■  • 1 t-^c  >J-:  , '^naler  , - 

cidn,  descenocedores  coaplatau^enta  ds  -las  loyea  y los  principles 
constltucicnales  y del  espiritu  civiliata  y legal,  incondicionel- 
monte  dispuestor.  a bailar  al  son  que  ies  tocaren  y sin  pansar  ea 
otra.  cosa  qu©  en  la  d£  congraciarsa  con  lea  ostentadorss  de  la  fuer- 
Z8  psj?n  cobi;)arsw  ba.1o  su  protaccidK  y lucrar  d©  sus  serviUemes, 
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El  heche  mismo  de  que  personas  verdaderamente  preparadas  y cepaces  para 
legislar  se  abstuvieran  de  participar  en  la  farsa,  era  muestra  suficiente  de  que  no 
querian  hacerse  complices  del  delito.  For  lo  menos  fue  un  momento  cuando,  sin 
comprometer  sus  pellejos,  los  panamenos  protestaron. 

Asi  queda  demostrado  que  el  cuartelazo  del  11  de  Octubre  no  es  una  RE- 
VOLUCION.  Y los  militares  que  tomaron  como  caballito  de  batalla  el  pensamiento 
de  un  cambio  radical  en  el  orden  social,  politico  y economico,  no  hicieron  mas  que 
cambiar  una  OLIGARQUIA  CORROMPIDA  (segun  sus  propias  palabras)  por 
otra  OLIGARQUIA  MILITAR  MAS  CORROMPIDA  AUN  (segun  mis  propias 
palabras).  En  todo  caso,  saliamos  de  Guatemala  y caimos  on  guatepeor.  Hasta  el 
momento  no  hemos  visto  ningun  cambio  radical  ni  siquiera  somero,  ni  cambios 
de  ninguna  clase  que  no  sea  el  cambio  del  poder  de  manoz  logitimas  a ametra- 
lladoras  ilegitimas  con  el  subsiguiente  aumento  del  costo  de  la  vida  y el  de  la 
intranquilidad  nacional  e individual. 

Dice  Simon  Bolivar,  el  heroe  traicionado  por  Torrijos:  “DESGRACIADO 
DEL  PUEBLO  CUANDO  EL  HOMBRE  ARMADO  DELIBERA  ...  UN 
SOLDADO  NO  ADQUIERE  NINGUN  DERECHO  PARA  MANDAR  A 
SU  PATRIA  ...  LA  CONTINUACION  DE  LA  AUTORIDAD  EN  UN 
INDIVIDUO  HA  SIDO  EL  TERMING  DE  LOS  GOBIERNOS  DEMO- 
CRATICOS  ...  UN  PAIS  QUE  ESTA  PENDIENTE  DE  LA  VIDA  DE 
UN  SOLO  HOMBRE  CORRE  TANTO  RIESGO  COMO  SI  LO  JUGARAN 
TODOS  LOS  DIAS  A LA  SUERTE  DE  LOS  DADOS  . . . HUID  DEL  PAIS 
DONDE  UNO  SOLO  EJERZA  TODOS  LOS  PODERES,  ES  UN  PAIS  DE 
ESCLAVOS  . . .” 

JOSE  MARTI,  el  procer  traicionade  por  Fidel  Castro,  tambien  dejo  este 
legado  para  Cuba  y la  posteridad:  “UN  HOMBRE  SOLO  NO  VALE  NUNCA 
MAS  QUE  UN  PUEBLO  ENTERO”. 

En  la  nefasta  “constitucion”  de  1972,  la  comica  Asamblea  de  Representantes 
de  los  Corregimientos,  deja  en  manos  de  UN  SOLO  HOMBRE  todos  los  pederes 
de  la  nacion  centraviniendo  todos  les  principios  constitucionales,  democrMicos, 
bolivarianos  y los  fundamentales  de  los  derechos  humanos  y los  del  derecha  mismo, 
cometiendo  el  error  mas  torpe  de  todos  sus  errores  y la  burla  mas  grotesca  de 
todas  sus  burlas,  al  permitir  que  en  una  “constitucion”  aparezca  el  nombre  pro- 
pio  de  un  ciudadano  en  su  texto  como  reza  el  Articulo  277  de  esa  “constitucion” 
amanada. 

Pero,  sin  lugar  a dudas,  el  motivo  mas  significativo  del  por  que  los  militares  no 
deben  deliberar  ni  gobernar,  es  el  hecho  innegable  de  que  se  suscita  entre  ellos 
la  ambicion  por  el  poder  y las  subsecuentes  riquezas  y privilegios  que  el  poder 
conlleva.  Asi  por  ejemplo,  uno  de  los  legados  mas  destructivos  que  nos  deja  el 
cuartelazo  del  11  de  Octubre  es  la  sucesion  de  un  gobierno  militar  detras  de  otro 
y un  general  siguiendo  al  que  haya  sido  depuesto  o se  “retire”.  Asi,  el  Estado  no  se 
libra  del  derroche  de  dineros  publicos  que  cuesta  mantener  un  regimen  militar. 
despilfarran  el  dinero  de  los  panamenes  como  si  fuera  patrimonio  familiar  o personal 
de  cada  uno  de  ellos.  Y los  panamenes  pasande  trabajo.  Cuanto  no  se  hubiera 
podido  hacer  por  el  bien  comun  de  la  patria  con  ese  dinero. 

En  el  pais  hay  dinero  suficiente  para  gozar  de  una  pujanza  envidiable  en  el 
resto  de  America,  pero,  los  derroches,  desaciertos  y manejos  arbitrarios  de  los 
fondos  publicos  y el  concubinato  del  Gobierno  Militar  con  Fidel  Castro  y el 
comunismo  internacional;  han  puesto  a la  economia  nacional  en  una  situacion  de 
alarma  y al  Tesoro  Nacional  en  un  deficit  que  ya  se  hace  insostenible. 

Hoy,  el  Estado  y su  Tesoro  tienen  que  resistir  los  desmanes  de  los  505  Repre- 
sentantes y lo  que  cuesta  mantenerlos  en  su  condicion  de  incondicionales;  el 
derroche  de  la  nueva  Casta  Olig^rquica  Militar  y lo  que  cuesta  mantener  con- 
tentos  y en  alianza  a todos  los  coroneles,  los  oficiales  de  alto  rango  y otros  con 
mando  y juridiccion  en  las  tropas;  la  corte  de  colaboradores  en  el  Gabinete, 
los  bancos  del  Estado,  entidades  autonomas,  la  Universidad  Nacional,  ademas 
de  todos  sus  parientes,  amigos  y “amigas”,  convirtiendo  esta  Oligarquia  Militar 
en  un  fiagrante  NEPOTISMO  sumido  en  la  corrupcidn  de  los  tiempos  de  Luis 
XV  que  al  tener  como  pensamiento  de  gobierno  sus  profeticas  palabras  DESPUES 
DE  MI  EL  DILUVIO,  entrego  a Francia  a la  barbarie  de  la  gloria  de  la  revolucion. 

Este  Gobierno  de  facto  ha  ido  de  una  improvizacion  a otra  como  ciego  que 
trata  de  encontrar  la  puerta  de  salida  de  un  anmaranamiento  a todas  luces  des- 
organizado  e ineficaz.  Improvisaciones  que  han  sido  tratadas  de  corregir  a la 
carrera  y en  el  camino.  No  existe  planificacion  ni  prevision.  Hoy  se  promulga 
una  ley  y manana  se  deroga.  Hoy  se  anuncia  un  decreto  y el  dia  siguiente  se 
anula. 
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Y que  decir  del  Canal.  El  sagrado  Canal.  El  gran  caballito  de  batalla.  Este 
Gobierno  usurpador  pretende  tomar  como  estandarte  lo  que  para  todos  los 
panamenos  es  simbolo  de  soberania,  justicia,  progreso,  respeto  y gran  necesidad 
economica.  Nadie  se  pondrd,  jamas  en  contra  de  ningun  gobierno  legitimo  que 
haga  ondear  al  viento  la  bandera  de  nuestra  soberania  en  el  Canal.  Pero, 
NO  SON  USTEDES,  senores  militares,  los  llamados  a encabezar  y dirigir  esta 
lucha  genuina  de  los  panamenos,  pues,  ustedes  no  poseen  autoridad  moral  y pa- 
tridtica  para  hacerlo.  Ustedes  s61o  poseen  la  autoridad  de  las  armas  y nada  mas. 
CON  QUE  AUTORIDAD  MORAL  Y DE  PATRIA  PRETENDEN  USTEDES, 
SENORES  DE  LA  GUARDIA  NACIONAL,  RECLAMAR  SOBERANIA 
EN  LA  ZONA  DEL  CANAL  CUANDO  LE  HAN  ARREBATADO  POR  LA 
FUERZA  DE  LAS  ARMAS  LA  SOBERANIA  AL  PUEBLO  PANAMENO?! 

Los  pueblos  tienen  el  derecho  tanto  de  darse  un  gobernante  como  deponerlo 
o moderar  su  autoridad  si  abusa  tird,nicamente  de  ella  ...  la  revolucion  es  una 
defensa  de  los  pueblos  contra  los  que  abusan  del  poder  o no  saben  hacer  uso  de 
el.  A ese  derecho  de  defensa  mediante  la  revolucion,  el  pueblo  debe  sumarse  el 
ejercicio  de  la  soberania  porque  A LA  REVOLUCION  CONDUCEN  LOS 
REGIMENES  DE  FUERZA  QUE  NO  ACEPTAN  CONSULTA  NI  SUSTI- 
TUCION  LEGAL,  SINCERA  O PACIFICA.” 

Esta  consulta  sincera  o pacifica  es  la  que  los  panamenos  hemos  solicitado 
indistintamente  y por  todos  los  medios  al  Gobeirno  Militar  sobretodo  a su  Jefe. 
Una  vez  le  dije  a ese  mismo  Jefe  que  “.  . . aunque  mi  pensamiento  pudiera 
valerle  poco,  NO  ESTOY  DE  ACUERDO  CONQUE  EL  PAIS  SEA  GOBER- 
NADO  POR  MILITARES  . . .”  Pues,  parece  que,  efectivamente  mi  pensa- 
miento y el  de  todos  los  panamenos  les  ha  valido  poco,  porque  no  hemos  podido 
dialogar  en  un  piano  patribtico  y sincero.  Esta  indiferencia,  esta  soberbia  y 
torpe  suficiencia  es  la  que  me  ha  convencido  que  el  Gobierno  Militar  no  tiene 
ninguna  intencibn  de  aceptar  CONSULTA  NI  SUSTITUCION  LEGAL  O 
PACIFICA. 

Por  eso,  hoy  vuelvo  a correr  los  riesgos  de  aquella  vez  del  30  de  Noviembre 
de  1973,  dirigiendome,  no  ya  al  “Jefe  de  Gobierno”  sino  a toda  la  Guardia  Na- 
cional  y al  Gobierno  titere,  amparandome  unicamente  en  mi  patriotismo  y 
convicciones  democrd,ticas  sinceras. 

Cuando  las  diferencias  entre  la  OPINION  PUBLICA  y el  Gobierno  usurpador 
se  han  hecho  radicales  y se  presenta  entre  ellas  una  antinomia  ideologica  de  fondo, 
entonces  los  gobiernos  de  facto  mal  intencionados,  tratan  de  anular  esa  oposicibn 
obligdndola  a la  autocensura  mediante  la  imposicibn  de  la  fuerza.  De  ahi  que 
las  democracias  fingidas,  como  la  de  este  Gobierno,  declaren  la  anulacion  de  los 
partidos  politicios  y en  consequencia  toda  posihilidad  de  esa  oposicidn  al  poder. 

La  OPINION  PUBLICA  es  fundamental  en  el  funcionamiento  de  un  gobierno. 
Sblo  los  gobiernos  cuyas  bases  NO  reposan  en  los  fundamentos  sblidos  de  la  legiti- 
midad,  honestidad  y en  la  voluntad  popular,  TEMEN  A LA  OPINION  PU- 
BLICA Y TRATAN  POR  TODOS  LOS  MEDIOS  DE  ACALLARLA.  Solo  una 
opinion  publica  correcta  y serenamente  conformada,  posee  todas  las  con- 
diciones  exigidas  para  que  un  sistema  politico  haga  reposar  en  ella  todas  las 
responsabilidades  de  las  decisiones  solemnes  y supremas  de  la  patria.  Es  claro 
que  no  es  ese  el  estado  actual  del  orden  politico  en  Panamd. 

Pero,  eso  no  es  todo.  En  su  temor  a las  represalias  de  los  militares,  el  pueblo 
panameno  se  hace  cbmplice  de  los  delitos  de  aquellos  y se  refugia  en  la  indiferencia 
y en  lo  de  velar  por  sus  intereses  personales  y familiares,  dando  la  espalda  a los 
muy  pocos  que  nos  atrevemos  a protestar. 

Con  todo,  CON  EL  FERVOR  SUBLIME  QUE  SENTIMOS  LOS  HOMBRES 
QUE  TRATAMOS  DE  ELEVARNOS  DEL  SUELO  Y ACERCARNOS  A LA 
PUREZA  DE  LA  VERDAD  Y LA  JUSTICIA;  CON  EL  PATRIOTISMO 
QUE  HE  APRENDIDO  EN  LAS  FUENTES  DE  LA  HISTORIA;  CON  EL 
AMOR  INFINITO  A MI  TIERRA  Y A MIS  SERES  QUERIDOS  Y EL 
RESPETO  A MI  PROJIMO;  CON  LA  ARDIENTE  SED  DE  LIBERTAD 
Y LIBRE  DETERMINACION  DE  MI  INTELIGENCIA  Y CONVICCIONES 
DEMOCRATICAS;  CON  EL  DERECHO  Y DEBER  DE  PANAMENO 
NACIDO  EN  TIERRA  LIBRE  Y DEMOCRATICA:  REPUDIO,  Y 
CONDENO  A ESTE  GOBIERNO  DE  FACTO  Y A LOS  PANEMANOS 
QUE  A EL  SE  HAN  ENTREGADO!  ! 

EXIJO  AL  GOBIERNO  MILITAR  QUE  DEPONGA  LAS  ARMAS  Y 
ENTREGUE  EL  GOBIERNO  AL  PUEBLO  CIVILISTA.^  ! EXIJO  QUE 
SE  LLAME  A ELECCIONES  LEGITIMAS  Y LA  GUARDIA  NACIONAL 
VUELVA  A SUS  CUARTELES  A CUMPLIR  CON  EL  MANDATO  CONSTI- 
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TUCIONAL  DE  SALVAGUARDAR  Y PROTEGER  EL  ORDEN  CIVIL 
Y CONSTITUCIONALl  ! 

SENORES  GOBERNANTES,  USTEDES  YA  HAN  HECHO  EL  DINERO, 
POR  AMOR  A DIOS  Y A LA  JUSTICIA  COMIENCEN  A HAGER  PATRIA 
qae  yo  les  puedo  decir  como  hacerlo  y como  yo  muchos  panamenos  mas  capaces! 

El  pueblo  panamefio,  detrds  de  su  indiferencia  y apatia,  siente  el  bochorno 
de  su  cobardia  y la  verdad  de  lo  que  estd,  sucediendo.  ESTAVIOS  DISPUESTOS 
A DECLARAR  PARA  TODOS  LOS  INTEGRANTES  DE  ESE  GOBIERNO 
DE  FACTO  Y LA  GUARDIA  NACIONAL  UNA  AMNISTIA  GENERAL. 
EL  GOBIERNO  HA  FRACASADO  EN  SU  GESTION  Y HA  DEMOSTRADO 
DE  SOBRA  SU  INCAPACIDAD  PARA  CONDUCIR  LAS  RIENDAS  DEL 
PODER.  POR  LO  TANTO,  ES  SU  DEBER  FORMAR  NUEVO  GOBIERNO, 
LLAMANDO  A ELECCIONES  LIBRES  Y COADYUVAR  EN  LA  RE- 
CONSTRUCCION  DEL  ORDEN  CIVIL  Y CONSTITUCIONAL/  / 

Panamd  ha  retrocedido  en  ganar  el  respeto  del  mundo,  regresando  a los  tiempos 
ridiculos  y retrograndos  de  los  dictadorcillos  de  charratelas,  seudo-generales  o 
generalisimos,  con  ejercitos  que  no  van  a las  guerras  y con  fusiles  que  solo  son 
disparados  contra  sus  propios  compatriotas  cuando  se  rebelan.  Tiempos  negativos 
de  historias  pasadas  y de  triste  recuerdo  para  los  pueblos  latinoamericanos  que 
hoy  ven  llenos  de  espanto  que  los  militares  no  acaban  de  saciarse  ni  poner  fin  a 
sus  ambiciones  y codicia  en  aras  de  la  paz  y bienestar  para  las  patrias  respec- 
tivas.  Esta  inmadurez  o insensatez  politica  nos  hacen  ser  el  hazmereir  de  todos 
los  pueblos  que  han  alcanzado  plena  conciencia  de  patria  y gobierno  y no  ter- 
minan  de  vernos  como  republiquitas  bananeras  que  no  dejardn  el  subdesarrollo, 
lastre  ignominioso  del  militarismo  egoista,  en  el  cual  nos  hunden  los  militares 
y sus  apetitos  desmedidos  por  el  poder,  Mientras  no  terminemos  con  este 
cd,ncer  aniquilante  en  una  via  directa  y positiva  hacia  la  plenitud  de  una  madurez 
politica  estable,  jamds  dejaremos  de  ser  una  pequena  nacion  sumida  en  el  atraso 
de  la  demagogia  militar  y comunistoide! 

Yo  los  invitn,  senores  de  la  Guardia  Nacional  a dialogar  con  el  puehlo  y llegar  a 
un  acuerdo.  Vuelvan  a sus  cuarteles  a hacer  meritos  de  patriotismo  y compor- 
tamiento  pundunoroso  y digno,  a ser  fieles  custodies  del  poder  civil  y democratico 
come  lo  ordena  la  constitucion  legitima,  de  manera  que,  entonces,  puedan  aspirar 
a puestos  de  eleccion  y a la  Presidencia  de  la  Repiiblica  por  la  via  digna,  cabal  y 
honesta  de  todo  buen  ciudadano.  Es  vergonzoso  y denigrante,  risorie  y delictuoso, 
triste  y grotesco  por  aparecer  el  individuo  como  un  farsante;  cuando  se  ostentan 
posiciones  gubernamentales  mal  habidas  y adquiridas  por  la  fuerza/ 

Todivia  estan  a tiempo  o PUEDEN  QUITARSE  DE  UNA  VEZ  POR  TODAS 
LA  MASCARA  Y DEJAR  AL  DESCUBIERTO  SUS  VERDADERAS  AM- 
BICIONES DICTATORIALES,  QUITANDO  DEL  CAVIINO  A QUIENES  SE 
LES  OPONGA,  COMENZANDO  CONMIGO  MISMO! 

Sin  embargo,  esta  carta  pudiera  ofenderlos  e irritarlos,  senores  de  la  Guardia 
Nacional.  Si  asi  fuera,  me  atengo  a las  consecuencias  y hare  frente  a la  responsa- 
bilidad  que  conlleva  una  oposicion  abierta  y directa  como  esta.  No  retiro 
ninguna  de  mis  palabras  y nuevamente  EXIJO  QUE  LA  GUARDIA  NACIONAL 
DEVUELVA  LOS  PODERES  DE  LA  PATRIA  A LOS  CIVILES  para  que  no 
tengan  que  ambicionar  los  militares  jovenes  alcanzar  los  coronelatos  y generalatos 
y fomentar  entre  la  tropa  y oflciales  la  codicia  que  engendraria  ambiciones  ani- 
quilantes  que  serian  un  legado  funesto  a los  panemefios  cuando  comience  la 
rebatina  por  el  puesto  del  General  o los  de  sus  coroneles. 

iMientras  tanto,  seguire  oponiendome  a cualquier  sistema  que  no  sea  el  demo- 
crMico  directo  y representative.  CUANDO  VEA  QUE  EL  PUEBLO  LO  RE- 
PUDIA,  Y PREFIERE  VIVIR  CON  OTRO  SISTEMA  DIFERENTE,  EN- 
TONCES ME  IRE  LEJOS,  A OTRAS  TIERRAS  DONDE  VIVAN  CON  LA 
BENDITA  DEMOCRACIA  DE  LOS  IDEALES  DE  BOLIVAR,  JUAREZ, 
LINCOLN,  MARTI  Y MENDEZ  PEREIRA.  LIBREVIE  DIOS  DE  QUERER 
IMPONER  A LAS  MAYORIAS  LA  VOLUNTAD  Y LOS  SISTEMAS  DE 
LAS  MINORIAS  O LOS  MIOS  TROPIOS.' 

Porque  en  esta  lucha  por  la  reivindicacion  del  honer  de  nuestra  patria,  por  los 
ideales  de  Bolivar,  por  el  Derecho  y el  civilismo,  por  la  libre  determinacidn  de  los 
pueblos,  por  la  paz  y el  progreso  y por  la  democracia  ME  ENCONTRARAN  DE 
PIE  0 MUERTO,  JAMES  DE  RODILLASH 

(s)  Juan  Carlos  Voloj  Perera 

Mr.  Drummoxd.  Madam  Chairman,  I have  on  the  bottom  here  a 
translation  in  English,  chamber  of  commerce. 
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^Irs.  SuLLivAX.  All  right.  Without  objection  it  will  be  submitted. 
[The  documents  referred  to  follow  :] 


English  translation  of  the  above  message  is  as  follows : 

The  Chamber  of  Commerce,  Industry  and  Agriculture  of  Panama,  member 
of  the  National  Council  of  Private  Enterprises  (CONEP),  conscious  of  its 
responsibility  in  the  hard  moments  that  this  country  is  living  and  of  the 
arl)itrary  and  unjustified  deportation  of  a group  of  citizens,  in  particular  of  two 
former  presidents  and  one  member  of  the  Directive  Body  of  our  Institution, 
by  this  means  makes  public  and  for  the  information  of  all  its  members,  its 
support  to  the  general  strike  as  a protest  for  the  injustices  that  have  been 
happening  in  this  country. 

This  appeared  on  bulletin  board  in  Canal  Zone  Administration  building  on 
afternoon  of  January  21,  1976. 

Fundada  1915 

COMUNICADO 


La  Cdmara  de  Comercio,  Industrias  y Agricultura  de  Panama,  Asociacidn  miem- 
bro  de  el  Consejo  Nacional  de  la  Empresa  Privada  (CONEP),  consciente  de  su 
responsabilidad  en  los  dificiles  momentos  que  vive  el  pais  y ante  la  arbitraria  e 
injustificada  deportacidn  de  un  numero  de  ciudadanos,  en  particular  dos  Ex- 
Presidentes  y un  miembro  de  la  Junta  Directiva  de  nuestra  Institucidn,  por  este 
medio  hace  publico  y del  conocimiento  de  sus  miembros,  su  respaldo  y apoyo 
total  al  paro,  en  las  condiciones  acordadas  por  el  Consejo  Nacionaal  de  la  Empresa 
Privada  (CONEP),  como  protesta  por  las  injusticias  y los  atrooellos  que  se  han 
venido  cometiendo. 

Panamd,  21  de  enero  de  1976. 

Mr.  Drummond.  I have  here  a personal  letter,  an  open  letter  to 
General  Torrijos  from  a private  citizen  in  Panama,  who  had  written 
another  open  letter  8 or  4 years  ago  and  spent  2 years  in  jail  because 
of  it. 

I also  have  got  here  a letter  in  English  from  the  Counsel  General, 
Republic  of  Panama,  I understand  that  the  committee  wanted  this,  to 
the  Pan  American  World  Airways,  reference  to  three  people,  admon- 
ishing the  airport  not  to  allow  them  to  come  to  Panama,  telegram  to 
that  effect.  Got  an  answer  from  Mr.  Arias  as  to  the  circumstances. 

Mrs.  Sullivan.  All  right.  Without  objection  it  too  will  be  sub- 
mitted. 

[The  documents  referred  to  follow :] 

CoNSULADO  General,  De  La  REPtJBLicA  De  Panama, 

Miami,  Fla.,  January  29, 1976. 

Re  Arnulfo  Arias,  Hildebrando  Nicosia,  and  Carlos  Young  Adames. 


Pan  American  World  Airways, 

Miami  International  Airport, 

Miami,  Fla. 

Gentlemen  : Pursuant  to  instructions  received  by  this  oflSce  from  the  Ministry 
of  Exterior  Relations  of  my  government,  the  Republic  of  Panama,  I am  hereby 
notifying  you  that  the  above  referenced  individuals  are  considered  political 
exiles  from  Panama,  in  the  United  States,  and  therefore  undesirables  in  the 
Republic  of  Panama. 

The  purpose  of  this  letter  is  to  go  on  record  with  your  company  that  should 
you  book  passage  for  any  of  the  above  referenced  individuals  to  Panama,  the 
government  of  the  Republic  of  Panama,  will  upon  their  arrival,  return  them 
at  your  expense  to  the  United  States.  In  addition  to  the  costs  for  returning  said 
individuals  Via  Pan  Am,  you  will  be  responsible  to  the  government  of  the 
Republic  of  Panama  for  any  additional  costs  incurred  by  the  government  in 
detaining  any  or  all  of  the  above  referenced  individuals. 

Please  govern  yourselves  accordingly. 

Very  truly  yours. 


Pablo  L.  Manzanares, 
Consul  General  of  the  Republic  of  Panama. 
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Have  received  official  notification  from  Panama  Government  authorities  that 
Dr.  Arnulfo  Arias  Madrid  must  not  be  accepted  for  transportation  as  he  will  not 
be  allowed  to  enter  Panama. 

Declaracion  Del  Presidente  Constitucional  de  la  Republica  de  Panama 

DOCTOR  ARNULFO  ARIAS  MADRID 

Frente  a los  acontecimientos  civicos  que  hoy  conmueven  a Panama,  y que  han 
obligado  al  dictador  Torrijos  a llenar  las  carceles  del  pais,  y a invadir  las  patrias 
hermanas  con  exilados,  decidimos  regresar  a nuestra  Patria. 

No  es  posible  en  nuestra  condicion  de  ciudadano  panameno,  responsable  y 
consciente  de  su  mision  historica  en  la  formacion  de  nuestra  nacionalidad,  el 
permanecer  indiferente  cuando  sabemos  que  la  economia  de  la  nacion  se  derrumba 
por  el  saqueo  de  la  riqueza  publica  por  la  familia  Torrijos,  que  compra  varias 
mansiones  en  Espana  y otros  paises,  pagando  al  contado  millones  de  dolares,  que 
importa  came  de  Australia  y arroz  del  extranjero  para  competir  con  la  produccion 
agropecuaria  panameha,  y se  procede  a secuestrar  a nines  para  capturar  a padres 
que  huyen  de  la  persecusion  y la  represion.  Al  amparo  de  una  confusion  pre- 
meditada  de  la  opinion  publica  continental,  el  dictadorzuelo  provoca  estos  des- 
manes  y crimenes,  para  ahogar  con  otro  bafio  de  sangre,  como  lo  ha  hecho  en  el 
pasado,  las  ansias  de  liberacion  del  pueblo  panameno. 

Panama,  ademas  de  la  huelga  general  que  tiene  paralizada  a la  importante 
provincia  de  Chiriqui,  y de  los  movimientos  civicos  en  otras  provincias  incluyendo 
a Colon  y a la  propia  capital,  tiene  grandes  problemas  internacionales  que  resolver. 
Al  PANAMENISMO  le  toca  el  honor,  que  los  demagogos  de  hoy,  no  pueden 
quitarlo,  de  haber  sido  y seguir  siendo  el  abanderado  de  la  nacionalidad  y de  la 
reivindicacion  de  sus  derechos  patrios. 

Los  derechos  ciudadanos  brutalmente  conculcados  por  la  dictadura  policiaca, 
y el  grave  quebrantamiento  del  orden  juridico  constitucional  sufren  nuevos 
embates  con  las  arbitrarias  medidas  para  imponer  doctrinas  y medidas  exoticas 
que  son  extranas  o nuestro  suelo  y a nuestra  idiosincracia.  La  infiltracion  y el 
adoctrinamiento  extranjero  auspiciado  por  el  demagogo  militarcillo  alcanzan 
caracteres  alarmanters.  El  repudio  general  de  la  ciudadania  an  recientes  mani- 
festaciones  publicas  indican  que  se  acerca  la  hora  de  las  responsabilidades  historicas 
para  los  traidores  de  nuestra  patria.  Hoy  en  dia  se  expone  el  porvenir  de  nuestras 
negociaciones  canaleras  a grandes  peligros  al  envolver  a Panama  en  la  polari- 
zacion  de  las  confrontaciones  de  las  super  potencias. 

Quise  aborder  el  avion  regular  de  la  PAWA  No.  585  y en  la  tarde  de  hoy,  29  de 
Enero  de  1976,  pero  el  gerente  de  estacion  de  dicha  compania  en  Miami,  notifico  a 
mis  amigos  acompah  antes  y a mi  mismo,  que  no  podriamas  hacer  uso  de  las  reser- 
vaciones  que  teniamos  porque  habian  recibido  prohibicion  expresa  del  corrupto 
dictador  para  que  no  pudieramos  viajar  a nuestra  propia  patria.  Al  insistir  en 
nuestro  derecho,  nos  entrgearon  copia  de  la  carta  que  el  consul  de  Panama  en 
Miami  le  habia  enviado  a la  PAWA,  cuyo  texto  adjuntamos  a esta  declaracion, 
para  que  la  opinion  internacional  juzgue  la  calidad  de  gobierno  que  detenta  el 
poder  en  Panama,  y la  impopularidad  del  mismo.  Todo  ello  se  ha  dramatizado  por 
el  terror  que  experimenta  el  regimen  de  saber  que  los  exilados  se  reintegran  a la 
patria  subyugada.  Al  protestar  una  vez  mas  de  las  tropelias  de  la  dictadura  pana- 
mena  aclaro  que  nuestro  deseo  de  incorporarnos  a Panama  era  para  ir  a luchar 
dentro  del  campo  civico,  al  lado  de  los  valientes  panamenos  que  por  sufrir  en 
came  propia  las  consecuencias  de  la  bancarrota  moral  y economica  que  les  ha 
impuesto  el  tirano,  han  iniciado  los  movimentos  que  hoy  conmueben  al  pais. 
Ademas  desde  aqui,  no  podemos  actuar  ya  que  debemos  respetar  el  asilo  generoso 
que  nos  ha  ofrecido  el  pueblo  norteamericano  a traves  de  su  gobierno. 

En  el  encuentro  irreconciliable  entre  el  despotismo  y la  libertad  no  puede  haber 
concesiones  ni  entendimientos  claudicantes.  Ante  la  gran  tragedia  que  vive  el 
pais  toda  vacilacion  resulta  culpable.  La  UNION  NACIONAL  CONTRA  LA 
DICTADURA  buscara  los  medios  y las  ocasiones  propicias  para  sacudirse  de  la 
TIRANIA  reinante  en  Panama,  ya  que  es  evidente  por  el  retraso  evolutive  de 
los  traidores,  esta  llegando  a su  final. 

Arnulfo  Arias, 

Miami,  Fla.,  29,  1976  de  Enero  de 

Mr.  Drummoxd.  Here  is  the  list  of  the  people  involved  here. 

In  going  on,  none  of  the  men  deported  had  been  allowed  to  return 
to  Panama.  Most  of  those  persons  arrested  have  been  released. 

In  the  month  of  March  1976,  there  had  been  as  much  as  10  bomb- 
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in^s  or  attempted  bombings  targeted  at  the  APEDE,  the  home  of  one 
of  its  members,  or  their  business  establishments:  four  in  the  last  sev- 
eral weeks.  These  bombs  are  low  intensity,  comprised  of  an  approx- 
imate 8 by  10  box,  painted  black,  containing  2 tin  cans  welded 
together.  The  tin  cans  are  filled  with  black  powder  and  an  electrical 
detonator  connected  to  a battery  pack  and  a small  clock. 

At  least  three  have  exploded  at  the  Chase  Bank,  the  APEDE  office, 
and  the  home  of  one  of  the  deported  men,  Cories.  Several  others  have 
been  planted  without  exploding,  including  one  at  the  Eirst  National 
Bank  and  one  at  the  ‘‘Dante'’  business  establishment  owned  by  Mr. 
Eisenmann,  Jr.,  who  was  also  deported. 

On  the  week  of  March  30,  Colonel  Garcia  ordered  a search  of  the 
Vice  President  of  Panama’s  apartment  for  evidence  of  explosive 
devices  in  connection  with  these  bombings. 

During  the  months  of  February  and  March,  the  APEDE  has  been 
sending  one-  and  two-men  delegations  to  other  Latin  American  coun- 
tries appealing  to  them  to  boycott  the  President’s  meeting  that  was  to 
be  held  in  June  of  1976.  They  were  partically  responsible  for  this 
boycott.  Other  reasons  for  not  attending  was  the  lack  of  security  of 
Panama,  the  fact  that  Castro  would  be  in  attendance,  and  the  fact 
that  Torrijos  was  not  authorized  to  invite  Castro  by  these  other  Presi- 
dents. 

It  Avas  boycotted  and  it  Avas  canceled. 

I think  last  Aveek  there  AA^as  an  article  in  the  paper  in  Panama, 
neAvs  media. 

The  Latin  American  Chamber  of  Commerce  meeting  Avas  held  in 
Panama  April  3,  1976,  because  the  Panama  i-epresentatives  to  this 
meeting  Avere  threatened  by  the  government  that  if  they  left  the 
country,  they  Avould  not  be  alloAA’ed  to  return.  The  meeting  had  orig- 
inally been  scheduled  outside  the  country. 

An  interrelated  incident  that  has  the  potential  of  even  further 
turbulence  in  Panama  evolves  around  the  death  of  Betsy  Marline 
Mendizabal,  a 19-year-old  student,  and  the  disappearance  of  her  boy- 
friend, Jorge  Enrique  Ealconett. 

In  essence,  AAdiat  happened  Avas  they  aatiJ  to  the  interior  and  the 
girl,  on  the  30th  of  January- — the  girl  Avas  found  floating  in  a river  in 
Veraquas  Province,  fully  clothed,  Avith  her  hair  tied  to  a root. 

I say  a root.  The  translation  is  a root,  but  it  may  be  a stump. 

I had  it  translated  and  that  is  AAdiat  I got  out  of  it. 

But  essentially  the  family — and  I hnva  an  open  letter  to  Torrijos 
from  the  family  here,  both  families  by  the  AA\ay,  either  side,  asking  for 
an  iiiA^estigation,  because  the  family  feelh  that  it  Avas  a coverup, 
because  of  the  circumstances  involved.  And  AAdiat  happened  Avas  the 
doctor  iiiAmlved  here — I belieA^e  his  name  Avas  . . .,  refused  to  haA^e  an 
autopsy.  The  body  Avas  buried  in  the  toAvn  the  girl  died.  The  family 
Avants  it  exhumed,  an  autopsy  made.  They  Avant  to  find  out  Avliat  took 
place. 

The  boy’s  body  has  never  been  found,  or  the  boy  has  iieA^er  been 
found.  And  if  you  look  at  the  date  here,  you  can  see  Avliere  this  is  an 
extensive  period  of  time. 

Mrs.  SuLLivAx.  Yes. 

Mr.  Drummond.  Not  only  Avlieii  first  noticed  Avas  2 or  3 days  later, 
but  to  my  knoAvledge  they  are  still  trying  to  get  this  iiiA^estigation 
going. 
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In  any  case,  the  students,  university  students,  planning-  demonstra- 
tion over  this  incident,  the  lack  of  instructors  and  equipment  at  the 
university  which  is  a perennial  type  thing  in  Panama.  And  the  depor- 
tation of  the  Secretary  General  of  the  Camilo  Torres  group  during 
the — who  was  deported  during  the  APEDE  strike  or  riots. 

Xow.  this  Camilo  Torres,  students  who  were  one  of  the  major 
groups  in  the  university,  politically  it  is  considered  Socialist,  but  it 
is  not  Communist. 

Xow.  how  yon  differentiate  that  I do  not  knoAv.  But  that  is  AAdiat 
the  people  of  Panama,  they  kind  of  fudge  Avhen  they  come  to  this 
thing.  These  demonstrations  are  scheduled  to  take  place  on  Monday, 
April  5.  1976,  or  soon  thereafter. 

I left  on  Monday  and  I passed  by  the  nni\^ersity  and  I saAv  a num- 
ber of  the  students  outside,  but  I do  not  knoAv  Avhether  or  not  it  gen- 
erated into  a large-scale  strike  or  there  Avas  an  accommodation  made 
or  AA'hat.  I have  no  information  from  the  Canal  Zone  since  I left. 

To  further  add  to  this  turbulence,  in  Eebrnary  1976  all  the  non- 
Commnnist  political  parties  in  Panama  liaA^e  formally  signed  an 
agreement  to  form  a coalition  to  Avork  together  to  reestablish  the  sys- 
tem of  democracy  in  Panama. 

These  ])arties  consist  of  the  Liberal  Party,  Arnnlfista  (Partido 
Panamenista) . Pemon  (Coalicion  Patriotica  Xacional)  and  fiAm 
smaller  parties.  A neAv  political  party  Avhich  is  going  to  be  formed  in 
April  or  i\Iay  of  this  year. 

By  signing  this  agreement,  they  haA^e  alined  themseh^es  against  the 
Torrijos  Government  and  any  future  treaty  sanctioned  by  that  Gov- 
ernment. Instabiilty  in  Panama  is  ahvays  a threat  to  the  efficient 
operation  of  the  Canal. 

I think  this  one  particular  point  is  important  to  bring  out.  Madam 
ChairAvoman.  in  this  respect,  all  these  parties  liaA^e  been  banned  from 
Panama.  But  yon  do  not  ban  an  idea  or  a thought  from  people.  And 
they  have  influence  in  all  EatIs  of  government,  just  as  Avell  as  the 
Communist  organization  does. 

IVlien  they  say  they  are  going  to  try  to  Avork  for  regaining  democ- 
racy in  Panama,  it  does  liaA-e  some  substance,  and  this — my  informa- 
tion Avas  a formal  signing  by  these  other  groups  so  that  they  are 
banning  together  as  a coalition,  and  it  Avill  or  has  the  potential  to 
restabilize  Panama. 

IVheneA^er  yon  destabilize  Panama,  you  haA^e  potential  of  haAnng 
problems  Avithin  the  Canal  Zone,  Avhich  is  Avhat  I am  bringing  out 
here.  I Avant  to  make  this  point  clear  not  so  ninch  for  Avhat  is  taking 
place  in  Panama,  but  specifically  because  it  is  taking  place  in  Pan- 
ama, it  Avill  have  the  potential  of  haAniig  problems  Avithin  the  Canal 
Zone. 

At  this  time.  iNIadam  ChairAvoman.  I Avonld  like  to  enter  into  the 
record  seA^eral  documents  that  help  substantiate  the  aboA^e  statements. 

I regret  that  I haA'e  been  unable  to  get  these  documents  translated 
into  English,  but  I feel  that  they  are  of  some  importance. 

One  is  this  open  letter  I Avas  referring  to,  one  is  from  Kafael  Fal- 
conett  and  it  is  an  open  letter  to  General  Torrijos. 

^Irs.  SuLLivAx.  Me  Avill  attempt  to  get  them  translated,  Avithont 
objection. 

[The  material  Avas  adjudged  too  lengthy  to  translate,  and  is  thus 
included  here  in  its  Spanish  version.] 
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CARTA  ABIERTA 


General  de  Brivada 
Omar  Torrijos  Herrera, 

Comandanle  dc  la  Guardia  Naciona.I,  , • 

Jefe  de  Golderno. 

Ouiero  llamar  la  atcncion  do  Ud.,  vesi)CUiosamciilc,  dc  las  autoridades  quo  no  hayan  Icnido  quo  ver  cn  cstc 
caso,  y dc  loda  la  ciiulad:!n''a  en  gcnciad,  sohre  cl  dohic  crinicn  inomtruoso  c[ue  sc  coinctio  cn  las  propicdadcs 
dc  Fidd  G(ni/.alc/,  comjradi.  del  Rcpr-.scniantc  por  Alataya  Roberto  Pinzon  cn  llanos  dc  Marialo,  Veraguas, 
donde  fiieron  ascsinmlos  nii  hijo,  Jorge  Fmrique  Falcor.ctt,  cstudiante  sobrcsalicnte,  5o.  ano  dc  Ingenien'a  Givi!  y 
profesor  auxiliar  de  la  Universidad  Nacional,  y la  Srta.  Marlene  Mendizabal,  Go.  ano  bachillcralo  del  Instiluto 
Macional,  crimen  a;  cual  d Representante  Roberto  Pinzon  y sus  familiares  cntie  Icj.s  cualcs  hay  liincionarios 
inHuyentes,  cinisieron  hacerlo  apra'ceer  como  un  accidente  cn  que  los  dos  jovenes  sc  babi'an  ahogado  cn  cl  Ri'o 
Negro. 

Hay  eviden.-ias  de  sobra  que  pruc-han  que  Roberto  Pinzon  hijo,  Jacinto  (Nonm)  McDonald  y Raul 
GoncAlez,  sou  los  verdacleios  culpablcs  dc  cstc  injustificado  y horrible  doble  asesinato,  pues  mi  hijo  !‘uc  invitado 
por  Pinzon  Jr.,  cjiden  cuvsaba  el  misino  ano  dc  Universidad  a pasarsc  unos  di'as  en  su  casa  dc  Atalaya.  El  vicrncs 
30  de  Enero,  Pimuni  itijo,  como  a las  3:00  p.m.  va  a la  casa  de  Marlene  donde  cstaba  mi  hijo  esc  riia  y sc  lo 
lleva  a el  y a su  novia  para  hdariato  cn  un  Jeep,  a donde  began  como  a las  8:00  p.m. 

Dice  la  madie  de  Pi'uzon  hiio,  h.uzmila  Diaz  Hcr'-era,  Direriora  dr)  Co'cgic  Uiraca,  que  como  a las  0:00 
)r.!m,  su  hijo,  McDonald  y mi  hijo  se  van  a pcscar  camarones.  Regresan  en  la  madnigada  y amancccn  jugando 
cartas  y apenas  r.manccc,  su  hijo,  McDonald  y Raul  Gonzalez  se  llevan  a mi  hijo  a cazar  iguanas  por  la  orilia 
del  Rio  Negro.  Todo  esto,  despues  de  pasar  vardas  boras  en  Jeep  por  un  horrible  camino  y sin  dormir  nada  tsa 
nochc. 

—Que  Ma/icae  nide  un  vesticto  de  baho  y sc  va  sola  por  otro  camino,  ejue  ella  nunca  habia  visto  pues,  llegb 
de  noc'tc  y nunca  antes  habia  estado  alii. 

- Oue  llcga  a la  'playa  3 km.  distantc  y sc  encuentra  con  el  grupo  en  que  estaba  mi  hijo,  el  cual  deberia 
estar  cn  olra  direccion  por  lo'S  nicmtes. 

—Que  Pinzon,  McDonald  y Gonzalez  los  dejan  un  rato  solos,  srntados  en  la  arena  (la  marea  cstaba  vacia). 

—Que  luego  regrcSfUi  los  3 y hacen  unos  disparos  para  asustarlos,  a mi  hijo  y a su  novia. 

—Que  luego  dc  haccr  onos  disparos  contra  un  tronco  sc  van  para  la  casa  y dejan  solos  a nu  hijo  y a su 
no\'ia.  Elan  segun  ella  y ellos  las  11:30  a.m. 

—Que  cuando  furron  his  7:;j0  p.m.  y mi  hijo  no  regresaba  a la  casa  se  alairnaron  y salcn  a bnscarlos.  Pasa 
loda  la  noebe  dei  s.u;ado,  todo  ci  dia  demingo  y los  Pinzon  no  dan  aviso  ni  a los  lamiliares  dc  Marlene  que 
viven  efi  la  Acaby  a,  y por  rhmdc  ))ns6  la  Sva.  de  Pin/on  en  (rente  de  cllos  esc  duiningo  cn  boras  dc  la  tardc,  ni 
a mi,  ni  a las  autoriihides  dc  Santiago;  pero  si  ticnc  tiempo  para  haccr  llamadas  y contactos  quo  a ella  Ic  cran 
do  suma  urgfsati.i  e intcrcs. 

La  Sra.  I.urmila  Diaz  Mrircra  de  Pinzon,  cn  vez  dc  pouerie  en  conocirniento  dc  lo  sucedido  al  Mayor  Jefe 
do  I.'.  Zona  do  '.'craguas,  dcs.-ie  Sai.liago  llama  a su  licrmano,  Temcnte  Ricaune  Rodriguez  G-2  ubicado  cn  Las 
Tal>i-;s,  quion  cu.  cl  termiuo  ;ie  la  disi.;u.u>'a  csluvo  en  el  higar  dc  Ics  becho-  diindole  jnstrucelones  a loj  ascsinos 
de  h.)  que  (eni;'u  que  decir  ca'  stis  (h-d.’rariou.;-,. 

f,a  Guariii:.  cle  Samiago  se  c ntero  dc  la  desaparicioTt  do  la  pareja.,  j)v>rc|ue  la  Sra,.  America  i bll,  tia  do 
Ma’lemy  se  ii.  r.'.i,il’i..b  ci  1"  como  a his  7:00  i>.n;.  juiiquc  io  su;>o  a traviR  de  una  p,ers<mn  ejne  llcgo 

(If  h’.'.n.alo.  /V  mi  rm  ;r.'isarcm  ol  l.i’nc-.  2 dc  I'cb.  o ::ca  3 di.ar,  d’.'>rr.u:s.  Mi  hiio  era  Imcn  nadadoi  pero  no 
.U'dab  1 (ii  phi',  die  s.',  piaiv:  no  iicvii  vcsiido  de  haho.  Su  novia  rs  “r”.cuuirada”  por  Rol'-'-rto  Pi:nzbri  y oiro 

I’r.  (1  ruaites  3 de  l eh.  en  nr.  estero  a km,,  l'.,cia  arrhha  <h'l  sitio  donde  ..iiceu  (ihos  c;ue  se  ahogo.  -ji',  d;reccir;n 
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HIM  1. 


lie  !ti;inglc  CM  un;i  zanja  quo  toMi'a 


3 puhi.idas  de  a;;iia.  r,slal)a  oo-npiolaincntc  vcslid,'"  /apalrr,  pautaloii  !5iuo  Joans  aziil,  hlusa  blanoa  con  sus 


boca  y fuortcs  raspadiir.is  on  los  Ina/os.  Sc  lo  oondisjo  a la  AtaLiya  y do  alii’  al  ocinc.uorio,  y no  a la  Nforguo  del 
Ilospitiil,  y cl  I''ou use  Dr.  Caiiizo,  Kmiaiub'  una  lauiita  del  suolo  lovanlo'la  in;;iUa  rjiic  cajhn'a  la  car.i  de 
Mailc.nc  y despuebs  do  vorla  bsovemente  ordono  ejno  inese  scqjiiltada.  Cuando  sc  lo  dijo  quo  tnu'a  quo  hacorlc  la 
autopsia  sc  nego  rotundamente  y o.si  fue  sopulUula. 

Yo  fui'  a dondc  ol  Procurador  Clcnnal  do  la  Maoidn  y cl  ofirid  un  lclograir.;i  a bis  aulnridadcs  a quioncs  Ics 
compctia  cl  caso,  ordenando  la  exhumaridn  del  cadaver.  K1  I'isra!  Auxillar,  5>r.  Chang  lambicn  dio  ordonos  al 
Dr.  Forense  de  csta  ciudad,  para  cpio  so  trasladasc  ;i  Ata!;iya  a haccr  bi  c.xhumaridn,  pero  c!  Deni  sicini>ro  ha 
cstado  dando  cxcusas  de  quo  csUin  orujiados  on  lal  o cual  coinisidn  m.as  imjio'  i.mtc  y poi  ultimo  sc  nos  fijd  el 
dia  10  de  Feb.  para  la  cxlumiacidn  lo  (juc  conliiind  ol  l.odo.  Lauson  con  cl  Forense  y nos  luimos  a Atalaya  a 
cspcrarlos.  Alla  nos  dejaron  todo  cl  dia  csporanrlolos  y la  Personora  de  Atalaya  nos  inforntd  que  a clla  no  so  le 
habia  nolilicado  nada.  l.lamo  cl  Ledo.  Favvson  al  Doni  y nos  contestaron  quo  habi'a  habido  un  bomicidio  on  la 
ciudad  y que  por  eso  no  iban.  Nuesarnente  solioitamos  al  Deni  ona  fcob;i  y desiiucs  de  inucho  luchar  fijaron  cl 
rnartes  IG  de  Mareo.  Como  habunnos  incurrido  on  gastos  y perdida  do  tieinpo  on  cl  viajc  anterior,  localizamos  al 
Forense  para  cstar  sci^uros  y nos  dijo  que  a ol  no  le  habian  dicho  do  ninguna  cxhuinacion  lo  que  indica  que  se 
trataba  de  burlarnos  nucvamcntc. 

ePorque  de  esla  dernora  cn  haccr  esa  autopsia?  oPorque  esas  tacticas  dilatorias? 

Cada  di'a  el  cuerpo  de  Marlene  sc  corrompc  mas  y mostrara  menos  cvidencia  que  cs  seguramente  lo  que  se 
povsiguc. 

Ahora  bien,  yo  he  agotado  todos  los  recursos  he  huscado  con  bastantos  campesinos  metro  a metro  csos 
playonos  y manglarcs  y he  llevado  buzos  particub.uos  y he  rastroado  el  n'o  Negro  cn  todos  los  lugares  en  donde 
pudieran  haberlo  echado. 

No  se  por  que  no  he  obtenido  hasta  la  feeha  ccoperacion  de  la  Guardia  a pesar  de  haberla  solicitado  a 
varios  cornandos. 

Hoy,  despuos  de  54  di'as,  aun  no  aparcce  cl  cuerpo  de  mi  hijo.  Sospccho  que  lo  ban  onterrado  en  algim 
lugar  difi'cil  de  hallar  o tirado  mar  afuora  con  algtin  peso  amarrado. 

Jorge  Enrique  Faiconett  era  una  esperanza  para  la  Paa  ia,  pues  tenta  un  record  de  12  ah  os  conseentivos  con 
cl  Primer  P>Jcsto  en  los  colegios  que  estudio  y cste  aho  sc  gi'aduan'a  de  Ingeniero  Cix'il. 

En  nuestra  cast;  se  le  Flora  a toda  hora  y'  es  desgarrador  oir  a cualquiera  hora  de  la  nochc  cl  llanto  de  su 
rriadre  o a sus  hermaniias  y cl  mfc,  que  lo  \imos  un  dia  salir  alcgre  a pasar  unos  dfas  de  dcscanso  y jamas 
volvera  a su  hogar  porque  dcsgraciadamcntc  sin  sabcrlo  el,  andaba  en  coinpahia  de  alinrafias  y no  de  seres 
Itumanos. 
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PDnaind.j  3.  do.  marzo-  do,  1976 


General  do  Brirada 
Omar  Torrijor.:  Kerrera 
Comar  dent  c Jcfc..  da  la. 
Guardia  I'lacional,- 
Jefe  dc  Gob'iorno. 




Mi.  General; 

'.^o  dirijo  a.  us  bed  rospeiuosamente  para  poncr  cn  su  car.oci- 
mienro  y se;  ha^a.  justicia.  en  el  caso  que  peso  a exponcr  a cont,i- 
nuac.ida:  el  dla  3 do  febroro.  fue  encontrada  mi  hija  BBToY  MABLdlB 
MBbDIZABAL  de  l9  afioSj  estudiante,  sin  vida  flotando  on  ol  ri'o  del 
Correq;imicnto  de:Maria'bOj  Provincia  de:Vcra2uas5  tenia  el  c.abollo 
araarrado,  en  la  raiz  de  un  drool,  El  Doctor  CarrisOj  Ilddico  Boren- 
sg;  dc  Veraeuas.  se.  negd.  a practicarle:  la  autopsia  de  ri^or  cue-  se- 
fiala  la  Ley  par.a  esta  caso  y mas  en  la.  sitiiacidn  de  cue  no  ha  apa- 
rocido  cl  cuerpo  del  joven  JOIC-E  Bl.LCOlBTj  estudiantc  do  T:-yerix- 
ria  do.  la  uhiiversidad  da-  Panama  y qao  .se  cneontraba  acompaldndolc 
En  l.a  actualidad.  se  encuentra  detenido.  en  ol  DcpartamcntC'  I.acional 
dc.  Invcsripacioncs-  a el  sujeto-  llaraado  L'OEIK  MAC  DCilALD  y ios  do- 
mds.  quo  esrabaja  con  ellos  el  dla  de  los  hechos  estdn  suclto.s;  uno 
de.cllos  es  el  hijo  del  Rep resent ant e.  p or  el  Distrito  de.  Atalaya 
el  Sr.  ROBERTO  PINZON  implicado.' por  el.  asesinata  de  mi  hija  y del 
.joven  Falconet,. 

Los  familiaresj  do  los  implicados  ban  querido  evitar  las  inve-s- 
tigseiones  y han.  tratado  de  hacerle  ver  a las;  autoridades  y a 1a.  Cpi- 
ni 6n  Pdblica^  que  no  ha  habido.  rnano  criminal.. 

Yo  confio  en  la  .justicia  divina  y confio.  en  usted  como  padre,  de 
familia  y hombre;  de : principios  justicieros  para  que  scan  castisados 
los  responsablcs:  diroctosi  y los  incubridores;  quo  trataron  de  oeuitor- 
el  cri!."en,  bien  sen  los  f uncionarios  . o pnrticularos  ojuo;  han  buscado 
las.  inTluoncias.  para,  ovitar  que  so  sepa  la  verdad.. 

Co:U.tod  dtontarnonte,  ' 

C/d^LCE  E.  MEbDlZA'BAL 
Cedula  No.  8-l6'“6b4. 

CcCc.;  Lie.  Ricardo:  Ministro  do  Gobierno  y Justicia- 

Drw-Juan  Materuo  Vdsquez,  Pt.’esicionto  do  la  Corte.  ouprema. 

do  Justicia. 

Lie,  Olraedo  Mirirnda,  Procurador  Gonoral  do.ia  bacidn. 
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COMIJNICADO 

DEL  I-jOVIwIENTO  DE  ABOGi.DOS  INLEPENDIENTES 

EL  LOVInIE:!TO  BE  ABOGADOC  INDErKLDIEl'ITES , Gn  vista  do  los  \iltimos 

acon'^ecinientos  y de  los  ecuerdos  adoptados  entre  el  re  resentante  del 

COLEP,  y el  GoLierno  Nacional,  considora  oportuno  y neceserio  puntuali- 

zar  lo  aiguientes  / 

I 

1. -EL  rOVTKILNTO  DE  ABOGADOG  INDEFENDI EKTEG  no  ha  negociado,  ni  negocia- 

tS  con  el  Gobierno  Nacional,  el  restablecimiento  pleno  y efectivo  de 
las  libertades  pdblicas;  las  libertades  pdblicas  no  son  susceptibles 
de  ser  negociadas. 

2. -  EL  COEUNICADO  expedido  ’or  el  Gobierno  Nacional  y que  aparece  publica- 

do  en  "Lta  Estrella  de  Panam;i" , en  su  edicidn  correspondiente  al  dia 
25  de  Enero  de  1976,  contiene  inexactitudes,  falsedades  y nuevas  amena- 
zas  contra  los  ciudadanos  panamefios  que  intentan  ejercer  las  liberta- 
des piSblicas  conculcadas,  Por  tanto  no  ofrece  ni  contiene  la.  menor 
garantia  sobre  el  restableciniiento  pleno  y efectivo  de  las  libertades 
pdblica.s  en  Panaiii£, 

3. -  Frente  al  contexto  del  Comunicado  Ofici.a.1,  el  expedido  por  el  CONEP, 

es  totalDionte  inoportuno  y claudic.ante , Ade.mAs,  es  contrario  a ,los 
mismcs  pr..;^6sitos  que  pretende  perseg-air,  que  es  el  retorno  de  Ics 
expatriados  panajuenos,  con  las  seguridades  que  las  c ircunstancias 
exigen.  Por  otro  lado,  oiuite  el  principa.1  problera.a  de  fondo,  cual 
es  cl  restablecimiento  pleno  y efectivo  de  las  libertades  piiblicas 
en  Panaii^, 

4. -  For  las  consideraciones  antericres,  el  itOVI,  I12JT0  DE  ABOG,.DOG  INDE- 

PEl'iDIENTES  repudi.'..  y rech.aza  tct.alnionte  ambos  docui  t 
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mymiEmo  de  abogados  independientes 


PANAMA,  fohrcro  dc  1976  BOLETIN  No.  4 


ini  ii/i/c/x  iuHk  'itf,  tic  jvtcri.is  iihicrtjs  a hi 

y)iobh'<n<'ih\  .i  thu'it'i:,il  \ dc  ini  c.<pirilu  cri- 

lira,  rc^jituiy.ibh'  y i-  ”:- rmrrn'o. 


Los  ithogddos  pinuiiuci'ios  dcbcnios  dcinnstrnr  quc 
iiiicstrds  octiiacioiics  rcspondcn  a inui  coiicicucLi  li- 
brc  y tin  al  cspaldiinuo  de  Li  coiiscruciiciti  biirocni- 
ticu,  porque  cl  obojiado  piiiuunciio  no  cs  uii  scr  con 
uiu:  ccncicnciii  nlqiiihidn. 


^ iCOALES  SON  LAS  RE6LAS  DEL  lUEGO? 

La  ConstituciiSn  que  se  dio  el  actual  proccso  politico  consagra,  siguiendo  la 
tradicifin,  un  regimen  do  libertades  pOblicas,  Sigue  loG  liiieamientos  del  libe 
ralismo  y establece  las  libertades  individualcs , y,  fundada  en  la  de  Weimar, 
imitn  la  de  1946  y estipula  los  dorechos  sociales.  En  cuanto  a los  derechos 
politicos,  quednn  todos  preservados,  incluyendo  el  sistema  de  los  partidos. 
Tebricamcnte  la  Constitucibn  de  1972  podirla  servir  de  roarco  para  el  inicio  de 
una  nueva  patria  boba,  y basado  en  ella  el  pueblo  bien  podria  iniciar  ciertos 
"gateos"  en  el  dmbito  de  la  cuestibn  polltica.  Desde  luego,  tales  experimen- 
tos  reclamarlan,  como  cuestibn  previa,  la  climinacibn  de  aqubllas  de  sus  dispo 
siciones  transitorias  que  crean  jcrarquias  nominales  y omnimodas,  esta  vez  si 
contraries  a ]a  tradicibn. 

A pesar  de  los  afios  que  lleva  transcurr i.dos , el  actual  rbgimen  no  ba  logrado 
precisar  las  reglas  del  juego  de  su  propio  sistema.  Postula,  por  una  parte, 
la  participacibn  popular  en  las  cuestiones  de  Gobierno  y castra,  por  la  otra, 
toda  participacibn  no  comprometida  con  la  oricntacibn  polltica  del  rbgimen. 

Consagra  las  libertades  pbblicas,  y las  reprime  al  paso,  perfcccionando  con  su 
conducta  ur.a  vocacibn  felina  cuyos  resultados  se  observan  en  los  ergastulos  o 
cn  las  expatriac  tones . Se  compror.iete  a dar  vigencia  legal  a los  Partidos,  y 
en  cada  ocasibn  cn  que  un  grupo,  distinto  al  Partido  que  expresamente  lo  apo- 
ya,  trata  de  buscar  la  adhesibn  pbblica  a sus  creencias  o programas,  se  desata 
la  fero2  embestida  oficial  conculcadora  de  los  derechos  politicos. 

En  cste  pals  nadie  desea  el  retorno  a prbcticas  que  fucron  condenadas  por  el 
pueblo  en  su  opor tunidad . Pero  nadie  desea  igualmente  que  se  perpetCe  un  sis- 
tema quc  descansa  en  un  soio  I ono  de  voz.  La  sociedad  lucha  incesantemente 
por  el  per lect ionamiento  de  sus  instituciones , y tal  objetivo  sblo  se  encuen- 
tra  en  cl  ejcrcicio  de  los  dr'rechos  individualcs  y sociales.  El  panarnefio  de 
hoy  medita  sobre  su  presonto  y su  destine.  El  qub  hacer  para  quc  todos  se 
sientan  lilyrcs,  libres  do  pensar,  de  opinar,  de  disentir.  El  qub  hacer  para 
que  la  llamsda  ConstiLucibn  do  ]972  adquiera  una  vida  fitil  y sea  un  Tcxto  que, 
al  menos,  no  reciba  el  desaire  de  sus  crcadores.  El  qub  hacer  para  quc  los 
hombres  nuevos  de  Panamb,  los  que  no  tiencn  compromisos  punibles  con  el  nasa- 
do,  encuentren  en  su  vida  avnplias  avenidas  para  realizarse  polltica  y social- 
mcnto.  Est.as  son  las  inter rogantes  que  preocupan  al  panarnefio  de  hoy,  Pero  t_a 
Ics  intcrrognntes  tiencn  su  jrespuesta.  Las  reglas  del  juego  deben  darse.  El 
orden  juridico  es table  y cierto  a el  capricho.  El  juego  democrbtico  o la  "in^ 
t i tuc  ional  izac  ■ bn”  del  despot  isii.o . 0 un  solo  Lestimonio,  cl  oCicial,  o muchos 
tones  de  voz  co-.ro  debe  ocurrir  en  los  pueblos  libres. 

En  la  filti.m.a  evpulgibn  del  ]ials  de  pvominentos  abogados  y de  otros  distingui- 
dos  ciudadanos,  (1  Gobierno  ha  demostr.sdo  su  poi.-a  vocacibn  de  convivencia. 

Porque  tales  i).-.r,awenos , ni  ei'an  rcdiciosos,  ni  a.iiotir..idon,  :il  con  su  conducta 
polltica  ponfan  en  peligro  Is  seguridad  iutcri..r  del  Esi.odo,  Eran  ta’’  sblo 
humbres  de  epor,  ici  bn.  be  pecilica  y legal  oposicibn.  La  que  autorizan  la  Cons 
titucibn  y las  leyes  vigenti"’. 


(Pasa  a pbg,  12) 


473 


nil^ZCTOrvES  DE  1::)TA  PUBLTCACrON': 

Dr.  i'\nbi.5n  A.  Echevcrs 

Dr.  Winston  Robles  (cxpatriaclo) 

l,cda.  Nntivi.dnd  Piilanj!,o 

Ledo.  Guillermo  A.  Cochez 

Ledo.  Alvin  Weedon  Gamboa  (exiliado) 

Ledo.  Carlos  Ehrmnn 

Leda.  Elsa  II.  de  Garcia 

Dr.  Carlos  Iv5n  ZCiiiga 

Ledo.  Eusebio  R.  Marchosky 

Ledo.  Ivdn  Robles  (cxnatriado) 

Ledo.  Josd  Manuel  Fadndez 
Dr,  TomSs  Herrera 
Dr.  li.  5.  Garcia  Almengor 
Ledo.  Joaquin  Ortega  V. 

Ledo.  Carlos  E.  Adames 
Dr.  Mario  Galindo 
Dr.  Di6genes  Arosemena 
Ledo.  Josd  Salvador  Mun6z 
Ledo.  Joel  Medina 
Dr.  Juan  Lombardi 
Ledo.  Braulio  Carrera 
Ledo.  Ricardo  Quirds 
Ledo.  Rodrigo  Sdnche:' 

Ledo.  Herndn  Garcia 
Dr.  Rubdn  Arosemena  C. 

Ledo.  Luis  Emilio  Veces 
'^cdo.  Guillermo  Salazar 


CONST ITUC ION  DE  LA  REPUBLICA  DE  PANAMA. 
ARirCULO  29: 

"No  hay  pena  de  muerte,  de  expatriacidn, 
ni  de  con.;iscaci6n  do  bienes". 


'■Patriota  es  el  hombre  que  am, a tanto 
a su  pals  que  estd  dispucsto  a afrori 
tar  la  hostilidad  de  ios  demAs  sena~ 
lando  las  cosas  que  es  preciso  mejo- 
r.ar" . 

G.  I.  Chesterton 


''vione  do  pag.  ig) 

Mienlras,  1 os  criticos  do  ayer  si- 
gu-'n  oiohdo  las  vfetimas  de  eso.s 
r.iismcs  garroG.ros. 

llama  igualmente  la  atenci6n  cue 
esos  quo  tioy  senalan  con  Indicc  ‘acu 
fiador  ,'l  pasado  politico,  esos  que, 
e:i  hor,cn,i  ie  -atrnnlmico,  andan  de 
rolUi  on  rollo  lueron  selecc ionados 
et.  cl  pasaan  p.r.M  integr.ir  couis  ro- 
nes de  csiadin  de  los  Presidentes 
electo'-.,  o par.-  encarg,orse  do  la  Jo 

^•'l  uva  GO  algtin  Depart;  monto  lurldT 

CO  dc  riAun,?  entidad  ,-utA;vama.  Y 
‘-odo  e.s  tan  roc.ionte  cue  nara  . Mo- 
bonilii.;  . 


LA  JUSTICIA  DE  VACACIONES 

Sc  ha  dicho  con  raz6n  quo  lo  Onico 
que  puedc  dar  contonido  real  al  postu 
lado  de  que  todos  los  hombres  son 
igualcs  es  la  funcidn  pdblica  de  adm_i 
nistrar  justicia,  toda  vez  que,  por 
no  existir  la  igualdad  bioldgica  cn- 
tre  los  seres  humanos,  s61o  la  ley, 
con  su  inflexible  aplfcacidn  a gran- 
des  y chicos,  rreos  y pobres,  negros 
y blancos,  puede  scr  el  rasero  iguala 
dor  de  los  ciudndanos.  La  Administr^ 
ci6n  dc  la  Justicia  debc  ser,  por  en- 
de,  una  dc  las  m.ls  acentuadas  preocu- 
pacioncs  dc  toda  democracia  quo  desee 
salvaguardar  su  f uncionalisrao,  desdc 
luego  que  todo  factor  que  perturUe 
esa  misidn  reguladora  de  los  tribuna- 
les  proponde  a hacer  nugatorias  las 
conquistas  logradas  por  el  hombre  en 
sus  ansias  de  mejoramiento  colectivo. 

Entrc  nosotros,  sin  embargo,  la  admi- 
nistracidn  de  Justicia  parece  ser  un 
elemento  de  segundo  orden,  de  impor- 
tancia  minima.  Sin  referirnos  a la 
indigencia  cn  que  tradicionalmente  se 
mantiene  al  Org.ano  Judicial,  a cuyas 
dependencias  se  niegan  las  mSs  indis- 
pensables  partidas  para  llevar  avante 
su  gestidn  en  forrr.a  docorora,  se  ha 
inventado  el  dar  vacaciones  c ramas 
enteras  de  sse  Organo  del  Estado,  su£ 
pendiendo  su  actu.\ci6n  por  un  mes  al 
aho  y dejando  solamente  expedite  la 
via  a los  recursos  extraordinarios 
mAs  indispensables  para  una  vida  jurl 
dic.n  vegetativ.a. 

Si  estc  fendmeno  ocurriera  en  el  Con- 
go Bclga,  o en  otra  de  las  recientes 
Rcpfiblicas  Africanas,  nosotros,  los 
vanidosos  latinoamorieano.s,  sonreirla 
mos  oarddnieamente  con  olimpico  gesto 
de  superioriiLsd . Pero  no  hay  duda 
que  a quienes  corresponde  sonreir  es- 
ta  vez  es  a todos  los  cspectadorcs 
del  circo  mundi.al,  qua  se  entcran,  cn 
tro  regoeijados  y exc6pti''os,  quo  en 
PanamA,  en  plena  An oca  atdmica  y de 
"los  Derechos  humanos",  la  Justicia, 
esa  egregia  Diosa  quo  tan  alto  r tial 
ocupa  en  el  coraz6n  y la  mente  de  la 
Humanidad,  todos  los  anos  apresta  su 
cquipaje,  empaqueta  la  venda,  la  ba- 
lanza  y la  esp.ad.i  flamigera,  y sc  mar 
clia  a disfrutar  dc  alegves  y desj>reo- 
cupadas  vacaciones. 
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HECHOS  OUE  NOS  PREOCUPAN 


P5g.  3 


TESTIMONIOf)  PE  ACTUAT.IHAl) 

PALABRAS  nEL  DISCURSO  PRONIJNCIADO 
POR  EL  LCDO,  .IMAM  MATERNO  VASQMEZ, 
MALISTRADO  PRESIDEMTE  DE  LA  CORTE 
SJPPvEHA  DE  .j  jSTICIA  AL  DECLARAR 
INAURURADA  LA  2a.  CORtL- ILENCIA  INTE- 
RfVIERICANA  SOBRE  ASPECT03  JURIDICOE 
DE  LA  J.NDEPEM’Di'NCiA  ECONO’IICA,  REU- 
NION EN  LA  CIUDAD  DE  PANAIL\  DEL  16 
AL  21  DE  JUNIO  DE  1975. 

"Ticnen  niucho  conteniclo  pragmAtico 
los  esiucrzos  quc  sc  hacen  hoy  dia 
para  clariilcar  conccpLos  en  ci  D£ 
recho  Internaci.onal  Panto  pLblico 
conio  privado,  en  el  orden  doctrinal 
y convened onal . Y en  esto  se  regi^ 
tra  una  impresionantc  evoluci6n  en 
el  afSn  de  los  hombres  de  cimentar 
las  rclaciones  entre  los  estados  y 
los  hombres,  sobre  las  bases  del 
respeto  a sus  integridades . 

"En  cuanto  a la  integridad  de  la 
persona  fisica  tanto  cn  su  persona- 
lidad  fisica,  propiamente  tal,  y en 
el  de  su  personalidad  moral,  vale 
dentarar  cl  dramat  dsmo  con  n>ic  se 
invocan  los  derechos  humanos  en  fa- 
vor de  los  hombres  que  en  todas  las 
latitudes  de  nuestro  planeta  sufren 
las  odiosas  discriminaciones  que 
van  desde  la  mAs  cruel  como  es  el 
apartheid,  que  es  de  cortc  csclavi- 
zante,  hasta  las  que  se  manifiestan 
en  las  formas  mAs  sutiles.  La  Car- 
ta de  las  Naciones  Uni  das,  la  Decl£ 
racidn  Universal  de  Derechos  Huma- 
nos, la  Convene i6n  Americana  de  De- 
rechos Humanos,  para  mencionar  los 
instrumentos  que  mAs  nos  vinculan, 
son  demostraciones  de  una  concicn- 
cia  universal  que  rcchaza  la  ideolo 
gla  troglodita  quo  hace  slntesis  en 
la  expresiAn  de : 'el  hombre  es  cl 
lobo  del  hombre'.  Y el  que  todavla 
persistan  prActicas  de  di.scrim.ina~ 
ci6n  racial,  religiosa  y social, 
asl  como  e]  qu(>  sc  den  multi  tud  de 
cases  do  violacionos  .a  los  dereclios 
humanos  f undamcntalcs  debo  servir 
de  acitatc  para  lucl'iar  contra  las 
dichas  prActicas  en  la  esperanza  de 
que  algfin  dia  quedarA  realizndo  ese 
ide.nl  grandioso,  comoartido  per  la 
innensa  mayorfa  de  los  hoTnbres  civj 
lizados,  del  respeto  a la  raza  huina 
na,  per  ser  Iiui:;ana". 

A COUTlMMACinN  COPIAMOR  l.'EX- 

TUALhENTE  El,  RESMMLM  DE  1,A3 

RLSOialChOdilE  SOIMIE  El.  TEMA: 


LOS  DERECHOS  HUMANOS,  DE  LA 
COMISION  IV,  APROBADOS  EN  LA 
2a.  CONFERENCIA  INTERAID- RICA 
NA  SOBRE  ASPECTOS  JURIDICOS 
DE  LA  INDEPENDENCIA  ECONOMICA 


"1.  La  lucha  por  el  respeto  incon 
dicional  a las  libertades  polfticas 
os  instrumento  fundamental  para  la 
autodeterminaci6n  do  los  pueblos  y 
su  Goberanfa. 

".2.  Que  la  AsociaciAn  Americana 
de  Juristas  promueva  la  ampliaciAn 
de  los  derechos  consagrados  en  la  De 
claraciAn  Universal  de  los  Derechos 
del  Hombre. 

"3.  Que  la  libertad  de  expresiAn 
y organizaciAn  de  las  entidades  sin- 
dicalcs,  culturalcs  y sociales  debe 
resguardarse  particularmente  para 
asegurar  el  rol  preponderante  que  c£ 
rresponde  al  pueblo  organizado  en  la 
lucha  por  la  independencia . 

"4.  La  condena  de  todo  esquema  po 
lltico  fascista  o neofascista  y toda 
forma  de  corporativismo  que  los  im- 
plique. 

"5.  Destacar  la  necesidad  de  em- 
plazar  formas  operativas  de  respeto 
a los  derechos  humanos,  que  permitan 
a los  jueces  su  resguardo  sin  el  re- 
quisite de  rcglamentaciAn  previa. 
Concomi tantemente  ha  de  propender  a 
las  mayores  garantfas  procesales  pa- 
ra una  adccuada  protecciAn  de  la  de- 
f ensa. 

"6.  Es  deber  denunciar  la  utiliza 
ciAn  de  sistemas  do  excepciAn,  tales 
como  el  estado  de  sitio,  de  emergen- 
cia,  de  guerra  interna,  las  actas 
i nstitucionales  y demAs  mAtodos  des- 
tinado.G  a abrogar  las  garantias  con^ 
titucionalcs . 

"7.  Debcn  dictarsc.  en  los  Estados 
Americanos  severas  medidas  para  erra 
dicar  apremios  ilegnlcs  y torturas. 

"C.  Rcclamnr  la  dcrogaciAn  de  las 
leyes  quc  instituyen  tipos  pcnalcs 
imprecisos,  violando  principios  como 
el  de  'nullum  crime,  mill  a penn,  si- 
ne lege'.  Ellas  facilitan  la  repre- 
siAn  de  los  derechos  humanos  y trans 
iorman  a los  jueces  csi  pseudo- legis- 
l.ndorcs,  en  menoseabo  de  la  se.guri- 

(pasa  n pAp 
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CON  EL  SENOR  PRESiDENTff  Y DEMAS 
NiEMEROS  DE  LA  jUNTA  DiRECTIVA 
DEL  COLEGIO  NAL.  DE  ABOGADOS 


AUN  ESPERAIiOR  Ri:SPin-STA 

PaaainA,  10  dc  febrero  de  1976 

Sefior  Liccnciado 
Gustavo  Escobar  Pereira 
Presidente  del  Colcgio 
Nacional  de  Abogados  y dem.'is 
Miembros  dc  la  Junta  Diiectiva 
Ciudad . 

Estimado  Colega; 

Como  es  del  conocimiento  publico,  el 
dia  20  de  enero  del  ano  en  curso, 
fueron  expatriados  once  ciudadanos 
panamefios  por  mandate  del  Gobierno 
Nacional,  en  abierta  violacidn  dc  la 
Constitucidn  vigente,  entre  ellos 
los  Colegas  Winston  e IvAn  Robles. 
Dias  despuCs,  se  acogieron  al  asilo 
de  la  Embajada  de  la  RepUblica  de 
Venezuela  otros  dos  compatriotss  con 
tra  quienes  habia  order,  de  detencidn, 
uno  de  ellos  e],  colega  Alvin  Weeden 
Gamboa.  Actualmonte  se  cleva  a siete 
el  nUmero  de  abogados  panamefios  que 
sufren  exilio  por  expatriacidn . 

En  raz6n  dc  las  graves  repercusiones 
de  estos  hcchos,  tanto  en  el  orden 
gremial  como  en  el  orden  juridico  e 
institucional  de  ia  Naciou  y en  nues- 
tra  condicidn  de  miembros  del  Colegio 
Nacional  dc  Abogados,  consideramos 
oportuno  que  cl  mismo,  tome  cartas  en 
este  asunto,  para  lo  cual  solicitamos 
que  la  Junta  Directiva  que  usted  pre- 
5;ide,  convoque  una  reunibn  de  sus 
miembros,  a la  cual  se  invite  o se 
conceda  la  cortcsic  de  la  Sala  a mien 
bros  del  Cuerpo  Consultivo  del  Movi- 
miento  de  Abogados  Independientes , 
quienes  suscriben  este  documento,  con 
el  fin  de  estudiar  este  delicado  e in 
soslayable  problema  y buscarle  la  me- 
jor  solucibn  posible. 


Para  nosotros,  senor  Presidente,  con^ 
tituyen  postulados  dc  indeclinable  o]o 
servancia,  luchar  por  cl  respeto  de 
los  derechos  humanos,  por  la  plena  vj. 
gencia  dc  los  derechos  individuales  y 
sociales  y el  e.jercicio  de  las  libcr- 
tades  pOblicas,  dentro  del  marco  de 
la  Constitucibn  y la  Ley,  y el  de  se_r 
vir  de  instrumento  permanente  de  de- 
fensa  de  los  prof csionales  del  Dere- 
cho  que  scan  objeto  de  persecucibn  po 
litica,  discriminacibn  o trato  injus- 
to. 

Posteriormente  se  podria  considerar 
la  convocatoria  dc  una  Junta  o Asam- 
blea  General  Extraordinar ia  del  Co- 
legio, tal  como  lo  prevb  el  Articulc 
10  de  los  Estatutos. 

Del  Senor  Presidente  y demJs  Miembros 
de  la  Tunta  Directiva,  atentamente, 

GUILLERMO  A.  COCHEZ,  Hijo 
CARLOS  A.  EHRMAN 
BOLIVAR  DAVALOS  M. 

M.  B.  CARCIA  ALMI'NGOR 
juAii  E,  LOMBARDI  T, 

CARlOS  E.  ADAI'IES  l. 

FABIAN  ECilEVERS 
GJILLEKMU  ENDARA  C. 

ELSA  M.  DE  GARCIA 
JAIME  MORA 
RICARDO  A.  ARIAS 
TOMAS  HERRERA 
MARIO  j . GALINDO 
CARLOS  I.  ZUNIGA 
RUBEN  AROSEMENA  G. 

AURA  FERAUD 
CARLOS  L.  LOPEZ 
EUSEBIO  MARCHOSKY 
TOAQIITN  ORTEGA  V. 

NATIVIDAD  PINANGO 
DIOGENES  AROSEMENA  G. 

JOSE  ANTONIO  SOSSA 
jOSE  MANUEL  FAUNDEZ 


(viene  de  pAg.  3 y continba  en  p£g.  12) 

dad  jurldica.  Dcbe  exigirsc  igual- 
mente  el  respeto  al  principio  dc  la 
presuncibn  de  inocei'.cia  y a las  ins- 
tituciones  trrdicionales  dc  libertad 
provisional,  cxcarcclacibn  y connini- 
cacibn  de  los  procesados.  Exigir 
igualmcnto  la  investigacibn  y climi- 
nacibn  do  organizacioncs , tales  como 
los  ' Escuadroncs  de  la  N.ucrtc'  y sus 
ariAlog('S. 


"9.  Expresar  el  repudio  a la  uti- 
lizacibn  ideolbgica  deformante  de  no 
clones  que,  como  de  'seguridad  nacio 
nal'  ocultan  sistemas  de  represibn. 
Por  oposicibn  a tales  ideologtas  se 
SListentb  cl  principio  de  la  partici- 
pacibn  active  dc  los  sectorcs  popul^ 
res  y se  destacb  el  panel  que  corres 
rondc  a las  Fuerzas  Armadas  en  ci 
resguardo  dc  los  intcreses  populates 
frentc  a la  acoibn  contrarcvoLuc  lon^a 
ria  del  imperial  isnio  y de  los  sectc- 
rcs  locales  minoritarios . 


79-367  0-77-31 
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LOS  ANALES  LEGISLATIVOS 


A ningQii  abogado  escapa  la  gran  im- 
portancia  que  para  la  debida  conipreu 
si6n  de  la  norma  de  derecho  tienen 
los  anales  legislativos,  el  saber 
quidn,  y el  por  qud,  se  propuso  de- 
terminado  artlculo  o una  ley  dada. 

De  all!  el  gran  valor  prfictico  de 
los  anales  de  las  comisiones  codifi- 
cadoras  y de  las  actas  de  discusibn 
de  los  anUeproyecLos  de  leyes  y ccn£ 
tituciones.  ~ 

En  la  Constitucibn  vigente,  existe 
un  artlculo  que  mueve  a todos  los  pa 
namenos,  particularmente  a los  abog7 
dos,  a enorme  curios idad,  por  su  no- 
vedad  en  el  orden  de  las  teorias  po- 
liticas  de  la  democracia  representa- 
tiva,  de  que  esa  cons titucibn  Simula 
nutrirse . 


dor  General  de  la  Nacibn,  al  | 
Procurador  de  la  Administra-  I 
cibn  y a sus  respcctivos  su-  s 
plonf.es;  acordar  la  celebra-  t 
cibn  de  contratos,  negociacibn  [ 
de  emprestitos  y dirigir  las  ; 
relaciones  exter lores. 


El  General  Omar  Torrijos  Her re 
ra  tendrfi,  ademfis,  facui fades 
para  asistir  con  voz  y voto  a 
las  reuniones  del  Consejo  de 
Gabinete  y del  Consejo  Nacio- 
nal  de  Legislacibn,  y parfici- 
par  con  derecho  a voz  en  los 
debates  de  la  Asamblea  Nacio- 
nal  de  Representantes  de  Corr^ 
gimientos  y de  los  Consejos 
Provinciales  de  Coord inacibn  y 
de  las  Juntas  Comunales". 
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Es  el  Articulo  277,  que  reza  como 
gue: 

"ARTICULO  277.  Se  reconoce  co- 
mo Elder  Mdximo  de  la  Revolu- 
cibn  panamena  al  General  de 
Brigada  Omar  Torrijos  Herrera, 
Comandante  Jefe  de  la  Guard ia 
Nacional.  En  consecuencia,  y 
para  asegurar  el  cumplimiento 
de  los  objetivos  del  proceso 
revolucionario,  se  le  otorga, 
por  el  tbrmino  de  seis  anos, 
el  ejercicio  de  las  siguien- 
tes  atribuciones : Coordinar 

toda  la  labor  de  la  Administr^ 
cibn  Pbblica;  nombrar  y sepa- 
rar  libremente  a los  Minis tros 
de  Estado  y a los  m.iembros  de 
la  Comisibn  de  Legislacibn; 
nombrar  al  Contralor  General  y 
al  Subcontralor  General  de  la 
Reptiblica,  a los  Directores  Ge 
nerales  de  las  entidades  autb- 
nomas  y semiaulibnomas  y al  Ma- 
gistrado  del  Tribunal  Electo- 
ral, que  le  corresponde  nom- 
brar al  Ejecutivo,  segbn  lo 
dispone  esta  Constitucibn  y la 
Ley;  noiTibrar  a los  Jefes  y Ofi 
cialcs  de  la  Fuerza  rbblica  dc 
conlormidnd  con  esta  Constifu- 
cibn,  la  Ley  y el  Escalalbn  Hi 
litar:  noinbrar  con  la  anroba- 
cibn  del  Consejo  de  G.abinote  a 
lo.s  Hacistrados  do  la  Corte  Gu 
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En  ausencia  de  una  indicacibn  ofi- 
cial  exacta,  era  de  esperarse  que 
surgiesen  nombres  de  personas  all^ 
gadas  al  rbgimen,  como  los  posibles 
autores  del  articulo  en  cuestibn. 

Hay  quienes  se  lo  atribuyen  al  Ledo. 
Ricardo  Alonso  Rodriguez;  otros  con- 
sideran  que  es  obra  del  Ledo.  Juan 
Materno  Vbsquez,  y muchos  que  es  de 
la  brillante  cosecha  del  Ledo.  Aris- 
tides Royo.  Dada  la  huella  imborra- 
ble  que  dejarb  esc  logro  constitucio 
nal  en  la  historia  politica  y jurici 
ca  del  pals,  es  a todas  luces  injus- 
to  para  el  autor  que  su  nombre  sea 
desconocido  de  la  ciudadania,  y se 
l£’.  dcspoje  asl  del  homenaje  permaiten 
te  y agradecido  del  panameho  medio, 
con  profundo  sentido  de  eternidad  y 
dc  grandeza. 


Ante  el  prudentc  silencio  del  autor, 
a estas  alturas  del  proceso  movido 
por  irresistible  modestia,  no  queda 
mbs  que  insistir  en  que  se  vuelva  a 
la  saludablc  prbctica  de  hacer  pbbn 
cas  las  deliberac ioncs  dc  las  comi- 
siones redactoras  de  los  textos  lcg_a 
Ics,  comentando  por  la  dc  la  Carta 
Magna . 


Hay  muclia  admirncibn  y gratitud  con- 
tenida,  iavuiables  al  excepcional  pa 
namcho , 


|H-|( 
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P5g.  6 


CON  EL  SENOR  PRESIDENTE  DE  LA 
CORTE  SUPREMA  DE  JUSTICIA 


LA  iKDEPENDEKClA  DEL  ORGAMQ 


JUDICIAL 


Uno  da  ios  mis  earns  anhclos  pollt_i 
cos  dc  la  humaaidnd  civilizada,  cs 
la  consagraci6n  formal  y material 
del  priacipio  de  la  independencia  y 
seriedad  del  Orgaao  Judicial,  que 
cn  la  prdctica  sc  manifiesta  csen- 
cialmente,  entre  otras  formas,  con 
la  no  participacifin  dc  sus  miembros 
en  las  luchas  pollticas,  en  el  jue~ 
go  y rejuego  de  la  polltica,  sin 
que  cllo,  claro  cstd,  implique  pre- 
hibicidn  alguna  do  cjercer  los  dorc 
chos  politicos  f undamentales  del 
ciudadano  de  cualquier  Estado  de  D£ 
recho. 

Como  consecuencia  de  lo  anterior, 
tenemos  que  los  Jueces  y Magistra- 
dos  son  incapaces  de  recurrir  a los 
medios  de  publicidad  y de  informa- 
ci6n  para  defender  o atacar  ante  la 
ciudadania  tal  o cual  actitud  pdbl^ 
ca  o privnda  de  los  asociados,  por 
considerarse  que  ello  implica  un 
cierto  prejuzgar,  que,  por  esencia, 
es  contrario  a la  sagrada  misidn  de 
administrar  justicia,  la  que  s61o 
se  puede  cunplir  mediante  un  estu- 
dio  objetivo,  serio  y profundo  del 
prcblema  planteado  ante  las  autori- 
dades  judiciales  para  su  resolucidn 

Es  por  eso  que,  cuando  acuden  a los 
medios  de  publicidad  en  forma  unil_a 
tera.l,  sin  permitir  la  misma  parti- 
cipacidn  a aquellos  a quicncs  pre- 
juzgan  y aluden  de  manera  impropia, 
saliCndose  para  ello  del  claustro 
del  tribunal,  incurren  en  mal  uso  y 
maltratamiento  de  la  investidura 
que  les  ha  sido  conferida  en  presun 
to  homenaje  a los  valores  de  serie- 
dad, ponderacidn,  objetividad,  equ^ 
dad  . 


ELOGIO  DEL  BEEN  JUICIO 

Los  Genera] os  de  la  independencia 
hisuano- amer icana  sol  fan  recibir  de 
continue  el  aplauso  de  sus  pueblos. 
F.n  sus  perifidicas  giras,  los  Genera 
Ics  eran  colmados  por  Ins  multitu- 
des . Habfan  luchado  contra  cl  colo 
nialismo,  y se  cubrieron  de  gloria 
en  los  compos  dc  hatalla.  Uno  de 
estos  militnres.  el  General  Cdrdo- 
ba,  que  cstuvo  "tan  ccrca  del  cora- 
z6n  do  Bolivar",  regresd  en  cierta 
ocasidn  dc  una  de  sus  correrfas,  y, 
juc.ro  de  liouidnr  una  con  jura  y de 
mntjdar  cl  paroddn  a iiu:chos  de  sus 
adversarros,  luc  invicado  por  sus 


Se  dirfa  que  inseguros  de  poder  eva 
cuar  sus  comproinisos  y responsabil_i 
dndes  por  las  vfas  que  corresponde, 
se  ] anzan  por  la  libre  y apelan, 
precisamente,  ante  aqudllos  que  no 
pueden  emitir  juicio  acertado  por 
carecer  de  los  m5s  elementales  cono 
cimientos  sobre  la  materia:  la  gran 
masa  de  ciudadanos  quo  no  son  abog£ 
dos  y desconocen,  por  endc,  el  der^ 
cho. 

"Donde  termina  el  Derecho,  comienza 
la  tiranfa",  decla  Locke.  Por  eso 
debe  preocuparnos  scriamente  que 
justamente  los  encargados  de  velar 
por  el  derecho,  ejerciendo  la  mi- 
si6n  que  les  asigna  la  Ley,  se  sal- 
gan  de  su  drbita  natural  y ocupen 
la  posicidn  que  la  sociedad  reser- 
va,  por  lo  general,  a quienes  cn 
atencidn  a sus  capacidades  histrid- 
nicas,  sc  les  encomienda  la  menos 
noble  misidn  -nero  no  por  ello  me- 
nos loable-  de  entretener  al  pdbli- 
co  con  gesticulacioncs,  chanzas, 
proverbios  y chascarrillos . 

Y eso  debe  preocuparnos,  porque  es 
indicio  grave  de  la  crisis  del  Dere 
cho  y dc  la  Justicia  el  hecho  de 
que  sus  depositaries  y administrado 
res  se  sientan  relevados  de  guardar 
las  formas  propias  de  sus  funciones. 


partidarios  a un  gran  acto  en  hu  ho 
nor.  El  General  Cdrdoba  decidifi 
asistir  al  acto  y cit6  a uno  de  sus 
Ayudantes  para  que  le  ayudara  en 
sus  perchas  y acicalamientos . El 
General  C6rdoba,  ante  el  espejo,  se 
colocaba.  muy  ufano,  cada  condecor_a 
ci6n  en  algdn  sitio  de  su  empavona- 
do  pecho.  Se  vela  ante  el  espejo  y 
se  vela  inmenso.  Mds  inmenso  que 
el  mar:  era  un  oedano.  Se  vefa  de 

frente,  se  vela  de  perfil,  se  arre- 
glaba  su  cabellcra;  se  coloc6  todo 
atuendo  castrense  ante  la  mirada  e^ 
crutadora  y perpleja  dc  su  ayudan- 
te,  y entre  mirada  y mirada  blasfe- 
maba  contra  sus  adversarios.  De 
pronto,  con  el  fmpctu  con  que  pro- 
nuncid  aquelia  histdric.i  proclama 
sobre  el  "paso  de  vencodores",  se 
dirige  a su  ayudante,  lleno  de  san- 
tisima  soberbia: 

- Que  mds  mi  Capitdn?  Qu6  mds? 
Bi!On  juicio,  mi  General.  Buen 
j ui ciol 
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LAS  INTERROGANTLS 

dp:  hoy 


1.  For  qu6  en  casi  todo  el  terri- 
torio  dc  la  Repdblica  cxiste  una  co- 
lisi6n  entre  cl  Rcpresentantc  de  Co- 
rreglmiento  y las  Juntas  Comunales? 

SerS  acaso  por  temor  a que  en  estas 
Juntas  Comunales  surja  un  llder  que 
les  impida  la  reeleccidn? 

2.  Por  qu6  el  precio  del  gal6n 
de  gasolina  en  los  Estados  Unidos 
de  America  oscila  entre  $0.40  y 
$0.55,  y en  PanamS  el  precio  es  de 
B/1.00? 

Respuesta:  El  Gobierno  Nacional  re 

cibe  en  concepto  de  impuesto  una  su 
ma  superior  al  medio  Balboa  por  ca- 
da  gal6n  de  gasolina  que  se  venda 
en  cualquier  estacibn.  Es  bsta  una 
medida  que  consulta  los  intereses 
de  las  grandes  mayorlas  populares? 

3.  Por  qub  por  cada  Balboa 
(B/1.00)  que  recibe  el  Oobierno  Na- 
cional tiene  que  pagar  en  concepto 
de  servicio  de  la  deuda  pflblica  (in 
tereses  y araortizacibn)  una  suma  su 
perior  a los  B/0.35,  segCin  el  Presu 
puesto  de  Rentas  y Gastos  de  1976? 
Acaso  esta  situacibn  financiera  no 
es  en  extreme  peligrosa? 

4.  Cables  son  las  causas  reales 
de  los  despidos  de  empleados,  del 
cierre  de  los  negocios,  de  las  sali^ 
das  de  capital  hacia  el  extranjero 
y de  la  desinversibn  en  todas  las 
actividades  econbmicas? 

5.  Qub  indujo  realmente  al  Go- 
bierno Nacional  a invertir  la  suma 
de  29  millones  de  Balboas  en  ese 
nuevo  canal  francbs  de  la  Isla  Con 
tadora? 

6.  Qub  ha  hecho  la  Procuraduria 
General  de  la  Nacibn  sobre  las  mbl_ 
tiples  denuncias  de  peculados  y 
malversacibn  de  fondos  pOblicos? 

7.  Cubnto  le  ha  costado  al  Esta 
do  Panameho  los  multiples  viajes 
al  extranjero  realizados  por  los 
funcionarios  pbblicos  durante  el 
afio  de  1975,  "aho  de  la  productivj. 
dad  y de  la  ausceridad"? 

Sin  duda  alguaa  se  han  roto  todos 
los  preccdentes  en  cuanto  al  nCime- 
ro  de  viajes  y cos  to  de  los  mismos. 


ULTIMOS  ACONTECIMIENTOS 

1 . Negligencia  o Quintacoluiimi^ 

mo? 

Desde  hacc  mbs  de  un  mes  los  Consu 
lados  de  Panamb  en  el  extranjero 
no  ciK.'ntan  con  facturas  de  Regis- 
tro  Consular. 

A consecucncia  de  ello  la  imagen 
de  la  Rcpbblica  experimenta  un  in- 
cesante  deterioro,  aparte  dc  que 
el  fisco  deja  de  percibir  ingresos 
cuantiosos . 

La  Direccibn  Consular  de  Naves  del  . 

Minis tcrio  de  Hacienda  y Tesoro  d^ 
be  dar  una  explicacibn. 

2 . Insblita  medida  en  Costa  Rica 

El  Gobierno  de  Costa  Rica  ha  envia- 
do  una  circular  a todas  sus  embaja- 
das  y consulados  instruybndolos  en 
el  sentido  de  que.  se  abstengan  de 
extender  visas  a panamenos  y nicar^ 
guenses  para  penetrar  on  el  territo 
rio  costarricense  desde  lugares  fu^ 
ra  de  Panamb,  sin  previa  autoriza- 
cibn  del  Hinisterio  de  Re] aciones 
Exteriores . 

Preguntamos,  a quibn  o a quibnes  se 
les  teme?  El  por  qub  de  esa  insbli. 
ta  medida? 

3 . Qub  aire  puro? 

Los  Ministros  Nicolbs  Ardito  Barle- 
tta,  Fernando  Manfredo,  al  igual  que 
otros,  la  prensa  y altos  funciona- 
rios pbblicos  sin  el  menor  empacho 
han  exteriorizado  a los  cuatro  vien- 
tos  que  en  Panamb  se  respira  el  aire 
puro  de  las  libertades  pbblicas. 

Nosotros  preguntamos,  qub  pasb  con 
los  peribdicos  "Quiubo"  "La  Opinibn 
Pbblica",  los  nuevos  desterrados, 
los  mftines  que  se  intentaron  cele- 
brar  en  la  Avenida  Balboa,  con  el 
cierre  de  los  locales  y confiscacibn 
de  biene  muebles  de  la  APEDE,  con 
los  comunicados  que  reiteradamente 
la  prensa  se  niega  publicar,  con  los 
mbltiplcs  recursos  dc  amparo  de  ga- 
rantias  constitucionales , habeas  cor 
pus,  recursos  de  inconsti tucionali- 
dad,  etc. 

Si  todo  anda  a las  mil  maravillas, 
por  qub  tanto  tem.or  a las  libertades 
pbblicas? 


8.  Por  qub  en  cstc  pais  ya  no 
se  lialrla  de  Reforma  Agraria? 
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KLOCnO  I)I:L  INFAIITO  M01?AL 

En  nufstra  Rt-pObiica,  tan  llena  de 
andcdotas  pr  ivi  iici  anas , la  vi.dn  de  to 
doG  se  hace  itienos  Intinia.  Los  inedios 
dc  comunlcnc i 6n,  tan  dados  al  superfj^ 
rial  bocliinchc,  tienen  cnterados  a to 
dos  de  todo  cuanto  ocurra  cn  el  dormi 
torio,  en  la  hacienda,  cn  cl  x'lo  y cn 
todas  partes.  La  llamada  "Radio  Beni- 
ba",  tan  efectiva  para  competir  con 
otros  silencios,  tambidn  dcsviste  las 
particularidadcs  intimas  de  los  habi- 
tantes  del  Istmo.  Ultimamente,  y de£ 
de  hace  algunos  ahos,  cunde  la  perpl£ 
jidad  ante  cada  noticia  de  un  infar- 
to,  A Pedro  le  di6  en  infarto'. , anun 
cia  cl  pcri6dico,  la  radio,  el  veci- 
no.  Y todos  cxclaman  sorprendidos : 
Pobrc  Pedro [ Y todos  se  dedican  con 
extraha  fruicidn  a comentar  otros  in- 
fartos,  otras  lesiones  al  corazbn,  y 
se  habla  del  infarto  de  Juan,  que  lo 
llev6  a la  tumba,  y el  de  aqufil  beodo 
que  tambi^n  se  fuc  dc  infarto  en  una 
noche  increible.  El  infarto  es  el 
signo  de  la  sorpresa.  Esc  faracho  s6 
bito  tiene  a la  sociedad-  en  suspense. 
Ha  llegado  para  abatir  a los  que  pas- 
tan  desprevenidos  en  esta  llanura  in- 
mens  a dc  la  RcpSblica. 

Sin  embargo,  de  pronto  ha  surgido 
otro  tipo  de  infarto,  que  ha  venido  a 
competir  con  el  infarto  del  coraz6n: 
es  el  infarto  del  alma.  El  suieto, 
de  pronto,  sicnte  que  cl  alma  ha  muer 
to,  tambidn  de  shbito.  Se  da  cn  aquc 
llos  transehntes  que  han  mantenido 
por  ahos  unas  virtudes  civicas  eleva- 
das:  buenos  ciudadanes,  dignos  ciud^ 

danos,  patriotas,  eru;migos  de  la  usu^ 
paci6n,  del  desdoro.  Son  aqudllos 
que  critican  las  malas  acciones  y los 
despil f arrcs . Son  los  verticalcs. 
Esos,  como  los  muertos,  son  verticalcs, 
o son  vivos  hasta  la  vispcra.  De 
pronto  llega  eso  que  llaman  tentacibi-^ 

0 que  tambidn  llaman  oferta,  para  cs- 
calar,  para  subir,  para  dejar  el  ano- 
nimato  civil,  y cogen  la  oferta  como 
quicn  so  aferra  a im  madero  soiitario 

en  plcno  mar.  De  alll  en  adelanto, 
todo  es  olvido  del  pasado,  todo  es 
claudicaci6n : es  cl  infarto  del  al- 

ma, cs  cl  infarto  moral,  desxna.stador 
como  un  hurncAn,  como  un  Lerremoto; 

• todo  so  dosvanece  en  un  minute.  Y 
el  hnmbre  luertc,  el.  quo  produce  el 
infarto,  desde  las  al turns  dc  su 

01  im-po  l ie  y ('xclania:  aiabadoc  scan 

Ion  infertos  morales;  ya  poseo  el  r,£ 
cieto  del  precio  del  liombre'. 


FLOGIO  DEL  DELITO  Y DE  LA 
MALA  HIERBA 


A partir  del  moinento  en  que  Ion  int^ 
reses  de  los  hombres  suscitaron  con- 
flictos  en  la  sociedad,  las  autoridji 
des  fueron  erigidas  para  imponcr  co- 
creitivamente  el  Dcrecho,  y obtener 
asl  la  paz  phblica.  Las  autorida- 
des,  por  tanto,  garantizaxa  la  liber- 
tad  del  hombre,  el  imperio  de  la  Ley 
y la  vigencia  de  los  deniAs  derechos. 

La  autoridad  se  niueve  en  un  Ainbito 
de  funciones  y la  Ley  escrita  cons- 
trihe  ese  .Ambito,  lo  delimita:  es 

la  camisa  dc  fuerza,  incluso  contra 
el  capricho  del  gobernante. 

Si  esa  Ley  mAxima  indica,  por  ejein- 
plo,  que  en  PanamA  no  existe  la  pena 
de  expatr iaci6n,  eir  cada  caso  en  que 
la  autoridad  expatria  a un  nacional 
viola  la  Ley  y se  precipitaix  a tie- 
rra  todos  Ics  dercches  y todas  las 
garantfas,  porque  se  crige  como  Ley 
mAxima  el  imperio  del  capricho  del 
gobernante.  AdemAs,  se  instituciona 
liza  el  mal  ejemplo.  Porque  si  la 
misma  Ley  dice  que  no  cc  debe  robar, 
o que  no  sc  debe  violar  o que  no  se 
debe  matar,  o que  no  sc  debe  traicio 
nar  a la  Patria,  los  mortales  comu- 
nes,  los  del  Chortillo  y los  de  San 
Miguelito,  ven  en  el  mal  ejemplo  de 
la  autoridad  un  estfmulo  para  la  im^ 
taci6n.  Se  entroitiza  de  tal  manera 
cl  mal  ejemplo,  el  caos  y la  tiranfa, 
la  impunidad  pfibl.ica. 

En  el  caso  concreto  de  la  deplorable 
medida  de  expatr iar  pauamehos,  ya  se 
sabe  dc  particulares  y funcionarios 
que  se  sienten  en  el  derecho  de  re- 
clamar  hoy  la  aplicacidn  de  la  medi- 
da contra  adversaries  politicos;  tal 
el  caso  de  un  Representante  de  Corre 
gimiento  de  la  Provincia  dc  PanamA, 
quien  solicitA  sc  expulsara  del  pais 
cn  un  avi6n  de  la  FAP  a los  miembros 
de  la  Junta  Comunal,  a los  quo  acusA 
de  sediciosos. 

Cuando  el  gobernante  viola  la  Ley  el 
elogio  del  dclito  os  tal  que  sus 
cCoctos  multiplicadcres  brotarAn  co- 
mo la  mala  hierba. 


J ,w.:  --r.t  :■!  ..  i-,  'Os  ..-a. . •• 
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ALACONCIENCiA  DEL 

"SOLO  ESTUDIANDO  LA  HISTORIA  DE  LA 
LUCHA  DEL  MARXISMO  CONTRA  EL  OPOR^ 
TUNISMO,  SOLO  CONOCIENDO  A FONDO  Y 
EN  DETALLE  COMO  LA  DEMOCRACIA  PRO- 
LETARIA  INDEPENDIENTE  SE  HA  IDO  SE 
PARANDO  DE  LA  CONFUSION  PEQUESO 
BURGUESA,  LOS  OBREROS  DE  VAl'iGUAR- 
DIA  FORTALECERAN  DEFINITIVAl-IENTE 
SU  CONCIENCIA". 

RABOCHI,  Ntim.  1,  22  de 
abril  de  1914 

El  grupo  universitario  CAMILO  TO- 
RRES, despuds  de  una  detenida  con- 
sideracidn  de  los  sucesos  politi- 
cos vividos  durante  la  semana  del 
19  al  24  de  enero,  ha  estimado  con 
veniente  dirigirse  a la  conciencia 
del  pueblo  panamefio  en  general, 
respondiendo  a los  prop6sitos  bdsj. 
cos  de  SU  militancia  como  grupo 
universitario,  los  cuales  se  sint£ 
tizan  en  las  consignas  de  lucha 
permanente  por  la  liberacidn  nacio 
nal  y por  la  emancipacidn  de  la 
clase  popular. 

Ui  GRAVE  CONFUSION  POLITICA  EXISTEN- 
TE.  Frente  a los  actos  de  boicot 
econdiiiico  de  un  sector  de  ia  burgue- 
sla  panamena,  acompanados  de  las  reu 
niones  de  la  Ciudad  de  David  en  que 
se  hicieron  amenazas  verbalcs  contra 
el  gobierno  civico-militar  entroniza 
do  desde  196C,  dste  dltinio  se  lanz6 
por  el  camino  riesgoso  de  la  reprc- 
si6n,  con  detenciones  y deportacio- 
nes  que  son  del  dominio  pfiblico.  La 
cadena  de  Ics  hechos  concomitantes 
sigui6  con  las  protestas  de  la  bur- 
guesla  a travds  de  organismos  empre- 
sariales  como  la  APEDE,  hechos  que 
estuvicron  a punto  de  concretarse  en 
una  huelga  bancaria  y en  un  paro  cm- 
presarial  generalizado . 

Tales  acontecimientos , sobrc  un  pue- 
blo escasamente  politizado,  y en  el 
que  siete  ahos  de  gobierno  civico-mj. 
litar  han  dejado  caer  cl  gravamen  de 
una  espesa  demagogia,  suscitaron  gr£ 
vcs  desorientacioncs  e improvisadas 
confusiones,  productos  de  la  honda 
crisis  econdmica,  del  descontcnto  gje 
ncralizado  pcro  sin  cause  alguno, 
del  descrddito  gubernameiital  ante  t£ 
rios  y troyanos,  de  la  actitud  zig- 
zag’acante  de  ciertos  g.rupos  univcrsi 
tarios  > del  apoyo  soborn.'do  en  uue 
sc  dcbaten  otros  sectores  cstudianti 
les  y obreros. 


PAg 

PUEBLO  PAri/UIEiO 

En  esc  mar  confuso  de  reprcsidn  mil_i 
tar,  dc  reacciones  econdmico-pollti- 
cas,  de  omisiones  culpables  y de  cam 
biantes  gestos  de  verbalismo  crio- 
llo,  el  CIRCULO  CAMILO  TORRES  expone 
un  breve  anAlisis  en  este  Manifies- 
to,  con  la  finalidad  de  coadyuvar  en 
la  necesaria  tarea  de  clarif icacio- 
nes  inmediatas,  que  deben  ser  la  an- 
tesala  de  acciones  prdximas,  tendien 
tes  a lograr  el  cauce  de  la  libera- 
ci6n  nacional  y de  la  emancipacidn 
de  la  clase  popular. 

rULALIDAD  POLITICA  Y FALACIAS  TEORI- 
ZANTES.  El  cierre  de  la  universidad 
en  1968;  cl  aplastamiento  de  toda 
fuerza  polltica  de  posible  oposicidn 
insurreccional  o civil,  con  encarce-, 
lamiento  y deportaciones ; la  destru£ 
ci6n  de  todo  testigio  de  constitucio 
nalidad  caracterizaron  los  primcros 
pasos  del  Gobierno  Militar.  Pero 
muy  pocos  panamenos  comprcnd j eron  la 
csencia  de  un  gobierno  que  inici6  su 
propaganda  calif icAndose  de  "restau- 
rador  moral  y de  anti-oligArquico" . 

Las  necesidades  de  apoyo  de  algunos 
sectores  de  masas  hicieron  que  el 
gobierno  tomara  ciertas  medidas  po- 
pulistas,  como  el  Ccdigo  de  Traba- 
jo  y la  ConstituciAn  de  1972,  que 
han  organizado  un  sistema  burocrAti- 
co  de  fachada  popular,  para  la  ejecu 
ci6n  de  las  Ardenes  que  se  dan  desde 
las  alturas  del  poder  pAblico.  Se 
produjo  as!  el  dualismo  aparente  de 
un  gobierno  con  personeros  de  la  bur 
guesla  y de  grupos  calificados  de  i_z 
quierdistas,  dAndose  extraftamente  la 
mano  en  un  proceso  que  adjctivaban 
como  "revolucionario",  pero  detenni- 
nado  Aste  bajo  la  consigna  enganosa 
y confusa  de  que  "ni  con  la  izqi'ier- 
da,  ni  con  la  derecha,  con  PanamA", 
FArmula  que  en  cstos  ahos  de  ir  y 
venii  solo  ha  beneficiado  a los  sec- 
tores de  derecha.  Pero  en  los  Alti- 
mos  trcs  anos,  la  demagogia  gubcrna- 
mental,  su  prensa  propia  o la  ccntro 
lada  y la  telcvisiAn  burguesa,  no 
han  podido  ocultar  por  mAs  tiempo  la 
esencia  del  rAgimen;  la  crisis  econA 
mica  acclerada  por  la  anarquia  guber 
namcntal  ha  provocado  el  enfrenta- 
miento  ocurrido  cn  la  tercera  semana 
dc  enero,  entre  el  Gobierno  y un  se£ 

Loi;  de  la  burguesla  panamena.  Ahora 
cs tA  clara  la  esencia  del  Gobierno 
militar,  pero  el  conjuni.o  do  licchos 
cor'lufjos  han  im]>edido  que  ia  mayor 
i)arto  dc  los  sectores  social  os  com- 
proodan  el  significado  dc  los  econte- 
cimientos . 
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Cierto3  grupos  univqrsitarios  que  ve 
nian  aparcntcimente  advcrsando  al  Go- 
bierno,  decidicron  permanecer  a la 
simple  expecf-ativa,  porque  segGn 
ellos  se  trataba  de  un  pleito  entre 
el  Capital  y el  Gobierno,  en  el  que 
no  tenlan  arte  ni  parte.  Error,  ma- 
ytisculo,  porque  el  problema  politico 
era  el  de  la  represibn,  solucidn  dn- 
da  por  el  gobierno  a los  que  trata- 
ron  de  demostrar  que,  la  crisis  en 
la  que  sc  debatia  la  burguesla,  eran 
correctives  econdmico-politicos,  que 
no  encontrarian  con  el  actual  gobie^ 
no.  La  represidn  politica  que  hoy 
ejerce  el  Gobierno  contra  un  grupo 
de  la  burguesla,  bien  podrla  darse 
mafiana  contra  el  movimiento  estudian 
til  o contra  el  movimiento  obrero- 
reivindicador , como  ha  venido  ocu- 
rriendo  durante  todos  estos  ahos . To 
davia  estSn  fresca  las  deportaciones 
de  Thelma  King,  Diana  Mordn,  Claren- 
ce Beecher,  Jorge  Turner,  Cleto  Sou- 
sa (s61o  hace  un  ano)  y muchos  otros 
hombres  y mujeres  de  izquierda  que 
tienen  que  comer  el  duro  pan  del  exi. 
lio.  Ellos  no  tienen  los  capitales 
de  los  expulsados  y sin  embargo  se 
le  aplicd  la  raisma  represidn  politi- 
ca. No  nos  llamemos  a engahc,  dicha 
medida  represiva  es  una  espada  de  D^ 
modes  sobre  todos  los  que  en  una 
forma  u otra  no  aceptamos  el  camino 
sefialado  por  los  gobei'nantes  de  tur- 
no.  MAs  peligrosa,  ahn,  cuando  se 
ha  dicho.  "que  el  primer  deber  de 
todo  gobernante  es  no  caerse".  Oja- 
15,  pues,  que  no  searaos  prof etas  en 
estos  sehalamientos . 

Dentro  ds  la  oposicibn  antigobierni^ 
ta  universitaria,  algunos  sectorcs 
han  querido  utilizar  analogies  hist^ 
ricas  empleadas  por  viejos  bolchevi- 
ques,  y han  enjuiciado  al  Gobierno 
panameno  actual  como  "bonapartismo- 
burguds".  Tambibn  yerran  con  tales 
designaciones , frente  a una  realidad 
tan  compleja,  tan  enraaraiiada,  de  tan 
tos  Angulos  oscuros,  y la  prueba  es- 
tA,  en  que  si  al  dia  siguiente  de  la 
represibn  se  lanzaron  por  la  via  de 
los  cartelones  antigo-biernistas,  in 
raediatamente  despubs  han  pasado  a 
las  filas  do  una  supuesta  accibn  "so 
cialista",  de  supuestos  comitbs  de 
obreros,  campesi  .-.os  y guard  las  nacio 
nales,  que  no  se  ven  por  ninguna  ]>ai^ 
to  y quo  hoy  no  pod'-An  existir,  pues 
aqui  en  PanamA  y ahora  no  os  posiblo 
re-editai  una  rcvolucibn  Lolcheviquo 

Senores  de  la  Fraccibn  Socialista  Re 
volucionaria  vl’dR),-  la  Rusia  de  1517 


nada  tiene  que  ver  con  PanamA  1976. 
Viraje  tan  oportunista,  no  lo  pei do- 
na la  historia,  cuando  aycr,  solamen 
te  hablaban  de  los  "melapelistas"  de 
la  FEP  y de  los  "mornios"  vendidos 
del  partido  del  pueblo,  hoy,  a la 
primera  presibn  se  quicbran  y buscan 
el  "amarre",  con  autodenominadas 
alianzas  de  izquierda,  cuando  se  vie 
ron  atacados  por  el  Consejo  Ejecuti- 
vo  de  la  FEP;  y no  mencionar  en  su 
volante,  a quien  les  dlo  la  mano, 
(QUIROS  GUARDIA) , y la  emisora  quo 
tantas  veces,  utilizaron,  (RADIO  IM- 
PACTO) , es  caer  en  la  coroplicidad, 
oportunismo  cobardia,  confusibn  y 
zigzagueo  mAs  aberrances . 

Estos  mismos  cayeron  en  la  coincidcn 
cia  con  las  dirigencias  sindicales  y 
estudiantiles  vendadas  por  el  sobor- 
no  oficial  que  los  ha  trabajado  des- 
de  1970,  respondiendo  al  unisono  en 
sus  ataques  a la  vieja  oligarquia 
(?)  y a la  defensa  de  las  conquistas 
laborales,  que  este  mismo  gobierno 
ha  ido  recortando  (estabilidad  de 
los  obreros  de  la  cons truccibn) . . . 

Por  sobre  todas  las  cosas,  un  pueblo 
despolitizado,  expectador  pasivo, 
pensando  sblo  en  los  prbximos  carna- 
vales,  miraba  con  frialdad  el  show 
de  las  deportaciones  (porque  ellos 
regresarAn  gracias  a sus  cuentas  ban 
carias...),  de  los  mitines  de  la 
APEDE  (que  aquellos  dejaron  realizar 
para  que  se  desahogaran. . .) , y de 
las  confusas  inf ormaciones  del  boi- 
cot  econbmico  explosivo  de  la  Ciudad 
de  David  (un  segundo  chiricanazc. . .) . 

En  sintesis,  frente  a la  realidad  p£ 
litica,  social  y econbmica  sumamente 
compleja  y enmaranada,  nos  abocamos 
a la  caza  de  "tecrias  politicas  bol- 
cheviques  o trotskiscas",  a la  pasi- 
vidad  de  un  "apoyo  al  Gobierno  revo- 
lucionario",  a la  consigna  verbaiis- 
ta  de  los  "soviets  de  obreros,  cara- 
pesinos  y soldados",  a la  falta  de 
conciencia  de  clase  popular,  que  pr^ 
picia  un  carnavalesco  asalto  luinpen- 
proletario  a la  APEDE. 

NUESTR/\  POSICTON.  EL  CIRCULO  CAMILO 
TORRES,  grupo  universitario,  no  cree 
mos  poscc-r  el  monopolio  de  la  verdad 
politica,  ni  nos  jactamos  de  tener 
instrnp.cntos  teOricos  de  auAlisis, 
que  no  permitan  llcgar  a conclusio- 
ncs  certeras  y exentas  de  yerros  u 
equivocos.  Por  el  conLiario,  r.omos 
muy  concirntes  de  ni’estras  limitacio 
nes.  Pero  al  misn.o  ; lenipo,  considc- 
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raraos  que  pucde  ser  de  alguna  utili- 
dad  ruestro  aporte  al  cnj ulcianiien- 
to,  eii  voz  alta,  dt  esta  scmana  admo 
nitoria  de  euero,  que  ha  culminado 
con  un  "entcndimicnto  GOBIEIUMO-CONEP, 
firmado  en  horas  de  la  noche  del  s5~ 
bade  24  de  enero. 

No  faltarSn  nuestros  eiiemigos  polltl^ 
cos  que  vean  en  este  esfuerzo,  un 
apoyo  velado  al  APEDE,  nada  mds  fal- 
se. Lo  que  no  queremos  caer  es  una 
posici6n  c6moda  de  bianco  y negro, 
ni  creer  que  nos  encontramos  en  una 
situacidn  pre-revolucionaria  hacia 
la  tonia  del  poder:  esa  miopia  poli- 

tica  nos  puede  llcvar  a enmudeccr  p_a 
ra  siempre. 

Ni  las  deportaciones , ni  los  carcela 
zos,  ni  los  pares  erapresariales , ni 
los  "entendimientos  pacificos",  ni 
la  abundantc  demagogia,  ni  las  te6- 
rias  politicas"  brujas,  ni  los  "apo 
yos  al  gobierno  revolucionario",  po- 
drdn  resolver  la  grave  crisis  insti- 
tucional,  y menos  la  grave  crisis 
econdmica  que  carcomen  los  cimientos 
del  pals,  y que  golpean  cada  vez  mds 
fuertc  a las  clases  populares,  a los 
obreros,  a los  campesinos,  a los  es- 
tudiantes  y a los  grupos  de  capas  m£ 
dias.  Esa  crisis  general,  avanza  in 
contenible,  y s61o  puede  ser  paliada 
en  forma  transitoria  por  un  Tratado 
del  Canal  entreguista,  a cambio  de 
una  millonada  que  apuntale  al  rdgi- 
men  y a la  burguesia  usuf ructuaria 
de  la  explotacidn  del  pueblo  paname- 
fio.  Pero  un  Tratado  entreguista  no 
salvard  la  descomposicidn  interna 
del  Gobierno  y serd  la  cruz  de  su 
condenacidn  histdrica,  lo  mismo  que 
la  condenacidn  histdrica  de  todos 
los  que  en  seme j ante  empresa  lo  acorn 
panen.  El  pueblo  panameilo  como  un 
todo,  con  sus  debilidades  e incon- 
ciencias,  como  aycr  (10  de  octubre 
de  1925),  como  hoy  (9  de  enero  de 
1964),  como  manana  y como  siempre, 
continuard  su  lucha  de  mdrtires  y de 
hdroes  andnimos,  por  la  liberacidn 
nacional  y por  la  reivindicacidn  de 
las  clases  populares. 

CONSTITUCION  DE  LA  REPUBLICA  DE  PANAMA. 

ARTICULO  29: 

"No  hay  pena  de  muerte,  do  expatriacidn , 
ni  de  confiscacidn  de  bienes". 


En  la  barahdnda  de  hojas  sucltas  que 
ha  recorrido  la  ciudad  capital  en  e^ 
tos  dIas,  hemos  leldo  con  satisfac- 
cidn  el  comunicado  de  la  FAT  y de  la 
FETICOMMS,  Federaciones  sindicales 
que  han  exigido  la  REAPERTURA  DE  RA- 
DIO IMPACTO,  LA  PRESENCIA  DE  SU  PRO- 
PIETARIO  ALBERTO  QUIROS  GUARDIA  y la 
LIBRE  EXPRESION  DEL  PENSAMIENTO.  Ex 
presamos  nuestra  solidaridad  con  los 
planLcamientos  esencialcs  dc  tales 
Federaciones.  Deshacerse  de  ALBERTO 
QUIROS  GUARDIA,  con  la  trama  y habi- 
lidad  politica  de  confundirlo  y des- 
prestigiarlo  con  quienes  se  han  enr^ 
quecido  a costa  del  trabajo  de  los 
istmefios,  es  una  vil  canallada.  Por 
que  no  ha  sido  sino  aprovecharsc  de 
la  coyuntura  de  la  conspiracidn  eco- 
n6mica-poli tica,  para  eliminar  de 
una  vez  por  todas,  del  panorama  na- 
cional, a uno  de  los  pocos  hombres 
que  supo  mantener  una  lucha  permanen 
te  por  el  rescate  de  la  Soberania  y 
quien  habla  convertido  su  ernisora  en 
Anica  tribuna  libre  y popular.  Ir6- 
nicamente,  al  dia  siguiente  de  su  d^ 
portacidn  se  anuncia  la  proximidad 
de  los  borradores  de  un  nuevo  Tratn- 
do,  que  entre  uno  de  sus  acuerdos  mds 
sobresalientes  estd  la  legalizacidn 
de  las  BASES  MILITARES,  BASES  que  his 
t6ricamente  han  sido  rechazadas  por 
nuestro  pueblo  y que  ALBERTO  QUIROS 
GUARDIA  recogid  dicha  consigna  para 
seguir  luchando  en  esta  hora  de  deba 
te  nacional. 

Hacemos  promesa  de  continuar  nuestra 
lucha  inmediata  por  el  af ianzamiento 
demficratico  de  todo  el  pais,  y nues- 
tra lucha  permanente  por  la  libera- 
cidn nacional  y por  la  emancipacidn 
de  la  clase  trabajadora.  Insistimos 
en  nuestra  consignas: 

UNIDAD  DE  LOS  GRUPOS  INDEPENDIENTES 
OBREROS,  CAMPESINOS  Y ESTLTDIANTILES : 
FRENTE  AL  IMPERIALISMO  Y A LA  REAC- 

cion: 

ALTO  A LA  DEPORTACION  Y AL  CARCELA- 
ZO:  ES  UN  ARMA  DE  DOBLE  FIDO. 

TRATADOS  AMPLIAMENTE  DISCIJTIDOS;  QUE 
ALBERTO  QUIROS  G.  Y RADIO  IMPACTO 
PARTICIPEN  EN  EL  DEBATE! 


i-  * - ■ 
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Con  motivo  de  las  negociac iones , la 
Cancillerla  so  ha  convortido  en  una 
Rosa  de  Vientos.  Se  han  forTiiulado 
declaracionos  a la  mejor  conver.ien- 
cia  y,  en  especie  de  un  slndrome  ma- 
nfaco-depresivo,  se  ha  pasado  del  pe 
simismo  al  optimismo  y de  ambos  ex- 
tremos  a un  estado  de  catalepsia. 
Todo  comenzdj  o continu6,  con  motivo 
del  viaje  a Roldanillo. 

A partir  de  alii  se  leyeron  las  si- 
guientes  declaraciones : 

a)  El  General  Torrijos  declare  que 
las  negociaciones  marchan  bicn  y que 
en  las  prdximas  semanas  se  firmarian 
los  borradores  de  Tratado  .'Optimis- 
mo)  . 

b)  El  Canciller  Tack  declara  que, 
ef ec tivaraente,  en  cuestidn  de  sema- 
nas se  firmarian  los  borradores  de 
los  nuevos  tratados  (Sigue  el  opti- 
misrao) . 

c)  El  Negociador  Bunker  declara  que 
los  borradores  do  Tratados  bien  po- 
drlan  ser  firmados  a finales  de  1976 
(S®  iryecta  pesimismo) . 


c)  El  General  Torrijos  dias  atrSs 
habla  enviado  un  ultimatum  a Bunker: 
"0  regresa  a la  prdxima  ronda  de  ne- 
gociaciones con  soluciones  concre- 
tas,  o mejor  sc  queda  en  su  casa" 
(catalepsia) . 

e)  Surge  la  expatriacidn  de  11  pana 

meuos;  algunos  sectores  se  convulsio 
nan  y ACAI'J-EFE  inicia  su  habitual  ce 
pilleria,  y transmite  un  cable  con 
informacifin  dirigida  a los  bolsillos 
de  los  empresarios:  "Triunfo  de  To- 

rrijos. El  Canal  ser5  nuestro  para 
1995.  (Optimismo  cauteloso  y divid_i 
do.  Unos  preguntan:  a cambio  de 
qud?  Otros  dicen:  vienen  los  millo- 
nes'.  ACAN-EFE  o mds  bien  Zoilo  Mar- 
tinez de  la  Vega,  justifica  su  sala- 
rio  en  la  Guardia  y se  apunta  en  la 
rifa  del  prdximo  paseo  oficial) . 

f)  Se  convoca  una  Conferencia  de 
prensa  de  Bunker,  presidida  por  el 
Zar  de  Cobre.  (Optimismo  porque  es 
Bunker  post-ultimatum) . 

g)  El  General  Torrijos,  pausadamen- 
te,  declara  en  un  Scminario  de  San 
trancisco  de  la  Montana;  "Apuros  pa- 
ra qu6?  Lo  que  queremos  no  es  un 
tratado,  sino  un  tratado  que  sea  bue 
no  para  el  pais",  (catalepsia). 


- E D 1 T O R I A 


En  este  pais  la  oposici6n  pacifica  y legal  dcbe  ser  una  de  las  reglas  del  jue- 
go,  y nadie  tiene  derecho  a conculcar  esa  regia.  Nos  corresponde  a todos  el 
deber  de  luchar  por  su  vigencia. 

Esta  Patria  es  de  todos  y el  pueblo  debe  dirigirla  con  su  participacifin  libre 
y pacifica,  con  el  escrutinio  permanente  de  su  voluntad,  libre  y lealmente  m^ 
nifestada. 

Las  reglas  del  juego  deben  cstablecer,  por  lo  monos,  un  minimo  de  respeto  por 
la  opini6n  contraria.  Establecerlas  y respetarlas  es  sana  politica  que  debe 
interesar  a todos  los  panamehos,  incluso  a quienes  hoy,  desde  las  alturas  fe- 
briles  del  podcr,  la  rcpudian. 


(viene  de  pdg.  3) 

En  la  misma  se  plantea  la  posibili- 
dad  de  una  reunion  del  MovimionCe  de 
Abogados  Indcpcndienl es  con  la  junta 


J lo  di 


10.  Reafirmar  el  derecho  de  asi- 
plomdtico  y territorial. 


Directiva  d 
nidad  de  nn 
or d inaria  d 
luchar  por 
lumMCiOS  y d 
pe;':ii;V.-!C-.iLe  d 
sionalc 


"1  Coic-gio  y en  su  oportu 
Asamblea  I'ensral  Extra- 
Colagiu,  con  miras  a 
respero  de  los  derochos 
sereii  de  ins trniiiC'i' to 

P'rerho  quo  objoto 


dc  pc 
ci6n 


-cucidn  poLtti.f'a,  disc'-LM 
:rato  injusto. 


LHC 


' ' FIECOMENDACION  FINAL 

"En  atcnciCn  a lo  expuesto  en  los  in 
formes,  y declaraciones  de  la  Comi- 
si6n  No.  4 de  esta  Conferencia,  y te 
iiiendo  presente  las  denuiicias  e in- 
f (jimaciones  nrcsentadas  por  los  dis- 
tintos  delcgados,  sc  eiicomienda  a la 
Asociacida  cle  Jiiristas  de  An;'rica, 
la.  i ii^pl  ementac; i 6n  de  las  medidcs  nc- 
-•esarias  para  Lrves cigar,  cienur-ciei. 
y promover  respeto  aids  auipiic  a los 
i.a^reclios  liui'.ia.'ios  en  iVm.iriea". 
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El  Minlstro  do.  Trabajo,  Lcdo,  Add" 
fo  Ahumada,  rocordd  a loa  eiiipresa" 
rios  panninefios  quo,  do  acuerdo  con 
el  C6digo  do  Trabajo,  no  oxiste  la 
figura  del  paro  ])atronal , Algunos 
ctnpresariosj  sin  eirbargo,  dccidie- 
ron  cerrar  bus  negocios  en  eeila  de 
ppotesta  por  el  destierro  de  once 
ciudadanos  de  Par.aiii^. 

Posterlormcnte  algunos  taxietas  de- 
cidieron  paralizar  sus  labores  y, 
sin  prestar  atencidn,  por  analogla, 
a las  palabras  del  seflor  Minlstro, 
un  medio  dia  cualquiera,  estrenaron 
un  cmbotellamiento  de  la  circula- 
ci6n.  En  el  caso  del  paro  patronal 
que  censurb  el  Ministro  sc  sabia 
que  los  empresarios  adoptaron  tal 
actitud  en  sefial  de  protesta  por  el 
destierro  de  unos  panameflos . Pero 
la  huelga  de  los  taxistas  era,  se- 
gdn  unos,  en  apoyo  de  los  destie- 
rros  y,  segOn  otros,  de  protesta  s_i 
mulada  por  el  aumento  de  los  pre- 
cios  de  la  gasolina. 

Pero  arabos  heebos  -el  paro  y la  , 

huelga-  pusieron  de  manifiesto  la  | 
caduca  estructura  jurldica  que  con-  I 
sagra  la  legislacibn  laboral  a la 
huelga  y al  paro.  Nuestro  actual 
Cbdigo  de  Trabajo  ha  hecho  de  la 
huelga  un  recurso  que,  para  ejercer 
lo,  es  necesario  librar  mil  bata- 
llas  legales  que,  en  hltima  instan- 
cia,  s61o  sirven  a los  empleadores . _ 

Lo  fundamental  en  la  huelga,  corao 
arma  obrera,  es  su  factor  sorpresa. 

En  ello  radica  su  eficacia.  El  C6- 


I ELOGIO  DE  LA  AMNESIA  | 

Realmente  las  "tradiciones  demoerbti^ 
cas",  como  dijo  en  Chiriqul  el  Mini^ 
tro  Royo,  son  muy  precarias  en  la  so 
ciedad  panameila.  Una  deraocracia  for 
malista,  vaefa,  de  instituciones  db- 
biles,  imperaba  en  nuestro  medio. 

Los  partidos  politicos  nada  hacian, 
sblidamentc,  por  perfcccionar  las 
instituciones,  y,  por  el  contrario, 
las  tomaban  por  asalto  como  botin  de 
guerra.  Era  tradicional  que  los  pa£ 
tidos  en  el  poder  se  atr incheraran 
en  posiciones  claves.  Tomar  el  con- 
trol de  los  juzgados  municipales  y 
de  las  personerias,  por  ejemplo,  era 
raisibn  estratbgicn  de  los  partidos. 
Esas  organizaciones  se  usnhan  para 
dispensar  servicios,  o para  dar  ga- 
rretazos  que  tambibn  reciben  el  nom- 
bre  de  Senteiicias  o Vistas  Fiscales. 

En  el  pasado  no  hubo  consolidacibn 
de  las  "tradiciones  deipocrdticas" 


digo  de  Trabajo,  con  su  procedimien 
to  interminable,  acufta  el  viejo  re- 
frdn  sobre  la  "guerra  avisada"  y la 
mortandad  de  soldados.  Cuando  lle- 
ga  la  hora  de  la  huelga,  el  emplea- 
dor  la  espera  con  toda  clase  de  mu- 
niciones,  y en  condiciones  bptimas 
y s’.iperiores  para  el  enfrentamiento 
oon  los  obreros.  

De  alii  que  en  todo  pals  con  un  raov^ 

. miento  obrero  desarrollado  y concien 
tizado,  las  huelgas  se  decretan  de 

■ un  momento  para  otro,  sin  trbmites 
de  ninguna  clase.  Y asl  taiubibn, 
sin  duda,  los  pares  patronales. 

El  bltimo  paro  patronal  y la  bltima 
huelga  de  taxistas,  organizados  de 
sbbito,  al  compds  de  las  necesidades 
y consignas  de  bltima  hora,  sin  los 
previos  pronunciamientos  que  exige 
la  Ley  sobre  huelgas  justas,  legales, 
etc.,  hacen  de  las  declaraciones  del 
sefior  Ministro  un  ripio  que  en  si 
trasunta  una  concepcibn  anacrbnica 

, sobre  el  recurso  de  la  huelga.  Los 

■ taxistas  han  verificado,  en  "la  rea- 
lidad objetiva"  la  necedad  de  los  bo 

;•  zales  que  la  oligarqula  logrb  meter 
en  el  Cbdigo  de  Trabajo,  y por  eso 
fue  triunfal  su  huelga;  y los  eroplea 
dores,  al  menos  en  algunos  sectores, 
tambibn  degustaron,  abn  en  contra  de 
sus  principios,  las  bondades  de  los 
paros  a la  libre,  sin  acatar  las  ad- 
vertencias  del  sehor  Ministro. 

A decir  verdad,  los  taxistas  y los 
empleadores  han  establecido  un  prece 
dente  que,  si  se  vuelve  costumbre, 
el  Cbdigo  de  Trabajo  se  modificarla 
en  el  capltulo  sobre  huelgas  y paros. 


que  nos  legaron  nuestros  bisabuelos, 
precisamente  por  esas  malas  prbeti- 
cas  de  los  partidos  y de  los  horn- 
bres  seleccionados  para  servir  de  ga 
rroteros.  ~ 

Muchos  panamenos  de  hoy  siguen  pen- 
sando  de  igual  manera.  Es  decir,  mu 
chos  que  ayer  criticaron  las  prbeti- 
cas  que  lesionaban  las  tradiciones 
democrbticas , . siguen  hoy  critienndo 
ese  pasado.  Lo  glorioso  es  que  mu- 
chos que  ayer  eran  instrumentos  y 
hasta  jefes  o sccretarios  de  los  j£ 
fes  de  esas  naias  prbcticas  que  im- 
pidieron  el  desarrollo  de  "las  mejo 
res  tradiciones  democrbticas",  hoy 
son  los  criticos  mbs  virulentos  y 
mbs  varoniles  cn  contra  de  ese  pas^ 
do  qi’O  tanto  los  mimb  y exaltb. 

A Pbg.  2 
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4.  La??  instituci.ones  cle  garauLla 
cn  crisis. 

a)  Amparo  do  Garnniias  Consti- 
Liic)  onal.os . 

Las  osposa?:  do  lo?:  dos ter rados , ino- 
diantc  apodcrado  judicial,  interpu- 
sicron  ua  Anparo  do  G?3ranrias  vGon.':(;_^ 
tucionalos  coatra  cl  ProsidcnOo  Ln- 
kas,  pnr  c?ianto  viol6  abi  or tnrncnl  o 
cl  precepto  contcaido  cn  cl  Artilculo 
29  dc  la  Constitucidn  Nacional  do 
1972: 

"No  hay  pcna  de  mucrtc,  dc  cxpaLria- 
cidn,  ni  de  roafiscacidn  dc  biencs". 
La  Ccrtc  Suprciaa  dc  JusUicia  no  lo 
rcsolvid  sobrc  cl  fondo,  como  Ic  co- 
rrespondc  a todo  organ? smo  a quicn 
sc  le  confia  la  guarda  dc  la  integr^ 
dad  dc  la  Constitucidn,  fils  bien 
r.'6  las  de  Villadiego,  no  lo  admitil, 
y el  argusiento  dc  peso  csgrimido  fue 
cl  de  la  existcncia  de  uu  leve  dofc£ 
to  foriTial.  Dos  Honorables  llagistra- 
dos  salvaron  cl  voto. 

b)  Rocurso  de  Habeas  Corpus. 

Celosos  do  la  obscrvancia  dc  las  li- 
bortades  pfiblicas  nfimcro  plural  dc 
abocados  del  Hovimicnto  dc  Abogados 
Jr.dop'’r;rlirntcG  intcrpus ieron  nr.  ;;c- 
curso  dc  Habeas  Corpus  a favor  dc 
los  desterrados. 

Dicho  Rccurso  no  fue  admiti.do  porque, 
a juicio  dc  la  Cortc  Supreme  dc  .lus- 
ticia,  los  desterrados  nunca  cstuvi^ 
ron  detonidos, 

Extracto  del  flanificsto  del  Cfrculo 
Camilo  Torres. 

Ni  las  deportaciones , ni  los  carcola 
zns,  ni  los  paros  empresar ialcs , ni 
los  "entondimi entos  pacfficos",  ni 
la  abundantc  demagogia,  ni  las  teo- 
rfas  polfticas"  brujas,  ni  los  "apo- 
yos  al  gobierno  rcvolucicnario" , po- 
drln  resolver  la  grave  crisis  insti- 
tiicional,  y mcnos  la  grave  crisis 
rconfimica  quo  carcomon  los  cir.icntos 
del  pais,  y quo  goipcan  cada  vox  mAs 
iuortc  ' las  closes  ptipularos,  a Ins 
obroros,  a los  campesinos,  a los  cr- 
tudiantes  y a los  grupos  dc  capas 
dias.  Esa  crisis  general,  avanxa  in 
cnntoe.ihic,  y nolo  puede  scr  paliada 
on  forir.a  transitoria  por  un  Tratado 
del  Canal  entrcgiiistn,  a cambio  dc 
una  millonada  que  apuntalc  al  ri.'^i- 
mcn  y a la  burguc-sia  ucurri;ctuavia 
dc  la  explotacidn  del  pueblo  panav'.e- 


no.  Pero  un  Trotailo  cnireguista  no 
salvar.i  la  descomnosicibn  interna 
del  Gobierno  y sorA  la  cruz  do  su 
condenaeidn  histdrica,  lo  inisnio  que 
la  cond€'nacibn  histfirica  dc  todos  v 
los  quo  cn  some j ante  emprc??a  l.o  acom 
pafien.  El  pueblo  panamofio  conio  un 
todo,  con  sus  debilidados  c inconcicn 
cias,  como  aycr  (10  dc  octubre  do 
1925),  como  boy  (9  de  cnoro  dc  1954), 
como  mafiana  y como  sicrapre,  continua- 
rd  su  lueba  dc  laArtires  y de  hdrocs 
animimns,  por  la  libcrac.idn  nacional 
y por  la  rcivindicacidn  dc  las  cla- 
ses  popularcs . 


(vicnc  do  p5g.  7) 

4.  Con  el  Seiior  Contralor  General 
de  la  Reptiblica. 

El  Gobierno  Nacional  y demds  entida- 
des  pdblicas  le  pagan  al  Seguro  So- 
cial con  bonos,  al  Banco  Nacional  se 
le  cubre  cl  sobregiro  con  pagards  a 
largo  plazo;  al  Banco  dc  la  Vivienda 
so  le  paga  cl  XTTT  mes  con  pagards  y 
al  IRHE  se  le  cancela  las  cuentas 
de  luz  y teldfono  con  bonos,  etc. 

Koaimente,  Sefior  Contralor,  a cuAnto 
asciende  el  ddficit  fiscal  de  la  Re- 
ptiblica? 

Por  qud  estos  gastos,  que  exceden  la 
sumn  dc  70  milloncs  dc  Balboas,  no 
ban  sido  tornados  cn  cuenta  por  la 
Contralorla  General  de  la  RepQblica 
para  la  detcrminacidn  real  del  ddfi- 
cit fiscal? 

5.  Carta  a la  Junta  Dircctiva  del 
Colcgio  de  Abogados. 

23  miembros  del  Cuerpo  Consul tivo 
del  Movimiento  de  Abogados  Indepen- 
dientes  le  ban  enviado  una  carta  al 
Prosidente  del  Colegio  Nacional  dc 
Abogados  y domAs  miembros  de  la  Jun 
ta  Dircctiva  a fin  dc  que  se  tomen 
medians  sobrc  ].os  destierros  injus- 
tos,  inhuraanos,  arbitrarios  e incons 
titucionales  que  ban  sufrido  niixcro 
r.lural  dc  abogados.  .ictualmentc  sc 
cleva  a ocho  cl  nAme.ro  dc  abogado?; 
p.cnamcnos  que  sufren  cxilio  por  cxp_a 
triacidn . 

Dicba  carta,  feebadn  cl  10  de  febre- 
ro  dc  1976,  Ic  fue  ::ntrcpada  a Senor 
PrcsidenLc  del  Colcgio  dc  Abogados 
el  die  i3  dc  fobiero  dc  1976. 
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NUESTRA  POSICION 

inoG  covifcsnrlo  ahora,  hcmos  sentido  antes  que  no  evacuamos  debidnmente  nues- 
tra  responsabili dad  de  panamefios  cuando  pasanios  por  alto  el  tratamiento  de 
asuntos  de  cnorme  trasccndencia  r.acional , como  lo  son  el  feroz  y escandaloso 
enriquecimiento  de  sujetos  que  medran  al  calor  oficial,  el  gigantesco  nepoti£ 
mo,  el  increlble  y absurdo  dcspilfarro,  la  perniciosa  soberbia  de  los  ranges 
civiles  y militares,  hechos  que  autorizan  a afirmar,  sin  margen  de  error,  que 
se  ban  magnificado  magistralmcnte  los  vicios  denunciados  cn  1968. 

El  pals  no  resiste  el  paso  impuesto  por  la  incapacidad,  la  improvisacidn  y la 
demagogia  institucionalizadas . Este  pals  es  de  todos,  y hay  que  crear  las  ba 
ses  de  la  armonia  y paz  sociales,  condicidn  previa  y necesaria  para  luchar  de 
bidamente  en  el  frente  interne  de  la  rccuperaci/')n  nacional,  y en  el  extreme 
de  la  reaf irinacidn  de  la  soberania.  A ello  se  llega  con  lealtad,  honestidad 
y sentido  de  respeto,  hasta  ahora  ausentes  en  el  sector  pCblico.  El  gobierno 
debe  convencerse  de  que  no  se  puede  dejar  tentar  por  la  idea  de  afirmar  su  au 
toridad  en  la  represibn  creciente  y .mal  uso  del  poder,  sobre  todo  ante  la  ev^ 
dencia  ptSblica  de  que  su  respaldo  popular  no  alcanza  mAs  allA  de  una  comparsa 
mercenaria  de  carnaval.  Es  hora  ya  del  buen  sentido,  de  la  reflexidn  respon- 
sable,  Para  eso  no  se  requiere  de  estadistas  senalados  -gracias  a Dios,  por 
que  no  los  tenemos  en  funciones- ; bastarlan  unos  cuantos  hombres  con  buena  fe 
prevaleciente,  que  no  faltan  en  el  actual  equipo  de  gobierno.  Que  se  sepa 
bien.  , 

El  nuestro  no  es  un  grupo  de  hombres y mu jeres  temerarios,  pero  no  nos 
asusta  la  represidn.  Vamos  a seguir  luchando  por  el  respeto  a la  persona  hu- 
mana,  a su  vida,  a su  integridad  fisica  y moral,  a sus  derechos  constituciona 
les.  Y,  cemo  objetivos  inmediatos,  por  el  regreso  de  los  exilados  politicos 
y la  reapertura  de  Radio  Impacto. 

___  I COMUNICADOS  I 


profunda  en  nuestro  pais.  La  res- 
puesta  de  los  grupos  en  el  poder,  m£ 
diante  el  encarcelamiento  de  los  co- 
legas  miembros  actualmcnte  detenidos, 
se  orienta  a silenciar  una  fuente  de 
critica  y censura  objetivas.  Junto 
con  el  cierre  de  Radio  Impacto,  lo 
que  se  pretende  es  coartar  definiti- 
vamente  la  expresidn  libre  del  pueblo 
panameho,  frente  a los  desmanes  y la 
usurpacidn  reinantes . 

Deseamos  manifestar  que,  a pesar  de 
la  amenaza  y de  la  coaccidn,  nuestro 
movimiento  seguirA  luchando  por  el 
restablecimiento  en  nuestro  pais  de 
una  admiaistracibn  de  justicia  digna 
y el  cjcrcicio  pleno  de  las  liberta- 
des  de  expresidn,  de  informacibn  de 
reunibn  y de  trbnsito,  por  citar  sb- 
lo  algunas. 

Invitamos  a todas  las  organizaciones 
civicas,  profesionales,  sindicales  y 
estudiantiles  a mantenerse  en  estado 
de  alerta. 

Por  la  plena  vigencia  del  dcrecho, 

MOVIMIENTO  DE  ABOGADOS 
INDEPENDIENTES 

Paaamb,  20  de  enero  de  1576. 


3.  Frente  al  contexto  del  COMJJ 
NICADO  OFICIAL,  el  expedido  por  el 
CONEP,  es  totalmente  inoportuno  y 
claudicante.  Adembs,  es  contrario 
a los  mismos  propbsitos  que  preten 
de  perseguir,  que  es  el  retorno  de 
los  expatriados  panamefios,  con  las 
seguridades  que  las  circunstancias 
exigen.  Por  otro  lado,  OMITE  el 
principal  problema  de  fondo,  cual 
es  el  restablecimiento  pleno  y 
efectivo  de  las  libertades  pbblicas 
en  Panamb. 

4.  Por  las  consideraciones  an- 
teriores,  el  MOVIMIENTO  DE  ABOGA- 
DOS INDEPENDIENTES  repudia  y rccha 
za,  totalmente,  ambos  documentos  y 
en  consecuencia  exhorta  a todos 
sus  miembros  y a la  ciudadania  en 
general,  a continuar  la  lucha  por 
la  plena  vigencia  y el  restableci- 
miento  efectivo  de  las  libertades 
pfiblicas,  que  es  pilar  fundamental 
e indispensable  para  la  conviven- 
cia  pacifica  y democrStica. 

Dado  en  la  Ciudad  de  PanamS,  a los 
veinticinco  dias  del  mes  de  enero 
de  mil  novecientos  setenta  y seis. 

MOVIMIENTO  DE  ABOGADOS 
INDEPENDIENTES 
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CRISIS  ns  LAS  INSTTTUCIONES 

Los  sucesos  de  enero  pusieron  a prucba  la  autenticidad  de  algunas  de  las  insCj. 
tuciones  panamefias  que  ticnen  que  ver  con  la  validez  de  la  norma  jurldica.  Nos 
referimos  cnncretamentc  a la  CorLc  Suprena  de  Justicia,  a los  Cucrpos  Docences 
de  las  Facultades  de  Derccho  de  ainbas  Universidades  y al  Colegio  Nacional  de 
Abogados,  por  mencionar  las  entidades  con  mAs  relevancia. 

Es  un  fendmcno  harto  conocido,  por  anLiguo  y corriente,  el  de  la  aparente  pol^ 
tizacidn  de  las  instituciones  fundamentales  de  la  Naci6n,  orlginado  de  varia- 
dos  resortcs  de  la  humana  naturalcza  que  van  dcsde  el  miedo,  liso  y llano,  al 
oportunismo,  transitando  por  el  tenior  reverencial  y los  imperatives  del  apre- 
mio  material,  que  a tantos  arropa.  Durante  la  vigencia  de  reglmenes  autorita- 
rios,  como  el  que  sufrimos,  la  politizacidn  pasa,  de  aparente  y generalmente 
pasiva,  a efectiva  y actuante.  Son  mis  aqui  los  "leales"  de  autobombo,  de  en- 
trega  y sumisidn  con  estridencia,  que,  impacientes , mantienen  la  iniciativa  de 
consultar  niveles  superiores  para  pedir  instrucciones , frente  a los  otros,  a 
los  de  hacer  m5s  recatado  pero  no  menos  consecuente  con  aquellos  a quienes  "se 
deben".  No  hace  falta  bucear  muy  prof undo  en  las  enseftanzas  de  la  experiencia 
diaria,  o en  los  abismos  del  alma,  para  conocer  los  mccanismos  de  la  prevalen- 
cia  de  las  debilidades  del  hombre  sobre  su  formacidn,  sus  principios,  sobre 
esa  otra  forma  trascendente  de  lealtad,  la  que  nos  debemos  a nosotros  mismos. 
Como  consecuencia  de  ese  fenbmeno,  las  instituciones  se  desnaturalizan,  repu- 
dian  su  misifin  y sus  funciones,  para  caer  finalmente  en  la  postracidn  moral, 
y,  como  estdn  formadas  por  personas  generalmente  inteligentes , recurren  a la 
racionalizacidn  de  la  conducta  del  individuo  y grupal,  con  el  fin  de  soportar- 
se  mejor  cuando  se  ven  al  espejo  de  la  opinidn  pdblica. 

Entre  los  recientemente  expatriados  se  cuentan  tres  abogados  en  ejcrcicio,  dos 
profesores  de  la  Facultad  de  Derecho  de  la  Universidad  de  Panamd  y tres  profe- 
sores  de  la  Universidad  Santa  Maria  la  Antigua.  A la  identidad  de  esos  seno- 
se  agrega  el  hecho  de  que  la  medida  tomada  contra  ellos  entrana  escandalosa 
violacidn  de  la  Constitucidn  de  1972,  la  que  prohibe  de  modo  expreso  la  expa- 
triacidn.  Sin  embargo,  ni  la  Corte  Suprema,  ni  las  Facultades  de  Derecho  ni 
el  Colegio  Nacional  de  Abogados  se  sensibilizaron  en  lo  mAs  minimo  con  ocasidn 
de  esos  desmanes,  ni  reclamaron  el  respeto  del  rAgimen  de  derecho,  en  tAcita 
aceptacidn  de  que  tal  rAgimen  dejd  de  existir  entre  nosotros  desde  hace  ya  ba^ 
tante  tiempo.  La  Corte  Suprema  se  consagrd  a su  funcidn  de  antesala  del  Ejecu 
tivo  y de  los  Cuarteles.  Del  nQmero  plural  de  recursos  de  Habeas  Corpus  y de 
Amparo  de  Garantlas  Constitucionales  presentados,  el  primero  de  los  Habeas  Co£ 
pus  fue  resuelto  complacientemente  sobre  la  base  de  un  increible  informe  de  la 
Guardia  Nacional,  en  el  que  se  afirmaba  que  los  expatriados  no  habian  sido  si- 
quiera  detenidos  por  las  autoridades.  Todos  los  otros  recursos  fueron  desesti. 
mados  por  razones  formales,  conteniendo  una  de  las  resoluciones  consideracio- 
nes  que  la  hacen  merecedora  de  un  comentario  aparte.  Valga  sehalar  que  el  tra 
bajo  de  ese  Cuerpo  Judicial,  que  niega  la  vigencia  de  la  Constitucidn  Nacio- 
no  fue  unAnime.  Por  su  parte,  las  Facultades  de  Derecho  de  ambas  Universida- 
des sentaron  cAtedra  indeleble  durante  esos  sucesos.  No  contaron  ni  el  compa- 
herismo  y sentido  de  cuerpo,  que  son  nortnas  de  conducta  bAsicamente  instinti- 
vas,  ni  los  sagrados  deberes  de  la  docencia  y del  ejemplo  dignif icante  que  de- 
be  estar  presente  en  el  diario  hacer;  como  los  monitos  del  aviso,  prefirieron 
no  ver,  ni  oir  y cellar.  Junto  con  el  apostolado,  las  teorias  y ensefianzas 
constitucionales  habian  salido  ya  de  vacaciones.  En  cuanto  al  Colegio  Nacio- 
nal de  Abogados,  su  glorioso  silencio  no  defraudd  ninguna  expectativa.  Desde 
1968  es  un  organismo  mal  comprometido  con  el  rAgimen,  para  lo  bueno  y para  lo 
malo,  en  circuns tancias  que  hacen  que  la  entrega  total  no  imports  ninguna  ven- 
taja  para  el  gremio.  S61o  faltA  que,  con  su  usual  ceguera  que  olvida  aAn  las 
necesidadcs  de  la  propia  conservacidn,  aplaudiera  la  medida  depredatoria  de 
los  derechos  sociales  fundamentales  y cancels  lo  que  quedaba  de  ConstituciAn. 
Los  mecanismos  de  justif icaciAn  puestos  en  marcha,  sofistas  y deleznables,  no 
servirAn  nunca  para  salvar  las  caras  de  cstas  personas.  Muchos  de  ellos,  dis- 
ciplinados  cultores  de  la  historia,  juegan  a olvidar  las  ensefianzas  de  nuestra 
experiencia  politics,  y la  ajena,  para  aprovechar  a cualquier  precio  las  cond^ 
clones  de  trabajo  y las  ventajas  perconales  actuales,  antes  de  que  se  acaben. 

Es  la  magia  del  miedo,  el  harlazgo  y cl  deslumbramiento. 
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PSg.  17 

0''^[>Qcpho€cn  Vicepresidenf^'para 

' ;;  -./j  soiyiaoraor  profo/ema  fcananero  ' ■ 


■^  ‘‘Aprtcio  mucho  lu nuuj- ;• 
tencu  en  defender  !o»  dcrc-r/" 
rliui  de  Paie<rna  al  mismo 
Ciempo  que  rcspcta'.Uj  fta-  ; 
rantia*  de  que  Rorin  todu 
taj  inversionei  privadaj  en 
su  nacidn”,  e-ipresa  ef  jenot 
Wallace  W.  Booth,  Preaiden- 
tc  y'Ejecntivo  Jefe  dc  la  , 
United  Brand*  G^mpany,  en  ' 
carta ' cnviida  al  Vtcepreai- 
dente  dc  In  Repuhlica,  S.  E. 
Gerardo  GonraJea  V.,  en  re- 
Ucion  con  Ua  ultimas  nego-. 
ciacionci  para  legular  las 
operacioDcs  dc  la  empreu 
(janancra  en  cl  pats.  - ' 

, ■ Eh  Vicepresidcntc  Gonza- ’ 
lez  fue  on  factor  decisivo  en 
b busqueda  de  uca  solucidn  . 
al  problems  mscitado  con  la 
United  Brands  y que  en 
Duestro  medio  se  le  dio  el  ■ 
nombre  de  "La<  Guerra  del  / 
Ba.nano”,  al  actuar  i'eomo 
Miembro  de  la  Con&idft  - 
Econo  mica  dc  A!to?>JhreJ 
Dorabrada  par  - e!  GcBev^ , >• 
. Torrijos  .a  raiz  dc  la  “Deyla-fj-;T 
racion  de  Boqiicte",  ctejab^;  ‘7 
viembre  de  1974,  en  »u  con-  : 
dicibn  — en  ese  entoaccs— 
dc  Ministro  dc  DetarroUo 
, Agropecuario.  t ..  ..  ' ■.  *. 

A coutinuacibn,  te  dfrece 
tica  treduccibn  de  la  carta 
en  mencibn  y un  fjesimil  de  ■ 
la  misma:  , ■ ; ■ 

Eneto,  1C  dc  1976 

Su  Excclcncia  >!'  ' • - 

Gerardo  Gonzalez 
Viceprettidente  de  U Repubiica 
Panama,  Repubiica  dc  Panama 
Estimado  Sr.  Vicepresidente: 


Desco  expresar  mi  agra- 
decimiento  por  su  ayuda  en 
la  dificil  tarca  de  Uegar  a los 
nuevos  acueidos  que  rcgulan 
las  operaciones  de  nucstra 
Compahiaen  Panama. 

Aprccio  mucho  su  insis- 
tencia  en  defender  los  dcre- 
chos  dc  Panama  al  niismo 
tiempo  que  respeta  las  ga- 
rantias  dc  que  gozan  todas 
las  inversiones  privadas  en 
su  nacibn,  ascKurar.  el  exito  de  los  nuc-^ 

Por  nucstra  parte,  hare-  ' vos  acuerdos- 
raos  todo  el  esfuerzo  para  Si  e’n  algiin  'momento 


,:j^  - l.  trill!  to  thitA'yoc  for  your  help  tn  the  often  difficult 
. • / .task  of  arriving  at  the  new  agreeuents  whlch  cover  our  „ 

.,  Company's  operations  In  Panaaa 

f_r  1 fully  appreciate  your  insistence  on- defending  Panaiaa's 
■-  rights  while  respecting  the  guarantees  which  extend  to  all 
' tr-prlvate  Invesbnenti  In  your  nation..  - ^ 

Nhttiweiwfir'oake  every  effort,  to  Insure  the  success 


'i'-'j  }f  ®t  any-  time  1‘  can  te  of  service  td  .Your  fxcellc-ncy, 
■j  Iplease  know  that  I e«  at  your  disposition.-  • . : 


Respectfully  yours 


0EP*C*<0  r-;'. 

PecibKio' hoy 
da  19..iS:A  to.'. 

^ * 
YIERNES,  30  DE  ENERO  DE  1976 


puedo  servir  a vueslra  Exce- 
Icncia,  sepa  que  esloy  -a  su 
disposicibn. 


%j9Tnr/>/g’' 

Rexpetuoeamentc, 
. (Fdo.)  Wallace  W.  Booth 


Ai-Llculo  5S5  dal  C6di:;o  Fi.scal: 

"l,.i  expor tacifin  no  causara  iiupuesto  algu- 
no,  -s.alvo  la  da  los  siguientes  productos; 

1 o 

2o.  El  guineo  o banano,  que  estard  sujeto 
al  impuesto  de  exportiacidn  de  dos  y me 
dio  centdsimos  de  balbo,i  (i,0.025)  por 
cada  libr.i. 

C.icet.a  Orici.il  ,.il8.002: 

Ley  4 do  7 dc  Encro  dc  1076,  por  l,i  cu.nl 
so  inodifj.cn  el  ordinal  2o.  del  Articulo 
535  del  C6digo  I jsc.-'l. 

OPINION  ' 


EL  CONSEJO  NACIONAL  DE  LEGISLACION 
DECRETA : 

Articulo  lo.:  El  ordinal  2o.  del  .Articulo 

585  del  C6digo  Fiscal  quedard  asl; 


2o.  r.l  guineo  o banano,  que  estard  sujeto 
al  impuesto  de  cxportaciAn  dc  treinta  y 
cinco  contds  iitios  de  Dr.lboa  (7,10,35)  por  ca- 
da caja  dc  40  a 42  libras  netas. 


cliENETTClO  PARA  QUIER? 
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P5g.  18 


NUESTRA  POSICION 

La  cxpat:riaci6n  dc  trcs  prcstarites  profesionnles  panamcflos  del  derecbo,  miem- 
broG  de  nuestra  organizacibn,  no  puede  en  forma  alguaa  scr  tcnida  conio  hccho 
aislado  en  el  acontccer  uacional.  For  una  parte,  y visto  en  cuanto  a su  im- 
plicacibn  mis  amplia,  los  13  panamcfios  expatriados  en  enero  representan  un  e_s 
lab6n  mis  en  la  larga  cadena  de  arbitrariedades  del  actual  regimen,  cl  cual 
se  encuentra  empeflado,  sin  pudor  alguno,  en  cancelar  sistcmiticamente  todas 
las  formas  de  libertad.  For  otra  parte,  la  medida  parece  a todas  luces  hija 
de  la  conciencia  dc  debilidad  o de  la  dcsesperacidn,  dirigida  cspecialmente  a 
intimidar  y a inducir  desasosiego  en  cl  inimo  de  los  panamenos  fibres,  lo 
cual  representa  una  peligrosa  sintomologla  del  estado  de  salud  del  rCgimen. 
Finalmente,  la  inclusidn  de  los  abogados  en  el  grupo  de  los  privados  tcmporaj. 
mente  de  patria  es  medida  dc  propdsitos  particulares,  encaminada  a silcnciar 
al  Moviiniento  dc  Abogados  Independientcs , y forma  parte  de  un  plan  ya  pucsto 
en  marcha  desde  hace  algQn  tiempo  con  ese  objetivo.  En  el  luismo  contexto  fi- 
guran  otras  medidas  aberrantes,  como  lo  son  la  expatriacidn  de  otro  profesor 
de  la  'Jnivcrsidad  dc  Panamd,  la  cancclacidn  de  la  frecucncia  de  Radio  Impac- 
to  y la  deportacidn  de  dos  ciudadanos  colombianos,  un  argentino  y un  mejicano, 
por  largo  tiempo  radicados  entrc  nosotros  y con  familia  panamena. 

Nuestra  organizacibn  naciA  de  la  inexistencia  en  Panami  de  un  ente  gremial 
autdnticaraente  rcpresentati vo,  libre,  con  dirigcntes  rcsponsables . Las  m.etas 
son  fundamentalmente  gremiales  y nucstras  preocupaciones  las  propias  de  bue- 
nos  abogados  panamenos,  de  all!  que  nos  sintamos  en  la  obligacidn  de  ocupar- 
nos  tambidn  de  algunas  cuestiones  de  intends  general.  Con  todo  y eso,  debe- 

(pasa  a pig.  15) 


COM  u In  1C  : A DOS 


El  MOVIMIENTO  DE  ABOGADOS  INDEPEN- 
DIENTES  ante  la  situacibn  de  fuerza, 
ilegaiidad  y atropello  que  vive  el 
pais,  se  ve  obligado  a pronunciarse 
de  la  manera  mis  endrgica,  com.o  gre- 
mio  de  abogados  y posteriormente  co- 
mo uno  de  los  organismos  comprometi- 
dos  on  el  rescate  de  las  libertades 
pGblicas . 

En  las  primeras  boras  del  dia  de  hoy 
ban  sido  detenidos  elcmentos  prestan 
tes  del  grupo  de  Abogados  Indepen-  ~ 
dientes,  de  la  profesibn  mbdica,  Fre 
sidentes  y altos  ejeoutivos  de  ban- 
cos  privados,  arroccros  y ganaderos- 
de  la  Frovincia  de  ChiriquI,  el  Prof, 
Alberto  Quirbs  Guardia,  propietarios 
de  la  bnica  radioemisora  indeperidien 
to  y a periodistas  honestos  que  a 
diario  lo  acompaiian,  medida  quo  ha 
coincidido  con  el  cierre  de  Fj'.DIO 
IMPACTO. 

El  Movimiento  de  Abogados  Indepen- 
dientes  ha  vcnido  lue'nando  a travbs 
do  su  "Poletin  Tu  j oriivit  ivo"  por  cl 
me jc-ramiento  de  la  administraci.bn  di; 
jus  tier,',  y c]  adi.’ce  ntar.uen  to  dc  la 
gesti  bn  ue  g.  ib  i e rno , amhas  ci  r>"' 


El  MOVIMIENTO  DE  ABOGADOS  INDEPEN- 
DIENTES,  en  vista  de  los  bltimos 
acontecimientos  y de  los  acuerdos 
adoptados  cntre  el  representante 
del  CONEF  y el  Gobierno  Macional, 
considera  opcrtuuo  y neccsario  pun- 
tualizar  lo  siguiente: 

1 . EL  MOVIMIENTO  DE  ABOGADOS  IN 
DEPENDIENTES  no  ha  negociado,  ni  ne 
gociarin  con  el  Gobierno  Nacional, 
el  restahlecimiento  pleno  y efecti- 
vo  de  las  libertades  pbblicas;  las 
libertades  pCblicas  no  son  suscepti^ 
bles  de  ser  negociadas.  El  Movi- 
miento exige  SI-  restahlecimiento. 

2.  EL  COMUNICADO  expedido  por 
el  Gobierno  Nacional  y que  aparece 
publicado  en  "La  Estrella  de  Pana- 
mi"  eii  su  cdiciba  corrospondi ente 
al  dia  25  dc  enero  de  1976,  conti£ 
nc  inexactitudes,  falsedades  y nue 
vas  amcnar.as  contra  los  ciudadanos 
panamenos  que  intentan  ejercer  l;is 
libertades  pbl'li  cas  conculcadas . 

Por  tar, to  no  ofrece,  ni  contienc, 
la  merer  garantfa  sobre  cl  rcsta- 
bleciijiiento  plcmo  y cj'iictivo  de 
las  libertades  pbblicas  en  Penami . 


-'uiunicados  nasaii 
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Mr.  Drummoxd.  The  other  is  a major  party  in  Panama,  which 
essentilally  indicates  this  coalition. 

This  is  the  letter  from  Carlos  * * * about  the  girl.  It  is  an  open 
letter  to  the  general,  to  General  Torrijos. 

The  other  is  a document  from  the  lawyers  group  in  Panama,  which 
is  anotlier  organization.  It  is  the  independent  lawyers,  and  they 
speak  directly  to  the  violation  of  Constitution,  et  cetera,  et  cetera, 
that  is  going  on. 

Mrs.  Sullivan.  Fine.  It  may  be  submitted  without  objection. 

Mr.  Drummond.  I would  like  to  go  on  to  point  No.  2.  In  present- 
ing the  second  subject  outlined  in  your  letter  of  March  30,  that  is. 
Chairman  Metcalfe's  border  incidents  in  recent  months  on  the  Canal 
Zone-Republic  of  Panama  border,  involving  the  Guardia  Nationals, 
I would  like  to  place  into  the  record  a Police  Union  newsletter  dated 
December  31,  1976,  which  this  committee  is  already  aware  of. 

Mrs.  Sullivan.  May  as  well  put  it  in  with  the  others. 

[The  material  referred  to,  and  an  information  paper  on  the 
subject,  are  included  as  follows :] 

Report  on  Latest  Republic  of  Panama — State  Department  Pre-Treaty 

Actions 

CANAL  ZONE  POLICE  UNION  NEWSLETTER,  DECEMBER  31,  1975 

On  December  20,  1975,  Major  Gordon  of  the  Canal  Zone  Police  Division  was 
informally  approached  by  Captain  Ferrufino  of  the  Panama  National  Guard 
who  stated  that  “higher  Panama  OflScials”  requested  that  Panama  be  allowed 
to  post  Panama  National  Guardsmen  within  the  Canal  Zone  along  with  the 
RP-CZ  boundary. 

This  request  was  denied  by  Major  Gordon  and  ignored  by  higher  officials 
of  the  Company /Government  based  on  the  fact  that  it  was  not  a formal  request 
and  that  to  agree  to  it  would  be  in  conflict  with  the  present  treaty  agreements 
between  the  United  States  and  the  Republic  of  Panama. 

On  December  23,  1975,  Cap.  Ferrufino  presented  a formal,  written  request 
of  what  he  had  presented  earlier  indicating  that  the  basis  for  his  request  was 
due  to  the  fact  that  vehicular  raffic  from  Panama  had  backed  up  into  the 
Canal  Zone. 

On  December  24,  1975  about  11 :25  a.m.,  while  the  Governor  of  the  Canal 
Zone  (Gen.  H.  R.  Parfltt),  the  Civil  Affairs  Director  (F.  Castles),  and  the 
Chief  of  the  Canal  Zone  Police  (W.  Kessler),  and  other  members  of  the 
Governor’s  staff  were  meeting  to  discuss  this  matter,  the  Panama  National 
(Juard  arbitrarily  posted  ten  to  fourteen  of  its  traffic  patrolemen  along  the 
Canal  Zone-Republic  of  Panama  border  within  the  Canal  Zone.  These  men 
were  stationed  at  each  intersection  between  the  area  known  as  the  “Frangipani 
extension”  to  the  area  known  as  the  “Far-Fan  entrance”,  on  the  Pacific  Side 
of  the  Canal — a distance  of  about  two  miles. 

A short  time  later,  these  PNG  issued  “courtesy”  citations  and  parking  tickets 
fo  passing  motorists  and  Canal  Zone  vehicles  legally  parked  on  the  border 
between  the  city  of  Panama  and  the  Canal  Zone,  within  the  Canal  Zone. 

One  C.Z.  resident,  who  resides  in  Margarita  was  given  a traffic  citation  by 
the  PNG  for  an  alleged  violation  INSIDE  the  Canal  Zone.  Just  as  the  PNG 
patrolman  handed  her  the  citation,  he  motioned  for  a photographer  who  had 
been  waiting  on  the  Panama  side  of  the  stret  to  come  over  to  take  a picture 
of  the  citation  being  issued. 

That  same  morning.  Major  Garrido,  Chief  of  the  Panama  Traffic  section,  met 
with  Major  Gordon  and  informed  him  that  there  had  been  an  over-reaction 
by  his  subordinates. 

When  Major  Gordon  requested  Major  Garrido  to  remove  his  men  from  the 
Canal  Zone,  he  was  told  that  this  request  could  not  be  complied  with,  but  that 
lie.  Major  Garrido,  would  remove  the  men  stationed  at  Far-Fan  intersection 
wliich  was  subsequently  done. 
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Major  Garrido  indicated  to  Major  Gordon  that  the  Panama  National  Guard 
had  information  that  the  leftist  students  in  Panama  were  planning  to  stage 
demonstrations  during  the  period  between  Christmas  and  January  9,  1976,  and 
the  National  Guard  would  like  to  have  “observers”  on  the  border  during  that 
period  of  time  only. 

After  consultation,  and  approval  from  the  Governor’s  office,  it  was  agreed 
that  starting  at  3 :00  P.M.  on  December  24,  1975,  one  National  Guard  patrol- 
man would  accompany  the  Canal  Zone  Policeman  assigned  to  the  area  known 
as  the  “Ancon  beat”  and  one  National  Guard  Patrolman  would  accompany  the 
Canal  Zone  Policeman  assigned  to  the  Canal  Zone  border  patrol  car  as  “observ- 
ers” within  the  Canal  Zone. 

On  December  29,  1975  (Monday)  the  Canal  Zone  Police  Union  President  met 
with  the  Acting  Police  Chief,  Major  Gordon,  the  Civil  Affairs  Director  and 
the  Governor  of  the  C.Z.  to  discuss  this  matter. 

The  Police  Union  President  informed  Major  Gordon  and  these  higher  Com- 
pany/Government officials  that  the  Union  had  been  directed,  by  a meeting 
held  the  night  before,  to  gather  information  on  the  matter ; solicit  support  from 
the  Congress  based  on  provious  State  Department  assurances  that  there  would 
be  no  pre-treaty  agreements  implemented  without  Congressional  approval  as 
outlined  by  the  Panama  Canal  Sub-Committee  resolution  of  April  23,  1975; 
and  to  present  several  collateral  problems  that  had  surfaced  in  the  short 
period  of  time  that  these  National  Guard  patrolmen  were  assigned  to  their 
duties  as  “observers”. 

The  Union  brought  out  numerous  incidents  instigated  by  those  Panama 
National  Guard  “observers”,  such  as: 

1.  Numerous  incidents  of  abusive  and  obscene  language  directed  at  the 
general  public  while  on  patrol  by  the  National  Guard  assigned  as  an  “observer” 
in  the  Canal  Zone  patrol  car. 

2.  Numerous  sexual  entreaties  and  gestures  towards  females  within  full 
view  of  the  general  public,  while  these  National  Guard  “observers”  were  on 
duty  in  the  Canal  Zone. 

3.  Numerous  incidents  of  abusive  and  obscene  language  directed  at  motorists 
who  had  been  stopped  for  traffic  violations  or  license  checks  by  National  Guard 
“observers”  in  the  C.Z.  police  boundary  partol  car. 

4.  On  December  29,  1975,  one  of  these  PNG  “observers”.  Corporal  Cano, 
decided  to  spray  the  Ancon  Boat  PNG  “observer”,  PNG  Private  Prado,  with 
NACE  in  order  to  test  its  effectiveness  in  full  view  of  the  general  public. 

5.  Issuing  Panama  traffic  tickets  in  the  Canal  Zone  by  National  Guard  patrol 
vehicles  passing  through  the  Canal  Zone. 

6.  Assigning  known  anti-U.S.  Panama  National  Guard  “observers”  to  these 
duties  within  the  C.Z. 

Several  of  the  above  incidents  were  extremely  dangerous. 

1.  On  December  24,  1975,  Corporal  Cano  drew  his  revolver  and  apparently 
was  prepared  to  shoot  a Panama  resident  of  the  Chorillo  housing  area  because 
the  man  ran  from  him.  He  was  persuaded  not  to  shoot  this  man  by  the  Canal 
Zone  Policeman  who  accompanied  him  and  the  man,  while  trying  to  escape, 
was  thrown  to  the  ground  when  his  neck  became  entangled  in  a set  of  clothes 
lines  in  his  path.  As  far  as  is  known,  this  “fugitive”  had  committed  no  offense 
in  the  Canal  Zone. 

2.  On  or  about  December  28,  1975,  between  4 :30  a.m.  and  5 :00  a.m.  one  of 
these  “observers”,  Sgt.  Guevarra,  joined  in  a Canal  Zone  police  chase  of  two 
suspected  burglars  that  had  abandoned  their  vehicle  and  were  trying  to  flee 
into  the  Republic  of  Panama  in  the  area  known  as  the  Avenue  of  the  Poets, 
near  the  “mud  flats”.  After  the  Canal  Zone  police  had  effectively  cornered  one 
of  those  men  in  this  area,  and  having  no  knowledge  of  this  alleged  burglar’s 
prior  actions,  other  than  he  was  being  chased,  this  “observer”  shot  at  the  man 
and  obviously  attempted  to  kill  or  wound  him. 

One  of  the  Canal  Zone  policemen  who  was  between  this  “observer”  and  the 
alleged  fugitive,  turned  to  see  who  had  fired  the  shot  and  effectively  prevented 
this  “observer” — who  was  aiming  directly  at  the  man — from  shooting  again. 
The  “observer”  protested  by  stating : “De  he,  yo  lo  voy  a quemar”,  which  in 
English  means  “move,  I am  going  to  burn  him”.  The  “observer”  further  stated 
in  Spanish  that  “in  Panama  we  burn  them”  (slang  for  “shoot  them”). 

As  this  action  was  taking  place,  or  very  soon  after,  three  PNG  patrol  trucks 
arrived  on  the  scene  and  demanded  to  take  custody  of  the  alleged  burglar. 
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Since  the  chase  had  ended  just  inside  Panama,  the  fugitive  was  released  to  the 
Panama  National  Guard. 

On  numerous  routine  incidents,  when  the  normal  duties  of  the  Ancon  beat 
and  border  patrol  car  could  be  effectively  used,  it  was  necessary  to  assign 
alternate  beat  men  and  cars,  whose  areas  of  responsibility  were  left  unpro- 
tected until  they  had  completed  these  additional  assignments. 

The  Police  Union  brought  out  that  the  general  attitude  the  Panama  National 
Guard  has  toward  the  public  is  not  conducive  to  reasonable  Canal  Zone  law 
enforcement.  Several  examples  were  given  : 

1.  The  National  Guard  have  recently  been  issued  rubber  hoses  with  general 
instructions  to  liberally  use  them. 

2.  The  National  Guard  have  a proven  record  of  shooting  first  and  asking 
questions  later  or  not  at  all.  In  one  instance,  similar  to  the  one  above,  they  are 
alleged  to  have  shot  and  killed  several  street  thieves  who,  cornered  in  an  alley 
in  the  city  of  Colon,  Panama,  attempted  to  surrender  to  custody.  There  have 
been  a rash  of  these  type  shootings  in  the  city  of  Colon  where  human  life  is 
considered  cheap  and  unemployment  is  high. 

Major  Gordon  stated  that  he  would  assign  additional  police  personnel  to  the 
border  to  alleviate  the  problem  of  having  these  PNG  “observers”  participate 
in  Canal  Zone  police  enforcement.  He  further  stated  that  the  Canal  Zone 
police  had  no  information  in  respect  to  student  demonstrations.  The  Police 
Union  stated  that  they  also  had  checked  this  out  with  their  informants  in 
Panama  and  the  Army  security  section  with  the  same  negative  results.  It  was 
felt  that  any  demonstrations  would  come  at  the  instigation  of  the  National 
Guard,  and  not  by  any  spontaneous  student  action.  The  Union  stated  that  the 
“Guard”  was  able  to  turn  these  students  on  or  off  with  ease  and  gave  as  a 
clear  example  the  aborted  student  riots  planned  on  October  11,  1975. 

The  Police  Union  informed  the  Police  and  the  Governor  that  they  had  infor- 
mation that  the  Army  and  the  State  Department  (Embas.sy)  had  not  objected 
to  the  PNG  course  of  action  during  December  24,  1975,  and  requested  to  know 
what  influence  they  had  on  the  Governor’s  decision  in  this  matter.  The  Gov- 
ernor firmly  stated  that  he  had  made  the  decision,  and  that  the  action  taken 
was  solely  his  responsibility. 

The  Police  Union  stated  that  they  had  Arm  information  that  the  “Guard” 
had  no  intention  of  withdrawing  from  the  Canal  Zone  on  January  9,  1976 
unless  they  were  pressured  to  do  so. 

Major  Gordon  stated  that,  unless  he  got  orders  to  the  contrary,  he  intended 
to  issue  orders  not  to  allow  the  Panama  National  Guard  to  ride  in  the  Canal 
Zone  patrol  car  after  .lanuary  9,  1976. 

The  Governor  stated  that  he  would  not  extend  this  cut-off  date,  and  if  the 
“Guard”  refused  to  remove  themselves,  he  would  have  to  reassess  the  problem 
when  it  should  arise. 

Mr.  Eisner,  Administrative  Assistant  to  the  Governor,  assigned  by  the  State 
Department,  who  had  sat  in  on  the  Governor’s  meeting,  asked  the  Union  what 
could  be  done  under  the  circumstances ; would  the  Union  recommend  using 
force  in  order  to  remove  these  men. 

The  Police  Union  stated  that  it  was  obvious  that  the  “Guard”  action  on 
December  24,  1975  was  politically  motivated  to  show  that  they  could  forcibly 
show  sovereignty  within  the  Canal  Zone.  Although  it  was  not  a prudent  idea 
to  use  force  in  a case  such  as  this,  the  problem  was  serious  enough  for  the 
State  Department  to  call  in  Panama’s  Embassy  Officials  and  inform  them  that 
if  they  do  not  remove  the  “Guard”  from  within  the  Canal  Zone,  the  United 
States  would  cut  off  all  aid  to  that  country. 

The  Police  Union  further  stated  that  this  “Guard”  action  was  a flagrant 
violation  of  present  treaty  agreements  with  the  United  States,  and  that  if 
Panama  couldn’t  or  wouldn’t  honor  present  treaty  agreements,  how  could  the 
United  States  reasonably  expect  that  Panama  would  honor  future  treaty  agree- 
ments now  under  negotiation. 

It  was  brought  out  that  Panama  felt  that  the  United  States  had  also  violated 
the  present  treaty ; specifically  in  respect  to  the  “School  of  the  Americas”, 
located  within  the  Canal  Zone. 

Not  caring  to  argue  this  matter  with  our  own  government  officials  (based 
on  the  fact  that  Panama,  through  the  years  has  at  lea.st  acquiesced  to  these 
type  schools,  and  have  gladly  sent  a great  numl)er  of  their  own  Guard  officials 
to  them,  including  their  Chief  of  Government  Omar  Torrijos,  and  the  fact  that. 
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aside  from  its  legal  validity,  it  would  appear  that  the  only  time  Panama  voices 
this  complaint  is  when  they  wish  to  embarrass  the  United  States)  the  Police 
Union  stated  that  this  argument  was  hardly  sufficient  to  justify  the  other  more 
serious  violation  that  the  “Guard”  had  taken.  (Challenging  U.S.  sovereignty 
and  weakening  effective  police  protection  within  the  Canal  Zone. 

When  the  Police  Union  asked  if  any  protest  on  this  matter  was  being  con- 
templated, it  was  stated  that  the  Company /Government  was  formulating  one 
and  would  deliver  it  to  the  U.S.  Embassy  for  final  decision. 

It  was  brought  out  that  the  State  Department  did  not  lodge  a protest  after 
the  recent  Embassy  riots  that  took  place  earlier  this  year,  and  it  was  doubtful 
that  they  would  do  so  in  this  matter,  and  certainly  not  with  any  effect. 

The  Police  Union  brought  out  that  the  State  Department  had  assured  the 
Congress,  in  writing,  as  late  as  April  1975  that  there  would  be  no  pre-treaty 
executive  agreements  with  Panama.  It  was  obvious  that  this  action  was  part 
of  the  State  Department-Panama  pre-treaty  proposals  that  had  generated  such 
concern  in  the  Congress  in  April  1975. 

It  was  further  brought  out  that  this  problem  had  surfaced  several  times 
since  1973,  and  that  at  each  such  time,  this  Union,  at  least,  had  been  assured, 
orally  and  in  writing,  that  all  parties  concerned  would  be  consulted  prior  to 
any  implementation  of  this  so-called  “joint  patrol  agreement”.  Not  once  have 
these  as.surances  been  honored. 

The  Police  Union  brought  out  that  it  had  been  informed  by  contacts  in 
Washington,  D.C.  that  this  type  action  might  surface  during  the  Christmas 
Holiday,  when  the  Congress  was  in  recess. 

The  Union  asked  the  Governor  if  he  was  satisfied  that  the  Army  would 
respond  if  called  upon  to  do  so.  (Referring  to  January  9,  1976  if  the  PNG 
refused  to  remove  themselves  from  the  Canal  Zone  border.)  The  Governor 
stated  that  he  had  complete  confidence  that  they  would  do  so  if  requested. 

It  was  brought  out  that,  so  far,  there  had  been  a complete  news  black-in 
Panama  and  the  United  States  in  respect  to  this  incident,  although  they — the 
Panama  Government — had  dispatched  a public  relations  camera  team  to  the 
area  soon  after  the  “Guard”  were  posted  on  the  Canal  Zone  border.  It  was 
further  brought  out  that,  although  these  Panama  officials  could  not  be  reached 
by  Canal  Zone  Police  Officials.  Colonel  Xoreiga,  Chief  of  the  Panama  G-2 
(secret  police)  and  Colonel  Garcia,  second  in  command  of  the  Panama  National 
Guard,  had  been  seen  in  their  official  vehicles  on  several  occasions  on  the 
border  apparently  inspecting  the  progress  of  the  actions  taken  by  Panama. 

The  Governor  stated  that  the  Company/Government  was  formulating  and 
would  dispatch  a newsletter  to  the  United  States  shortly. 

The  Police  Union  brought  out  that  the  AFSCME  and  the  NMU  had  an  open 
door  to  the  treaty  negotiations  in  Panama  and  the  United  States,  while  the 
Cenral  Labor  Union,  of  which  this  Union  is  a part,  was  forced  to  expend  what 
little  funds  they  had  each  time  problems  such  as  this  one  came  to  the  surface. 
They  had  no  information  in  which  to  inform  their  members  until,  as  in  this 
case,  the  action  had  already  been  taken. 

The  Police  Union  had,  with  permission  and  support  of  the  Central  Labor 
Union,  sent  its  President  to  the  States  at  least  four  times  in  the  last  year,  at 
a great  expense  to  the  CLU  and  the  Police  Union ; as  well  as  great  personal 
expense  to  the  Police  Union  President.  It  was  brought  out  that  the  Company/ 
Government  had  at  least  a joint  responsibility  to  their  employees  to  provide  an 
independent  source  of  treaty  information,  especially  since  they  had  been 
promised  and  denied  this  .«!ort  of  information  by  our  own  government  up  to  the 
present  time. 

It  was  brought  out  that  the  Company/Government’s  assistance  in  this  area 
could  l)e  of  benefit  to  management  as  well.  The  Company/Government's  budget 
crises  was  cited  as  an  example. 

It  was  brought  out  that  it  should  be  obvious  by  now  that  there  would  be  no 
(]uick  turn-around  in  Canal  traffic  which  if  not  effected  soon  would  cause  the 
Company /Government  to  seek  Congressional  assistance  or  further  budget  cuts 
that  would  reflect  on  personnel  displacements. 

It  was  brought  out  that  the  National  Unions  and  the  shippers  were  against 
implementing  any  “admeasure”  changes  making  this  short-term  budget  relief 
appear  bleak. 

The  Police  Union  stated  that  another  possible  solution  to  the  problem  could 
be  effected  by  a major  Canal  Improvement  (Terminal-Lake,  Third  Locks 
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Project)  which  the  Company/Government,  because  of  their  position  could  not 
advocate. 

As  another  matter  of  interest,  possibly  directly  related  to  this  problem ; dur- 
ing the  past  several  months,  the  U.S,  District  Court  in  Ancon  has  been  crating 
and  sending  their  court  records  back  to  the  United  States.  This  Union  was  told 
that  they  “have  decided  to  reduce  their  records  to  microfilm,  for  ease  of 
storage”. 

Also  related  to  the  above.  For  the  past  several  weeks,  the  Government  of 
Panama  has  refused  to  permit  Canal  Zone  Police  Liaison  Officers  to  perform 
their  traditional  duties  and  even  went  so  far  as  to  deny  them  access  to  the 
DENI  Headquarters. 

The  above  information  is  a true  refiection  of  what  this  Union  tried  to  convey 
to  these  Company/Government  Officials  and  what  we  were  able  to  gather  from 
the  statements  made ; it  is  not  a transcribed  version  of  those  meetings. 

William  R.  Drummond. 

During  preparation  of  this  report,  the  following  incident  occurred : On  Janu- 
ary 4,  1976  between  3 :00  P.M.  and  4 :00  P.M.,  full  Lt.  Urania,  PNG  Chief  of  the 
Vera  Cruz  Substation  (Republic  of  Panama)  assigned  two  Panama  National 
Guardsmen,  Martinez  and  Gonzales,  to  plain  clothes  overtime  duty.  Their  pur- 
pose was  to  arrest  marijuana  smokers  and  burglars  within  the  Venado  Beach, 
Canal  Zone  area  (located  at  Howard  Air  Force  Base/Kobbe). 

In  carrying  out  their  prescribed  orders,  and  with  weapons  drawn,  Martinez 
and  Gonzalez  came  upon  several  women  (one  with  a small  child)  and  several 
men,  all  Panamanian  residents  of  Panama  City. 

Several  within  the  group  protested  the  actions  of  the  National  Guard,  stat- 
ing that  they  cannot  make  an  arrest  in  the  Canal  Zone.  An  altercation  took 
place  Martinez  discharged  his  weapon,  shooting  one  of  the  men  in  the  group, 
named  Ayala,  who  is  a nephew  of  Col.  Ayala,  the  Chief  of  Guardia  National 
Police  Force.  Two  Air  Police  Sgts.  arrived  on  the  scene  and  arrested  both 
Guardsmen. 

The  Guardsmen  were  transported  to  Balboa  Police  Station  and  booked  for : 
1.  Assault  with  a deadly  weapon  (a  felony)  ; 2.  Carrying  firearms  within  the 
Canal  Zone  without  a permit  (misdemeanor)  ; 3.  Acting  in  the  capacity  of  a 
Federal  Officer  (felony,  U.S.  Code). 

Both  men  were  given  preliminary  hearing  on  .Tanuary  5,  1976  and  the  hear- 
ing is  continued  until  January  8,  1976.  Major  Garrido,  Chief,  Panama  Traffic 
Section,  was  informed  of  the  incident  on  January  4,  1976  and  sent  a Sub-Lt.  to 
investigate. 

Information  Paper 

.Tanuary  12,  1976. 

From  : Office  of  the  Assistant  Secretary  of  the  Army  for  Civil  Works. 

Subject ; Guardia  Nacional  Unauthorized  Activities  in  the  Canal  Zone. 

Purpose : To  provide  information  on  events  which  occurred  recently  in  the 
Canal  Zone  involving  operations  of  the  Government  of  Panama  Guardia 
Nacional. 

FACTS 

1.  Guardia  Nacional/Canal  Zone  Police  Patrols. — At  11 :30  a.m.,  on  Decem- 
ber 24,  Guardia  Nacional  patrolmen  assumed  traffic  control  along  the  Fourth 
of  .luly  Avenue  boundary  line  within  the  Canal  Zone.  The  Guardia  Nacional’s 
stated  purpose  in  taking  this  action  wms  to  assist  in  relieving  the  heavy  traffic 
congestion  associated  with  the  holiday  season  and  to  deter  possible  student 
demonstrations  against  the  Canal  Zone  motivated  by  the  anniversary  of  the 
January  9,  1964  riots.  Since  this  action  was  an  attempt  by  the  Guardia  to 
exercise  jurisdictional  authority,  the  Governor  requested  that  the  Guardia 
personnel  be  withdrawn  as  a condition  for  discussion  of  a temporary  coopera- 
tive arrangement. 

In  order  to  assure  maximum  coordination  and  cooperation  through  the  .Tanu- 
ary 9,  1976  period,  Canal  Zone  and  Guardia  Nacional  officials  agreed  to  imple- 
mentation of  two  temporary  Canal  Zone  Police/Guardia  Nacional  patrols.  The 
two  patrols  are  one  foot  patrol  at  the  “.I”  Street  and  Fourth  of  .Tuly  inter- 
section between  7 a.m.  and  6 p.m.,  and  one  24-hour  patrol  using  the  Canal  Zone 
Police  boundary  vehicle,  (see  attached  map) 
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Guardia  Xacional  participants  in  these  two  patrols  acted  only  as  observers 
and  were  not  empowered  to  exercise  any  law  enforcement  duties  in  the  U.S. 
jurisdiction.  The  special  patrols  were  terminated  on  January  9.  The  Guardia 
Xacional  participants,  who  were  English  speaking  and  experienced  Panaman- 
ian traffic  officers,  carried  their  standard  side  arms,  but  only  for  use  in  self 
protection. 

On  4 January  two  Guardia  Xacional  privates,  operating  in  plainclothes,  were 
assigned  by  their  officer-in-charge  to  patrol  Venado  Beach  (located  within  the 
Canal  Zone)  in  order  to  deter  thefts  which  might  occur  in  that  area.  This 
patrol  encountered  a group  of  Panamanians  who  were  suspected  of  smoking 
Marijuana.  In  the  effort  to  make  arrests  a scuffle  occurred  and  one  suspect  was 
shot  in  the  foot.  The  first  Canal  Zone  authorities  on  the  scene  were  xVir  Force 
.security  policemen,  who  arrested  the  two  Guardia  Xacional  patrolmen  and 
turned  them  over  to  Canal  Zone  Police.  The  U.S.  Attorney  charged  the  two 
individuals  and  had  them  placed  in  detention. 

In  view  of  the  sensitive  nature  of  this  arrest  the  Governor  met  with  the 
U.S.  xVttorney  to  discuss  ways  of  defusing  a potentially  explo.sive  political 
problem  in  a manner  that  would  be  consistent  with  enforcement  of  U.S.  juris- 
diction in  the  Canal  Zone.  It  was  decided  that  les.ser  misdemeanor  charges 

would  be  substituted,  to  which  the  individuals  pleaded  guilty.  Since  the  two 

individuals  had  already  served  time  in  jail,  the  U.S.  xVttorney  recommended 
no  .sentence.  This  was  done  only  after  a commitment  by  Guardia  Xacional 
authorities  that  they  would  avoid  seeking  to  exercise  jurisdiction  within  the 
Canal  Zone. 

Mr.  Drummoxd.  I see  no  reason — if  I could  just  briefly  summarize 
it. 

On  the  20tli  the  police  divisions  made  an  overture  to  have  the 
canal  boundary — I guess  you  would  call  it  an  informant.  On  the 

23d  was  a formal  letter,  and  on  the  24th  they  moved  up  on  the 

border,  and  essentially  they  were  there  til  the  10th.  The  10th,  I 
believe  the  11th.  This  was  a mixnp,  but  it  does  not  really  matter. 

The  several  incidents  that  took  place  indicate  more  than  just 
observers  that  were  allowed  to  walk  along  the  boundary. 

Mrs.  SuLLivAX.  This  is  the  Xational  Guard  that  went  into  the 
Canal  Zone? 

Mr.  Drum:moxd.  Yes,  madam.  To  take  their  position. 

The  reason  I mentioned  that  is  because  I had  seen  the  substance 
of  the  letter  that  Avas  presented  to  the  committee  and  I take  exception 
to  it. 

With  that  said,  I Avould  like  to  continue. 

In  presenting  the  second — since  the  Avriting  of  this  letter,  there 
have  been  three  further  incidents  on  the  Canal  Zon,  Eepublic  of 
Panama  border,  involving  the  Guardia  Xacional. 

One  incident,  also  reported  to  this  subcommittee,  inAmh^d  an  arrest 
made  by  the  Canal  Zone  police  in  front  of  the  Panama  Institute, 
Avithin  the  Canal  Zone.  The  arrestee  Avas  taken  at  gunpoint  aAvay 
from  the  custody  of  the  Canal  Zone  police. 

^lajor  Ayala  Avas  present  and  in  charge  of  the  Guard  unit  that 
Avas  involved  in  this  incident. 

A second  incident  involved  a dispute  OA'er  the  custody  of  a dead 
body  found  along  the  Canal  Zone  Kobbe,  or  Far  Fan  beach  area. 
The  Canal  Zone  police  retained  custody  of  this  body  and  conducted 
a rather  secretive  autopsy. 

A third  incident  occurred  on  April  3,  1976,  and  involved  an  exer- 
cise conducted  by  the  Guardia  Xacional,  Colonel  Xoriega  informed 
the  Canal  Zone  police  on  April  2,  1976,  that  the  Guardia  Xacional 
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were  going  to  close  off  the  Canal  Zone-Panaina  border  along  Fourth 
of  July  Avenue. 

On  the  late  morning  of  April  3,  1976,  the  border  was  closed  for 
approximately  10  minutes. 

In  order  to  close  that  border,  the  Guardia  Xacional  has  to  come 
up  into  the  Canal  Zone. 

It  is  my  understanding  that  the  police  did  give  permission  for 
them  to  do  this. 

This  particular  idea  of  the  Guardia  Nacional  closing  this  bound- 
ary off  I believe  was  presented  as  what  they  call  Operation  Cement, 
or  a version  of  that,  which  was  to  stop  people  from — if  they  rob 
a bank,  even  in  the  Canal  Zone  area,  duilng  that  same  day  there 
was  some  indication  that  a bank  had  been  robbed,  but  in  this  par- 
ticular case  they  had  indication  from  Guardia  Xacional  the  day 
before  they  were  going  to  do  this. 

It  just  so  happened  I think  there  was  a bank  robbery — I do  not 
really  have  substance  to  that  other  than  a good  indication  that  is 
what  did  take  place. 

In  all  of  these  incidents  there  is  an  attempt  by  the  Guardia 
Xacional  to  subvert  or  test  U.S.  sovereignty  within  the  Canal  Zone. 

Canal  Zone  officials  have  acquiesced  to  these  incursions,  officially 
describing  them  in  a less  serious  light  than  they  are. 

The  U.S.  Embassy  has  taken  no  steps  that  I am  aware  of  to 
protest. 

While  in  former  years  every  border  incident  involving  the  Guardia 
Xacional  was  given  special  attention,  today  they  are  given  little 
notice,  to  the  point  that  even  the  Governor  is  not  made  aware  of 
some,  if  not  most,  of  them. 

There  appears  to  be  great  reticence  by  the  executive  branch  to 
release  this  information  to  the  legislative  branch  or  the  public, 
although  each  of  these  incidents  has  the  potential  of  widespread 
violence  and  internatioal  damage  to  the  image  of  the  United  States. 

In  the  specific  example  of  the  forced  recovery  of  a violator,  this 
could  generate  death,  either  through  the  Guardia  overreacting  or 
the  police  overreacting,  with  large-scale  riots  occurring. 

The  image  of  the  Guardia  taking  this  prisoner  who  had  violated 
a law  within  the  Canal  Zone  away  from  Canal  Zone  policemen  does 
damage  the  image  of  the  United  States,  especially  Avith  the  people 
of  Panama.  And  they  therefore  have  that  much  more  difficulty  in 
establishing  the  laAv  and  order  within  the  Canal  Zone. 

Mrs.  Si  LLivAx.  Let  me  interrupt  you  just  a moment.  The  bells 
rang. 

When  the  bells  ring  again,  Ave  Avill  have  to  go  OA-er  for  a Amte. 

All  right,  ]\Ir.  Drummond,  carry  on  Avith  your  statement. 

iMr.  DurArMOxi).  In  points  3 and  5,  Avith  the  permission  of  the 
subcommittee,  I AA’ould  like  to  discuss  them  together.  The  third  and 
fifth  subjects  are  outlined  in  the  letter  of  ]\Iarch  1976,  the  tAvo  sub- 
jects being  the  ])rogress  of  canal  treaty  negotiations  and  hoAV  this 
progress  may  affect  CA^ents  on  the  ksthmus,  especially  in  the  opera- 
tion of  the  canal,  and  actions  by  the  U.S.  GoA^ernment  to  foster 
good  relations  Avith  the  Eepublic  of  Panama  irrespective  or  prior 
to  a neAv  arrangement.  IVith  your  permission.  Madam  ChairAvoman, 
I Avould  like  to  discuss  them  together,  as  I have  them. 
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Mrs.  SuLLivAx.  That  is  all  right. 

Mr.  Dkummoxd.  Even  before  you  clearly  understand  how  a new 
treaty  or  pretreaty  comniitinent  inay  affect  the  operation  of  the 
canal,  I think  it  is  extremely  important  that  you  understand  the 
social  order  and  historical  background  of  the  canal. 

You  must  know  the  authoritative  chain  of  command  that  has 
been  established  whereby  it  is  posible  to  link  up  the  Governor’s 
office  to  the  treaty  negotiators. 

I think  it  goes  without  saying,  especially  during  the  election  year, 
that  public  statements  by  the  executive  branch  cannot  be  relied  upon 
to  any  great  extent  in  these  treaty  matters. 

For  instance,  in  a recent  statement  the  State  Department  has 
denied  Governor  Keagan’s  allegation  that  the  new  canal  treaty  has 
been  all  but  signed  by  Panama  and  the  United  States.  This  state- 
ment was  made  despite  the  fact  that  President  Ford  has  sent  General 
Torrijos  his  personal  assurances  that  the  treaty  would  be  signed  if 
President  Ford  is  reelected. 

Therefore,  I submit  that  the  only  way  to  analyze  this  problem 
at  all  and  to  arrive  at  the  truth  is  through  a cause  and  effect  process. 

Significantly,  I would  like  to  include  this  letter  from  the  Costa 
Rican  paper,  and  it  is  dated  February  27,  1976,  from  Naulas  Young. 
It  is  a discussion  of  the  meeting  which  was  held  with  General 
Torrijos  and  President  Odnber  of  Costa  Rica  in  which  General 
Torrijos  has  made  it  plain  that  Panama  had  complete  sovereignty 
in  the  area  known  as  Canal  Zone  and  that  this  will  take  place  in 
1977. 

Xow,  Ambassador  Bunker,  I believe,  spoke  in  Colombia  during 
the  same  period  of  time  in  which  he  indicated  the  same  thing.  I 
have  got  it  translated  into  English. 

Mrs.  SuLLivAx.  He  said  this  would  happen  in  1977?  Does  he  not 
know  when  the  treaty  might  be 

Mr.  Drummoxd.  Xo,  ma’am.  It  is  one  of  these  things  when  Torri- 
jos is  already — publicly  stated  it,  he  wants  it  signed  he  is  not  par- 
ticularly caring  about  the  ratification,  by  the  end  of  the  year. 

Xow  he  is  going  to  1977.  There  is  some  indication  he  is  at  the 
beginning  of  the  year,  not  the  end  of  1977. 

Mrs.  SuLLivAx.  That  he  is  going  to  take  over  the  Canal  Zone? 

Mr.  DRU3rvroxD.  Yes,  ma’am. 

Mrs.  SuLLivAx.  All  right. 

[The  documents  referred  to  above  follow  :] 

Panama  to  Have  Absolute  Canal  Sovereignty 

La  Nad  on,  February  27,  1976. 

General  Omar  Torrijos  told  President  Odnber  of  Costa  Rica  that  Panama 
will  have  absolute  sovereignty  in  the  Canal. 

Odnber  and  Torrijos  met  at  Farallon  in  Panama  for  several  hours,  and 
Ihe  general  who  overthrew  Dr.  Arnulfo  Arias  on  October  11,  1968,  gave  the 
Costa  Rican  president  a detailed  briefing,  of  the  status  of  the  negotiations 
between  Panama  and  the  United  States  on  a new  treaty. 

La  Nacion  learned : 

1.  Panama  will  have  complete  sovereignty  in  the  area  known  as  Canal  Zone. 

2.  American  hegemony  in  the  canal  will  be  gradually  reduced. 

3.  At  the  last  round  of  meetings  between  U.S.  Ambassador  Bunker  and 
Panama’s  Juan  Tack,  it  was  indicated  a new  treaty  will  be  ready  for  signing  in 
1977. 
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4.  The  Canal  Zone  ^Yill  he  managed  by  Panama  at  the  middle  level  manage- 
ment. 

5.  Relations  between  Torrijos  and  the  U.S.  government  are  at  their  best  for 
the  1977  signing  of  the  new  treaty. 

Odnber  for  his  part  briefed  Torrijos  on  Secretary  of  State  Kissinger’s  visit. 

He  said  Kissinger  had  told  him  privately  that  the  U.S.  would  invoke  the 
Rio  treaty  on  a future  military  adventures  on  the  xVmerican  continent. 

Odnber  also  said  that  Kissinger  is  taking  a positive  stand  to  have  the  canal 
problem  solved  in  a satisfactory  manner. 

[De  La  Nacion,  viernes  27  de  Febrero  de  1976] 

Panama  Tendra  Soberania  Absoluta  Sobre  el  Canal 

El  general  Omar  Torrijos  Berrera,  jefe  de  Gobierno  de  Panama  dijo  ayer  a^ 
presidente  Odnber  que  Panama  tendra  soberania  absoluta  sobre  el  canal. 

Odnber  y Torrijos  se  reunieron  en  Farallones,  Panama,  por  varias  horas  y el 
general  que  derroco  al  Dr.  Amulfo  Arias  el  11  de  octubre  de  1968,  le  dio  al  Presi- 
dente costarricense  una  detallada  explicacion  de  como  estdn  las  negociaciones 
entre  Panama  y Estados  Unidos  para  la  firma  del  nuevo  tratado  del  canal. 

La  Nacion  supo  quei: 

(1)  Panamd  tendrd,  la  soberania  sobre  el  canal  y la  zona  completa  conocida 
como  “zona  del  canal”. 

(2)  El  punto  por  discutir  es  como  ir  paulatinamente,  reduciendo  la  hegemonia 
norteamericana  en  el  canal. 

(3)  La  ultima  ronda  de  negociaciones  entre  el  embajador  de  Ford,  senor  Bunker 
y por  parte  del  Gobierno  de  Panamd,  el  Dr.  Juan  Tack,  indican  que  se  llegara  a 
la  firma  del  nuevo  tratado  en  1977. 

(4)  Que  la  zona  del  canal  serd,  administrada  por  Panama  a mediano  plazo. 

(5)  Que  hay  las  mejores  relaciones  entre  Torrijos  y el  Gobierno  norteamericano 
para  que  en  1977  se  llegue  al  nuevo  tratado. 

KISSINGER 

Oduber  le  hizo  a Torrijos  una  relacidn  de  la  visita  del  Secretario  de  Estado 
norteamericano  Henry  Kissinger. 

Le  comunicd  que  habia  conversado  en  privado  sobre  la  aplicacion  del  Tratado 
Interamericano  de  Asistencia  Reciproco  (TIAR)  y sobre  cudl  es  la  determinacidn 
norteamericana  en  el  futuro  de  no  tolerar  acciones  extracoontinentales  en  el 
hemisferio. 

Oduber  ademds  le  explicd  que  Kissinger  tiene  una  posicidn  positiva  para  que 
el  problema  del  canal  de  Panamd,  se  resuelva  en  forma  satisfactoria. 

REUNION  DE  PRESIDENTES 

Se  habl6  de  la  prdxima  reunion  de  presidentes  centroamericanos,  pero  en 
especial  el  general  Torrijos  explico  a Oduber  c6mo  es  la  organizacion  para  la  cita 
de  25  jefes  de  estado  de  America  Latina  en  junio  de  1976,  en  ocasion  de  los  150 
anos  de  la  cita  bolivariana. 

Es  obvio  que  Oduber  le  ratified  que  asistird,  a esa  reunion  en  la  cual  se  firmar^ 
la  “Declaracidn  de  Panamd”. 

CUBA 

Torrijos  dio  detalles  de  su  reciente  viaje  a Cuba  donde  estuvo  invitado  en  forma 
oficial  por  el  Gobierno  de  Castro. 

Torrijos  estuvo  cinco  dias  en  la  isla  durante  enero  pasado. 

REGRESO 

El  mandatario  costarricense  regresa  hoy  en  la  manana  desde  “Tocumen”  hasta 
“La  Flor”.  El  prdximo  domingo  ird  a un  recorrido  por  la  peninsula  de  Nicoya. 

]\Ir.  Drummond.  Significantly,  prior  to  1912  the  Canal  Zone  was 
destined  to  a democratic-type  social  order.  I do  not  know  if  that  was 
the  legal  term  used. 

Llowever,  in  1912,  pursuant  to  the  Canal  Zone  Administrative  Act, 
the  Congress  of  the  United  States  created  what  later  evolved  into  a 
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completely  closed  and  re^idated  society  in  the  Canal  Zone,  with  but 
one  sino'le  exception. 

I believe  that  the  thouahts  of  Alexis  de  Tocqiieville  ‘‘Democracy  in 
America,”  volume  II,  best  describes  this  social  order,  at  least  up  until 
recently. 

Above  this  race  of  men  stands  an  immence  and  tutelary  power,  which  takes 
upon  itself  alone  to  secure  their  srativications  and  to  watch  over  fate  . . . 

Thus  if  every  day  renders  the  exercise  of  the  free  agency  of  man  less 
nsefnl  and  less  frequent ; it  circumscribes  the  will  within  a narrow  range  and 
gradually  robs  a man  of  all  the  uses  of  himself.  The  principle  of  equality  has 
prepared  men  for  these  things ; it  has  predisposed  men  to  endure  them  and 
often  to  look  on  them  as  benefits. 

After  having  thus  successively  taken  each  member  of  the  community  in  its 
powerful  grasp  and  fashioned  him  at  will,  the  supreme  power  then  extends  its 
arm  over  the  whole  community.  It  covers  the  surface  of  society  with  a net- 
work of  small,  complicated  rules  minute  and  uniform,  through  which  the  most 
original  minds  and  the  most  energetic  characters  cannot  penetrate,  to  rise 
above  the  crowd.  The  will  of  man  is  not  shattered,  but  softened,  bent,  and 
guided  : men  are  seldom  forced  by  it  to  act,  but  they  are  constantly  re.strained 
from  acting.  Such  a power  does  not  destroy,  but  it  prevents  existence ; it  does 
not  tyrannize,  but  it  compresses,  enervates,  extinguishes,  and  stupifies  a people, 
till  each— is  reduced  to  nothing  l)etter  than  a flock  of  timid  and  industrious 
animals,  of  which  the  gOA’ernment  is  the  shepherd. 

This  is  my  opinion  of  what  the  Canal  Zone  system  was,  and  I say 
np  until  5 years  ago,  10  years  ago. 

As  stated  above,  in  good  faith,  the  Congress  has  relegated  to  the 
President  of  the  United  States,  the  Governor  of  the  Canal  Zone,  their 
authority  to  operate  and  jfrotect  the  Canal  for  world  commerce.  The 
one  thing  that  tlie  Congress  did  not  give  the  President,  or  through 
him  the  Governor,  the  authority  to  do  is  disrupt  the  efficiency  and 
protection  of  the  canal.  They  did  not  give  the  executive  branch  the 
authority  to  dismantle  the  canal.  AVere  this  the  case,  I am  sure  there 
would  have  been  a bill  introduced  in  Congress  spelling  out  this  agree- 
ment as  there  was  a bill  introduced  creating  the  canal,  the  Spooner 
Act. 

Over  the  years  the  Governor,  through  the  authority  of  the  Secre- 
tary of  the  Army,  has  created  a virtual  military  dictatorship  in  U.S. 
territory. 

The  Congress  for  the  most  part  has  not  been  too  upset  over  this 
fact;  however,  a major  factor  was  later  introduced  to  disrupt  this 
association  between  the  Congress  and  the  Canal  Zone  government. 

This  major  factor  can  best  be  described  by  the  Secretary  of  the 
Army’s  office  dual  functions  in  their  administering  to  the  canal  and 
their  participation  in  the  present  treaty  negotiations  and  pretreaty 
implementations. 

In  a letter  dated  November  6,  1975,  the  Deputy  Secretary  of  the 
Army  appointed  Lt.  Gen.  'Wellborn  G.  Dolvin,  U.S.  Army  (retired), 
as  Deputy  Xegotiatoi-  for  the  Panama  Canal  negotiations. 

Army  General  Dolvin’s  major  duties  are  : 

1.  lie  will  represent  the  Department  of  Defense  and  the  Secretary 
of  the  Army  in  treaty  negotiations. 

2.  His  primary  office  will  be  in  the  Department  of  State. 

3.  He  is  concurrently  appointed  Cochairman  of  the  DOD  Panama 
Canal  Negotiations  Working  Group. 

In  a letter  dated  November  11,  1975,  addressed  to  Hon.  Leonor  K. 
Sullivan,  the  Governor  of  the  Canal  Zone  describes  the  duties  of  the 
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Assistant  Secretary  of  the  Army  (Civil  Works)  Victor  V.  Veysey, 
Avho  serves  as  Cochairman,  Department  of  Defense  Canal  Negotia- 
tions Working  Group. 

Secretary  Veysey’s  other  functions  consist  of: 

1.  He  is  chairman  of  the  Canal  Zone  Civilian  Policy  and  Coordi- 
nating Board. 

He  is,  in  effect,  the  Governor’s  boss. 

Mr.  Chairman,  with  the  committee’s  permission,  I Avould  like  to 
enter  these  letters  into  the  record,  although  I believe  they  are  already 
on  file. 

Mrs.  SuLLivAx.  Without  objection,  the  document  will  be  entered. 

[The  letter  referred  to  folloAvs :] 


Canal  Zone  Governments, 

Office  of  the  Governor, 
Balboa  Heights,  Canal  Zone,  Nov.  11,  1975. 

Hon.  Leonor  K.  Sullivan, 

Chairman,  Committee  on  Merchant  Marine  and  Fisheries, 

House  of  Representatives 
Washington,  D.C. 


Dear  Mrs.  Sullivan  : This  is  in  response  to  your  letter  of  October  28  in  which 
yon  express  concern  about  the  existence  of  a “treaty  task  force’’  within  the 
organizational  structure  of  the  Panama  Canal  Company/Canal  Zone  Govern- 
ment. While  a small  Treaty  Planning  Group  has  been  established,  composed  of 
top  and  middle  level  Company/Government  experts  in  various  fields,  I believe 
there  must  he  some  misunderstanding  regarding  its  mission  and  functions. 

With  the  renewal  of  the  treaty  negotiations  between  the  United  States  and 
Panama  in  1974,  the  Company/Government  began  to  receive  an  increasing 
number  of  requests  from  the  Department  of  State/Defense  treaty  working 
groups  in  Washington  for  information  on  various  aspects  of  agency  operation. 
From  time  to  time  the  Washington  working  groups  have  solicited  comments 
from  the  operating  agency  standpoint  on  subjects  being  considered  by  the  U.S. 
negotiators  or  put  forth  by  the  Panama  negotiators.  As  the  negotiations  pro- 
gressed it  seined  prudent  that  we  should  also  begin  to  asse.ss  the  potential 
operational  impact  of  changes  that  could  result  from  a new  treaty  and  to  pro- 
vide comments  on  such  impact  to  the  Assistant  Secretary  of  the  Army  (Civil 
Works),  who  serves  as  Co-Chairman,  Department  of  Defense  Canal  Negotia- 
tions Working  Group.  We  also  contemplated  initiating  very  general  planning 
toward  possible  treaty  implementation,  although  to  date  negotiations  have 
not  developed  to  the  extent  that  such  planning  has  become  feasilfie. 

It  liecame  apparent  to  my  predecessor,  Dave  Parker,  that  the  normal  orga- 
nizational staffing  of  the  Company/Government  could  not  support  these  require- 
ments while  at  the  same  time  preserving  the  confidentiality  of  the  negotiations. 
Therefore,  in  November  1974  a “Treaty  Planning  Group’’  was  formed  within  the 
Company/Government  by  detailing  a small  number  of  .senior  personnel  to  the 
group  from  their  normal  assignments.  To  provide  a balanced  interdi.sciplinary 
team,  employees  with  backgrounds  in  engineering,  law,  personnel  management, 
long-range  planning  and  financial  management  were  selected.  In  addition,  each 
employee  was  chosen  for  his  knowledge  of  and  concern  for  overall  Company/ 
Government  operations.  The  group  has  functioned  as  needed  on  an  intermittent 
ha.sis,  with  its  members  otlierwise  continuing  to  serve  in  their  re.spective  opera- 
tional and  staff  po.sitions.  The  group  is  not  engaged  in  a mission  of  negotiations 
with  Panama. 

I believe  it  is  e.ssential  that  the  U.S.  negotiators  have  correct  information 
regarding  Canal  operations  and  that  it  is  also  important  for  them  to  haA^e  the 
views  of  the  operating  agency  on  the  subject  matters  being  con.sidered  in  the 
negotiations.  The  group  has  provided  former  Governor  Parker  and  my. self  with 
staff  support  in  the.se  matters.  I hope  that  with  this  explanation  of  the  func- 
tion of  the  group  you  Avill  agree  that  its  establishment  is  proper  and  serves 
the  interests  of  the  Panama  Canal  Company  and  Canal  Zone  Government. 

Sincerely  yours. 


II . R.  Parfitt, 

Governor. 
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Mr.  Drummoxd.  At  least  in  the  cliain  of  command  structure,  I 
believe  it  is  easy  now  to  see  the  link  between  the  treaty  and  the  oper- 
ation of  the  canal. 

It  goes  from  the  Deputy  Negotiator  in  the  DOD,  who  is  stationed 
in  the  State  Department,  to  Mr.  Yeysey,  Assistant  Secretary  of  the 
Army  and  to  the  Government. 

Having  made  this  connection,  I would  like  to  move  on  to  the  many 
allegations  of  pretreaty  implementations  made  against  the  State 
Department,  Secretary  of  the  Army’s  office. 

Not  armed  with  snbpena  power,  part  of  these  allegations  will 
remain  just  that,  allegations. 

However,  regardless  of  this  fact,  as  early  as  the  middle  of  1974  the 
Secretary  of  the  Army’s  office  had  formulate  a phase-out  plan  for  a 
number  of  the  military  bases  uoav  in  existence.  I believe  there  was  a 
cover  letter  signed  by  Bo  Callaway  attached  to  this  document. 

Last  year  the  Company/Government  contracted  a research  firm, 
based  here  in  IVashington  to  run  a feasibility  study  to  turn  over  the 
Canal  Zone  piers  to  Panama.  It  is  my  understanding  that  this  study 
has  been  completed. 

It  has  been  publicly  denied  by  the  State  Department,  the  Secretary 
of  the  Army’s  office,  and  the  Governor  that  the  actions  involving 
Canal  Zone  facilities  and  employee  benefits  are  in  any  way  tied  to 
pretreaty  implements. 

I find  these  public  denials  rather  hard  to  believe,  based  upon  a 
cursory  examination  of  treaty  hearings  conducted  by  this  very  sub- 
committee. 

F or  instance,  in  House  Hearings  Serial  No.  92-30,  dated  as  far 
back  as  November  29,  1971,  you  will  find  the  following  discussion: 

Mrs.  Sullivan.  ...  I want  to  know  what  you  are  going  to  do  about  this  on 
matters  of  housing,  what  you  are  going  to  do  with  the  schools.  We  know  about 
the  lack  of  educational  facilities  in  Panama  and  we  know  how  even  the  Pana- 
manians who  work  and  live  in  the  Canal  Zone  beg  us  not  to  let  these  schools  go 
and  the  education  of  their  children  deteriorate  any  further  in  the  Canal  Zone, 
and  the  Panama  Canal  Company  is  helpless  to  do  anything  because  of  the  de- 
mands of  Panama.  These  are  the  things  that  I think  we  are  going  to  have  to 
know  how  can  we  accept  something  blindly  as  we  did  in  1967? 

Mr.  Mundt.  Deleted  let  me  take  the  question  of  commissaries,  since  you  raised 
that  and  the  provision  for  food  for  people  in  the  area,  “deleted”  I am  sure  that 
people  out  in  Missouri  and  people  in  South  Dakota  where  I come  from,  would  be 
pretty  agast  if  they  knew  that  the  U.S.  Government  was  running  bowling  allies 
and  laundrys  and  threaters  and  commissaries,  your  people  and  my  people  who 
always  used  to  think  that  such  matters  should  be  in  private  hands. 

Mrs.  Sullivan.  I do  not  mind  the  sports  thing  and  the  entertainment,  but  let’s 
get  down  to  the  real  living  problems  of  the  people. 

Mr.  Mundt.  Deleted. 

Mrs.  Sullivan.  You  mean  enlarge  the  schools  to  the  point  where  anyone  from 
Panama  not  working  for  the  Panama  Canal  could  send  their  children? 

Mr.  Mundt.  No.  Deleted.  We  are  trying  to  negotiate  so  that  there  will  be  more 
of  a bi-national  character  within  the  Canal  Zone.  . . . 

Mrs.  Sullivan.  I have  taken  up  so  much  time  since  others  do  want  to  question 
you,  but  I would  like  to  have  your  answer  for  our  Committee  on  the  commis- 
saries, housing,  and  whatever  other  facilities  that  you  expect  to  be  turned  over 
in  this  treaty,  turned  over  to  Panama.  What  happens  to  the  dock  worker  on  the 
piers  that  are  to  be  operated  by  Panama,  what  about  the  wage  scales,  how  are 
they  going  to  he  worked  out  that  is,  one  operated  on  an  American  wage  scale  and 
another  under  Panamanian  wage  scales?  . . . 

Mr.  Mundt.  I am  trying  to  at  least  make  very  clear  principles  we  are  applying 
to  the  consideration  of  this  kind  of  question  that  essentially  all  the  commercial- 
type  activities  could  potentially  be  handled  by  private  enterprise,  (deleted). 
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I do  not  believe  tliere  is  any  need  to  ^o  further  to  have  proven  that 
the  State  Department,  tliron^h  the  Secretary  of  the  Army’s  Office,  is 
implementino'  ])retreaty  commitments.  Tliese  so-called  proposals 
offered  by  ]\Ir.  Yeysey  have  disrupted  the  efficient  functioning  of  the 
canal. 

I find  it  very  interestino'  to  note  that,  in  respect  to  the  several  prin- 
ciples agreed  to  by  onr  Government  and  the  (fovernment  of  Panama, 
three  areas  of  interest  stand  out : 

1.  ^Military  bases  will  be  reduced  to  three.  That  is  what  the  Ambas- 
sador in  this  discussion  deleted. 

2.  All  commercial  function  Avill  be  turned  over  to  Panama. 

o.  .Vll  U.S.  Government  functions  will  be  turned  over  to  Panama. 

Since  many  facets  of  these  areas  are  or  will  be  implemented  prior 
to  Congress  voicing-  their o]:)inion  in  res])ect  to  this  treaty;  just  what 
is  it  they  expect  to  ratify  or  not  ratify  ? To  me  this  question  seems 
absurd. 

As  you  know,  iMadam  Chairman,  I have  no  experience  in  law,  how- 
ever: with  the  subcommittee’s  ]:>ermission,  I would  like  to  su^^est  a 
solution  to  this  ]:>roblem  of  whether  or  not  the  Secretary  of  the  Army’s 
Office  has  exceeded  the  authority  ^rranted  to  it  by  the  Congress. 

The  answer  lies  in  the  administi*ative  structure  that  effectively 
implements  decisions  that  affect  the  Canal  Zone;  whether  or  not  there 
is  a conflict  of  interest  by  implementin^i’  these  decisions;  and,  finally, 
what  branch  of  our  Government  has  final  jurisdiction  in  matters 
related  to  the  Canal  Zone. 

The  later  point  was  ])artially  settled  in  1970  (W?7-907i  v.  Shaiv) 
when  the  Su])i‘eme  Coiiif  announced  tliat  the  Canal  Zone  was  a tei*ri- 
tory  of  the  Thiited  States. 

The  Court  reaffirmed  that  announcement  in  1972  (F^iited  Sfafe-^  v. 
Thishajid) . This  Couif  further  announced  that  “Congress  has  com- 
plete and  plenaiT  autliority”  over  the  Canal  Zone;  which  they  defined 
as  an  “unincorporated  teriatorv  of  the  Thiited  States.” 

This  later  decision  conflicts  Avith  the  State  Department’s  Anew  that 
the  poAver  of  Con^Tess  does  not  exclude  concurrent  action  by  the 
President  under  his  treaty  poAver  “Avhen  the  subject  matter  is  appro- 
priate for  international  ne^rotiations.” 

There  are  a number  of  learned  historians  and  Conofressmen  that,  I 
believe  rightly  contend  that  the  Canal  Zone  is  not  a “subject  matter” 
that  “is  approjAriate  for  international  nejrotiations.” 

HoAA’CATr.  AA’hen  the  conifs  subject  the  decisions  of  executiAT  officials 
to  rcvicAv  in  oi*der  to  eliminate  or  coi‘rc(*t  abuses  of  discretion,  they 
are  not  substituting  their  judgment,  but  insuring  that  it  is  exercised 
AAuthin  bounds  of  statutory  and  common  laAv. 

The  concept  of  revieAv  is  iiot  therefore  a violation  of  eA^en  the  more 
traditioiial  vicAv  of  sepai*ation  of  poAvers.  (There  are  ])erliaps  a hun- 
dred Supreme  Couif  decisions  statino-  that  it  is  the  function  of  the 
judiciary  to  revicAv  the  exercise  of  ExecutiAx^  discretion.)  K.  Davis 
Administrative  LaAA’  Treatise;  at  984  (Siipp.  1970). 

“It  is  the  essenc(‘  of  the  judicial  function  to  determine  the  limits  of 
Con£>;ressional  o-rants  of  anthoritv  to  executiA^e  aavncies,  (for  example. 
Stark  V.  Wickurd,  821  IhS.  L88;  809-10  (1944)';  Safir  v.  Gibson,  417 
F.2d  972,  978  (2d  Cir.  1909).  See  also  L.  Jaffe,  Judicial  Control  of 
Administrative  Action,  572  (1955))  and  to  iiiAxalidate  discretionary 
determinations  Avhich  exceed  the  permissible  bounds  of  that  authority. 
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(For  example.  Citizens  to  Preserve  Overton  Park  v.  Volpe,  401  U.S. 
402  (1971)  ; Peters  Hobby,  349  IkS.  331  (1955)  ; City  Lumber  Co. 
V.  United  States;  311  F.  Snpp.  340,  347  (Cnst.  Ct.  1970)). 

“The  courts  have  a duty  to  maintain  minimum  standards  in  the 
Executive  Department  to  assure  that  the  Avishes  of  Congress  are  not 
frustrated.  This  duty  has  been  clear  since  Marbnry  a^  Madison  . . .” 
/DeVito  A\  Sclinlz,  300  F.  Snpp.  381  (D.D.C.  1969)/ 

The  doctrine  of  separation  of  })OAvers  has  often  been  interpreted 
to  encompass  three  absolutely  distinct  branches  of  Government  Avith 
not  OATilap  in  duty  or  function. 

James  ^ladison,  Avith  respect  to  his  concept  of  the  separation  of 
poAvers,  had  a less  rigid  vieAV  Avhen  he  Avrote  : 

AVhere  the  whole  of  a department  (Legislative)  is  exercised  by  the  same 
hands  which  possess  the  whole  power  of  another  department  (executive)  the 
fundamental  principles  of  a free  constitution  are  subverted  * * * The  separation 
of  powers  does  not  require  that  the  branches  cannot  have  * * partial  agency 
in,  or  control  over,  the  acts  of  each  other.  (Emphasis  added.) 

I am  Inferring  specifically  to  the  Canal  Zone. 

Questions  dealing  Avith  the  exercise  of  multiple  functions  residing 
simultaneously  in  one  employee  or  body  liaAT  arisen  quite  frequently 
in  I'elation  to  administratiAT  agencies. 

In  respect  to  the  eight  point  agreement  made  by  Secretary  Kis- 
singer, the  Congress  gave  the  Pi-esident  of  the  United  States  the 
authority  to  conduct  the  functions  in  the  (''anal  Zone. 

The  Congress  did  not  give  the  President  of  the  United  States, 
including  his  Secretary  Kissinger,  the  right  to  turn  that  canal  oati‘ 
to  the  Pepublic  of  Panama. 

Had  they  done  that,  I belieAT  the  Pi*esident  of  the  United  States 
Avould  have  to  go  to  (''ongress,  as  they  did  AAdien  they  created  it. 
They  Avould  haAT  to  get  another  in  order  to  legally  do  this.  Again, 
on  that  point,  I am  not  a laAA^yer. 

The  AdministratiAT  Procedure  Act  (5  U.S.C.  551-59,  701-06, 
3105,  3344,  5362,  7521  (1970))  has  draAAui  the  line  at  such  combina- 
tion of  functions. 

In  Koncj  Yong  Sung  v.  McGrath  (339  U.S.  33  (1950)),  the  court 
found  if  “beyond  doubt”  that  Congress,  in  enacting  the  Adminis- 
trative Procedure  Act,  intended  to  prohibit  a commingling  of 
f mictions.  (Id.  at  46) 

The  combination  of  functions  problem  has  also  been  dealt  Avith 
in  legislation  concerned  Avith  the  administratiAT  agencies.  The 
Administrative  Procedure  Act  has  affirmed  the  idea  that  it  is  the 
dual  i-ole  presiding  in  one  person  or  body  AAdiich  is  inimical  to  the 
separation  of  poAvei'S.  ( Adminstrative  Procedure  Act,  5 U.S.C. 
554d  (1970).) 

The  seperation  of  poAvei’S  doctrine  should  be  iiiAmked  AAdien  a body 
or  euqiloyee  is  giiTii  inconsistent  functions.  United  States  Solo- 
mon, 216  F.  Supp.  835,  840  (S.P.K.Y.  1963)  ; accord  Scigliano 
Inquisitorial  Proceedings  and  Separation  of  Functions,  38  U.  Det. 
L.ReA^  note ; Scigliano  214,  at  82-86  (1960). 

Again,  I ask  hoAv  can  you  turn  something  oati‘  and  protect  it 
at  the  same  time,  or  get  rid  of  it  and  protect  it  ? 

In  short,  Madame  Chairman,  all  of  the  actions  noAv  being  pro- 
posed by  the  Secretary  of  the  Army’s  Office  clearly  are  geared  to 
fomenting  good  relations  Avith  Panama.  They  are  pretreaty  iniple- 
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mentations.  They  have  had  a clearly  negative  effect  on  the  efficient 
functioning  of  the  canal. 

I believe,  based  on  the  above,  that  the  Secretary's  Office  has  clearly 
violated  the  mandate  given  it  by  the  Congress. 

I strongly  urge  that  this  committee  take  the  forceful  and  necessary 
action  to  stop  this  subversion  of  U.S.  taxpayers’  interests. 

At  this  time,  Madame  Chairman,  with  the  subcommittee’s 
approval,  I would  like  to  submit  several  documents  for  the  record 
which  have  come  into  my  possession. 

Mrs.  Sullivan.  Without  objection,  you  may. 

[The  following  was  received  for  the  record.] 

Department  of  the  Army, 

Headquarters  U.S.  Army  Forces  Southern  Command, 

Port  Amador,  Ca^ial  Zone. 

Subject:  English  Language  Training  for  the  Panama  National  Guard. 

1.  By  separate  message  USCINCSO  has  tasked  USARSO  to  develop  a con- 
tingency concept  plan  for  establish ment  of  a suh-DLI  facility  in  the  Canal  Zone 
NLT  30  September.  The  facility’s  purpo.se  will  he  to  train  selected  members 
of  the  Panama  National  Guard  in  the  use  of  the  English  language.  The  pro- 
gram provides  for  training  groups  of  50  to  60  PNG  members  in  four  consecu- 
tive courses  of  25  weeks  duration.  A total  of  not  less  than  200  personnel  will 
be  trained  over  a two-year  period. 

2.  Personnel  and  instructional  facility  requirements  for  establishment  of 
the  school  are  at  Inclo.sure  1.  These  data  are  provided  by  DLI  and  do  not 
include  any  costs  for  construction  or  installation  of  equipment.  Estimated  costs 
for  estahli.shment  of  the  suh-DLI  at  Ft  Sherman  are  at  Inclo.sure  2. 

3.  Discussion  and  preliminary  planning  accomplished  to  date  have  centered 
on  the  use  of  Ft  Sherman  for  this  project.  DLI  chose  Ft  Sherman  over  other 
Canal  Zone  sites  primarily  because  of  its  relative  isolation  from  a Spanish 
language  environment.  Although  Ft  Sherman  does  offer  the  he.st  site  for  i.sola- 
tion  of  the  students,  there  are  a number  of  factors  which  militate  against  its 
selection.  Among  these  are  the  dilapidated  condition  of  available  barracks  space 
and  corresponding  high  (‘ost  of  rehabilitation,  lack  of  adequate  recreational 
facilities,  disruption  of  .lOTC  activities,  distance  from  likely  source  of  lan- 
guage instructions,  frefiuent  commuting  delays  encountered  in  crossing  Gatun 
Locks  and  inadequate  dining  facilities. 

4.  To  comply  with  USCINCSO  tasking  for  this  project  all  USARSO  facili- 
ties except  Ft  Amador  and  Quarry  Heights  must  be  evaluated  as  potential 
locations.  To  determine  the  total  impact  on  the  command,  addres.ses  must 
evaluate  all  possible  resource  requirements  (within  their  respective  areas  of 
interest)  and  disruptions  of  normal  activities  which  establishment  of  this 
facility  could  cause  at  Forts  Gulick,  Davis,  Clayton,  Kobbe  and  Sherman.  Im- 
pact statements  should  be  based  upon  the  as.sumption  that  all  services  provided 
to  US  Army  i)ersonnel  will  be  made  available  to  the  PNG  language  students, 
with  the  exception  of  unlimited  Exchange  and  Commissary  privileges. 

5.  Request  that  installation  commanders  in  coordination  with  the  G4  and 
Engineer  advise  Chief,  SAG,  of  classroom,  billet  and  dining  facility  space  which 
could  be  used  for  this  project  on  each  of  the  aforementioned  pof.ts  NLT  COB 
Tuesday,  3 September.  Request  that  all  addresses  provide  impact  statements 
covering  resource  commitment  at  all  potential  .sites  NLT  1000  hours,  Friday, 
6 September  1974. 

Milton  .1.  Morgan, 
Colonel,  GS,  Chief,  SAG. 

Sample  Requirements 

G-1 — Recreation  services  impact  at  each  post ; additional  personnel  require- 
ments; problems  affecting  movies,  clubs,  exchanges  and  privileges;  education 
center  control. 

G-3 — Training  activity  impact ; training  aid  .support. 

G^ — Facilities  ; equipment ; furnishings  ; messing  ; KP’s  ; transportation. 

ENGR — Facilities,  contracts,  lead  time. 

PMO  & MEDDAC — Any  additional  requirements  which  could  accrue  from 
having  approximately  60  GN  in  residence  on  one  of  our  posts  for  two  years. 
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USARSA — Impact  of  sateliting  the  sub-DLI  upon  USARSA. 

PAC,  AAC,  EXGR,  G-4 — Facilities  available  at  any  post  other  than  Ft 
Sherman. 

COMPT — Funding  control. 

OPTION  TO  TKAIN  50  STUDENTS  AT  A TIME  IN  CANAL  ZONE 

1.  Personnel  requirements : 

1 GS-11  Ltd.  from  DLI. 

5 Local  hire  instructor  trainees,  GS-5-1712? 

1-2  WAE  (substitutes). 

1 Typist. 

1 Electronic  technician. 

5 U.S.  military  monitors, 

2.  Instructional  facilities  : 

5 Small  classrooms. 

1 20-position  lab. 

1 Office  for  GS-11  and  typist. 

1 Lounge  for  5 instructors. 

1 Student  lounge/library/game  room/TV  combination. 

3.  Cost  per  FY  : 

GS-11,  step  5,  2 children. 

Salary — $16,200.00  plus  15  percent  TD,  schools  charge,  PCS,  travel. 

Total:  $29,000.00 

a.  5 GS-5  U.S.  dependents $40,  125 

b.  1 WAE  10  percent  of  above 4,  125 

c.  1 typist,  local  hire  GS-3/4  (estimate) 6,  000 

d.  1 lab  technician 9,  926 

e.  Course  material  (books,  test,  etc.) : 2,  000 

f.  Miscellaneous 17,  000 


g.  Total  1 98,  206 

' Cost  per  student  based  on  2 classes  of  50  per  fiscal  year— $98, 206 -^$100= $982.00. 

Cost  Estimate  for  Establishment  of  DLI  Facility  at  Fort  Sherman 

1.  Classroom  and  living  facilities: 

A.  Classroom  and  language  lab  construction,  building  204 $43,  000 

B.  Upgrade  living  facilities  (204) 75,000 

C.  Rehab  dining  facility  in  building  204 21,  000 

D.  Initial  procurement  of  expendables  for  dining  facility 2,  000 

E.  Expendables  for  barracks 1,  200 

F.  Annual  maintenance  and  utility  costs 8,  000 

G.  Construction  of  shower  and  latrine  facilities  at  Fort  Sherman 

bivouac  site 30,  000 

H.  Barracks  and  dayroom  furnishing  (MV A standards) 22,  000 


Total 202,  200 


2.  Recreational  facilities: 

A.  Upgrade  post  theater  (fix  leak  in  roof,  replace  screens  and  repair 

doors) 21,000 

B.  Resurface  tennis  court  and  replace  fence 13,  500 

C.  Gymnasium — repair  roof,  refinish  court  floor 12,  200 

D.  Softball  field — refurbish  field  and  provide  lighting 40,  200 


Total 86,  900 


Grand  total 288,  900 

3.  Additional  miscellaneous  costs: 

A.  Laundry ^ 7.  65 

B.  Contract  bus  service ^5.  75 

> Per  man  per  month. 

2 Per  hour. 
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Directorate  of  the  Communist  Party  of  Panama 

JUAN  MATERNO  VAZQUEZ 

A very  aggressive  and  dominating  man.  Long  active  in  all  Communist  fronts  in 
Panama.  As  a student,  took  the  leadership  in  the  Student  Federation  of  Panama. 
Likes  to  be  involved  in  all  matters  of  government.  Made  himself  the  President 
of  the  Supreme  Court  of  Justice.  Formerly  was  the  Minister  of  Government  and 
Justice.  Of  all  of  the  members  of  the  directorate,  he  is  the  most  active. 

ROMULO  ESCOBAR  BETHANCOURT 

Has  close  connections  with  Castro  and  Cuba.  When  Che  Guevara  was  in  Panama 
in  1954,  he  stayed  with  Bethancourt.  Also,  was  very  active  as  a student  agitator 
when  at  the  University  of  Panama.  Made  himself  the  head  of  the  University  of 
I’anama  after  the  seizure  of  the  Panamanian  nation  in  1968.  Very  articulate. 
Will  be  working  closely  with  the  “Novosti  operation”  in  Panama  in  preparation 
of  making  the  children  wards  of  the  state  so  they  can  be  educated  to  communism 
without  the  protest  of  the  parents.  Of  all  of  the  members  of  the  directorate,  he 
is  the  most  dangerous  in  the  sense  that  he  will  be  taking  the  leadership  to  bring- 
ing Panama  into  the  Marxist  camp. 

ROLANDO  MURGAS 

Quiet  personality  but  like  a volcano  inside  and  a rabid  Communist.  Made  him- 
self the  Minister  of  Labor.  Attended  Patricio  Lumumba  University  in  Moscow. 
Also,  was  in  Rome  where  he  studied  communism  under  the  Italian  Togliati.  As 
a student,  he  was  active  in  Communist  affairs  in  the  Province  of  Veraguas. 

RICARDO  RODRIGUEZ 

When  Juan  Materno  Vazquez  made  himself  the  President  of  the  Supreme  Court, 
Rodriguez  became  the  Minister  of  Government  and  Justice.  Was  trained  in 
Moscow.  Prior  to  the  seizing  of  the  Panamanian  nation  in  1968,  Rodriguez,  a 
lawyer,  was  involved  in  trying  to  infiltrate  communists  into  the  Lawyers’  Asso- 
ciation of  Panama. 

GERARDO  GONZALEZ 

After  the  seizure  of  the  country,  Gonzalez  was  involved  in  agrarian  reform 
similar  to  what  Castro  did  in  Cuba  but  on  a much  smaller  scale  in  Panama.  His 
background  also  involved  Communist  activities  among  various  labor  groups.  He 
recently  replaced  Arturo  Sucre  as  the  Vice  President  of  the  country. 

MARCELINO  JAEN 

An  extremely  active  man.  Married  to  Omar  Torrijos’  sister.  Is  a lawyer.  Was 
re.sponsible  for  Torrijos  becoming  Chief  of  Government.  Made  himself  the  Presi- 
dent of  the  Legislative  Commission  of  Panama.  A rabid  Communist  and  a great 
admirer  of  Fidel  Castro. 

Advisers  to  the  Directorate  of  the  Communist  Party 

CARLOS  PEREZ  HERRERA 

A first  cousin  of  Omar  Torrijos.  Pleasant  personality.  Was  a former  Catholic 
priest.  In  the  January  2,  1955,  assassination  of  President  Jose  Remdn,  Perez,  a 
Catholic  priest  at  that  time,  he  was  the  first  person  to  tell  President  Remon 
about  a plot  to  assassinate  him.  Perez  Herrera's  involvement  in  this  assassina- 
tion was  never  proven.  Nor  was  it  ever  proven  who  actually  assassinated  Presi- 
dent Remon.  Torrijos  a))pointed  him  as  Ambassador  to  France  in  1970.  Now  back 
in  Panama.  May  replace  Juan  Tack  as  Foreign  ^Minister.  Has  been  involved  in 
many  Communist  fronts.  Also,  has  been  the  motivating  factor  behind  many  of 
the  Catholic  Church’s  endorsements  of  a new  canal  treaty. 

ADOLFO  AHUMADA 

A Communist  from  way  back.  Lawyer  by  profes.sion.  Was  involved  in  the  paid 
riots  of  January  9.  10  and  11  of  1964.  A very  cunning  individual  who  trusts 
nobody.  Was  one  of  the  engineers  of  the  1968  military  coup  against  President 
Arnulfo  Arias.  Has  been  to  Moscow  and  is  a frequent  visitor  to  Cuba. 
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JUAN  ANTONIO  TACK 

Very  sharp.  Articulate.  Can  convince  people  of  his  point.  Was  in  France  between 
196.J-68  where  lie  .studied  communism.  The  Chief  Prefect  of  Police  in  Paris  has 
a protile  on  him.  Held  a minor  job  in  the  Ministry  of  Foreign  Affairs  in  Panama 
and  surfaced  after  the  seizure  of  the  nation  in  1968.  Is  tired  of  his  position  as 
Foreign  Minister.  Has  been  one  of  the  architects  of  what  Panama  wants  in  a 
treaty  from  the  United  States.  Frequent  vi.sitor  to  Cuba.  Is  working  closely  with 
Bethancourt  and  Materno  Vazquez  to  see  that  Panama  eventually  becomes  a 
Russian  satellite.  Was  directly  responsible  for  convincing  some  but  not  all  of  the 
Foreign  Ministers  that  the  U.S.  is  illegally  in  the  Canal  Zone. 

ARISTIDES  ROYO 

Considered  a dangerous  man  in  tlie  anti-Communist  world.  Made  himself  Min- 
ister of  Education.  Works  closely  with  Bethancourt  to  brainwash  students 
(oncerning  communism.  Will  play  a major  role  when  the  children  become  the 
wards  of  the  Government  and  will  be  taught  the  Marxist-Leninist  philosophy. 

RICAURTE  SOLER 

Married  to  Omar  Torrijos'  sister.  A dedicated  Communist.  Wrote  a book  about 
the  problems  of  under  developed  countries.  Works  quietly  behind  the  Communist 
scene  in  Panama.  Is  one  of  the  architects  of  bringing  the  Yugoslavian  pattern  of 
communism  to  Panama.  Frequent  traveler  to  Havana  and  Moscow.  Does  not  like 
publicity. 


“CoMiTE  Civico  Democratico  Pro  Mejoramiento  de  Panama.” 

Esta  agrupacion  permanente  que  acoje  a diferentes  personas  representativas  de 
cada  sector  de  produccion  y de  unidades  populares,  Padres  de  familia  y que  de 
una  forma  voluntaria  admite  asesores  bien  intencionados  y de  sanos  propositos 
y de  alto  nivel;  considera  necesario  hacer  una  declaracion  de  los  principios  que  la 
inspiran  y recomendar  la  adopcion  de  medidas  que  estima  saludables  para  la 
tranquilidad  del  pais. 

PRINCIPIOS  FUNDAMENTALES 

1 —  Principio  de  mantener  la  tradicion  Democratica  y Liberal  que  impone 
nuestra  Constitucion  Politica. 

Conclusion:  Proyeccion  del  pais  a objetivos  no  determinados  dirigidos  por  una 
minoria  absoluta. 

Recomendaciones:  No  intervencion  de  personas  comunistas  y oportunistas  en 
los  programas  llevados  por  el  gobierno  Revolucionario. 

Proponer  Profesionales  idoneos  y capacitados  para  ejercer  las  funciones 
administrativas. 

Exigir  en  forma  rotunda  que  personas  con  creditos  no  certificados  y de  dudoso 
comportamiento  en  su  vida  nacional  sean  destituidos  de  sus  cargos  sin  que  sean 
restituidos  en  otra  posicion. 

2 —  Principio  de  Respeto  a la  Propiedad  Privada. 

Conclusion:  La  fuga  de  capital  panameno  y el  cierre  continuo  de  la  empresa 
privada  debido  a la  incertidumbre,  a la  falta  de  unidad,  a la  desconfianza  ocasio- 
nada  por  la  desleal  competencia  a los  empresarios  panamenos  que  se  traduce  en 
una  relacion  nociva  y desigual  entre  el  goberno,  pueblo  y empresario. 

Recomendaciones:  Creacion  de  incentivos  a todos  los  sectores  de  produccion 
donde  se  garantice  un  ambiente  propicio,  estabilidad  politica,  orden  juridico 
confiable  y tranquilidad  social. 

Destituir  el  funcionario  publico  que  se  le  compruebe  una  participacion  parciali- 
zada  en  el  ejercicio  de  sus  funciones. 

Creacion  de  leyes  que  consulte  los  intereses  nacionales  para  proporcionar 
enmiendas  que  deben  incluirse  en  la  ley  despues  de  ser  aceptadas  por  los  diferentes 
sectores  de  produccion  en  favor  de  las  mayorias  productoras  y obreros. 

3 —  Principio  de  libertad  de  expresion. 

Conclusion:  Se  presiona  a toda  persona  que  se  expresa  en  desacuerdo  con  una 
actitud  asumida  por  el  gobierno,  cuando  dice  la  verdad  y presenta  criticas 
constructivas. 
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Recomendaci6n:  Que  la  teoria  concuerde  con  la  prd,ctica  como  dice  nuestra 
Constitucidn,  articulo  No.  36  Libertad  de  expresion,  derechos  fundamentales. 

No  aplicar  represalias  ni  amenazas  contra  los  funcionarios  piiblicos  cuando  no 
asisten  a reuniones  6 concentraciones  que  sean  6 no  de  su  agrado. 

Que  los  medios  de  comunicacidn  y prensa  internacional  esten  a la  disposicidn 
de  todo  ciudadano  cuando  quiera  expresar  sus  puntos  de  vista. 

Los  derechos  individuales  deben  respetarse  de  manera  que  se  garantice  una 
buena  relacion  gobierno  empresa,  consecuencialmente  existira  respeto  y confianza 
mutua,  la  expansidn  de  las  empresas  seria  mayor,  las  plazas  de  trabajos  aumen- 
tard.n,  el  poder  adquisitivo  se  incrementard  y serd,  seguro  y garantizard  a los 
obreros  y compesinos  trabajos  permanentes  de  buena  remuneracion  a sus  servicios 
prestados. 

Recriminar  a todo  Radioperiodista  que  trate  de  distorsionar  y confundir  a la 
opinidn  publica. 

4 — Mantener  los  objetivos  democrdticos  de  la  filosofia  de  la  Educacidn 
Panamena. 

Conclusidn:  Se  pretende  una  transformacion  estructural  del  sistema  educative 
panameno. 

Recomendacidn:  Nuestro  Sistema  Educative  anterior  no  necesita  cambios 
estructurales  si  no  una  verdadera  y adecuada  plainificacion  orientada  al  uso 
racional  de  los  recursos  del  Estado  en  el  campo  de  la  educacidn. 

Que  la  Comision  Nacional  de  Legislacion  este  integrada  por  diferentes  repre- 
sentantes  de  los  sectores  de  produccidn  y afectados,  que  son  los  que  possen  los 
conocimientos  y la  mayor  autoridad  para  disernir  y proporcionar  programas 
sobre  las  diferentos  actividades  econdmicas  y culturales. 

rvr.ncipio  i\nti-Coniunisi,a  y yiii'ti-Lotaliir.rj.'ita. 

;..;iusi6n:  '.niijiinacidn  do  la  Moral  del  dc  la  conrianza  entro  la  fa.nilia,  ... 

la  ilolifddn  voluntariamentc  aceptada  y la  cliininacidn  total  do  la  ciri--.'  . 
oa  priv'ida  cfuc  cc  inanifieata  en  la  traduccidn  do  un  rionopolic  Gabcrn  -a  - 
tal. 

■'■.'.'Mcndacionos : No  aceptar  ascsora.if.icnto  dc  ninyiln  pais,  6 Colonia  Comaniata  6 ■. 't  - 
litarista. 

Porwitir  a loe  ciudadCLnoo  mantener  vo Lint ari ament c la  rclit,idn  e idot.t  ..  - 
I'lticas,  tecnicao  y economicae  tpie  ostimon  convenionte. 

3e  del  conocimiento  publico  que  la  £ran  rnayoria  dc  los  ciudi.danos  Giv.iJcu 
y iaiitej'cs  no  comal;pn  ni  con  las  ideas  ni  las  proyeccionos  del  Pari-idc 
Com-anista. 
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cc..u..ic..^  . A ,L. 

El  Cor.dtd  Cfvico  Democrdtico'  Pro  He joranicirto  do  Panain^.,  rccohocido  por  el  Gobicrno 
l.'  icion-al,  nacio  ante  la  preocupacidn  do  la  l.L.ociacidn.  do  Productorcs  de  /j?roz  do  Chi 
rieuf,  per  cl  contenido  y rilcencc  del  ^'jiLopi-oyocto  dc  Ley  del  Inctituto  dc  Porcadco 
,.'Topccuai'io  quo  did  a la  croacidn  do  la  Ley  K°  70  del  15  dc  Dicienbre  dc 

i975i  per  conci^aiicntc  cl  22  do  dicicDbrc  cn  la  Ccaja  dc  la  Cultura  dc  la  ciudad  dc 
Lavid,  sc  di.ron  cita  todos  loo  Soctorcs  dc  Produccidn,  tales  como  Jjctocctoc^  Cana- 
doros,  Iioliii^i'03,  Itorticultorec,  Cal'ct  .loros,  Industrialcs,  Cotnorciantos , Cbroros, 
Crxipcsinos,  Lstudiaritos  y Prcicsicualca  dc  lac-  direrentes  ramas, 

En  dsxa  reunion  sc  plantcaron  los  divorsoa  prcblcr.ias  quo  ostaban  confrontando  los 
’ictintos  Eoctoror.  dc  produocidn  ncncicnadcs  y sc  llo,;6  a conclusioncs  que  qxicdoron 
ccntcmpladas  cn  cl  manificslo  do  esa  i.iiGir.a  focl.a,  enfatizondo  "OUE  ES  NLIESTRO  LEDER 
IdD-JCLINADLE  I L'.N'iE:n..R  1.  TCb..  C03T..  Lu'.  TR.IDICIOI:  D^;;0Cd.lTIC..  .JJTIC0I1UNI3T;.  DE  KLLiSTRO 
PUEBLO  Q’JE  SE  T}LJ)UCE  EN  Ei  LIBRE  JUEGO  DE  LES  IDEAS;  EH  EL  R.E3FET0  A LI  INICL-TIW. 
FRIV.J1A  Y A L03' 3:.GiA  JX)3  DERECilOo  1HDI7IDU.  .LE3 . " 

C.UG  cn  esa  misma  asairiblca,  sc  dccidid  dcmoci-aticaincnte  rorr.icj?  dstc  Con'.itd,  cl  cual  co 
i.;onz<5  a trabajar  incicdiatancntc  sobre  los  prcblcinc.c  dc  los  Ccctorcs  dc  Prcduccidn  y 
EC  fijd  coriK)  focha  para  la  Ei,'-uior.tc  .■.sambl^r.  ol  dia  15  dc  cncro  dc  1976,  a la  cual 
so  inv'itaron  las  Autoridcd.es  Civilos  y i’.ilitarc.s  Pi-ovincialcs  y Kacionalcs  y todas 
lor:  AEociacioiics  ci.aprosarialcs  y profosionalcs  dc  la  Capital  y del  resto  del  interior 
dc  la  Rcpublica. 

La  .'.samblca  del  22  dc  Dicienbro,  dondc  hubicron  plantcamicntos  de  iopostanciS, 

nacional  para  los  Sectorcs  dc  Produce idn  no  pude  scr  divul^ada  per  una  orJen  impar- 
tida  a todos  los  nicdios  do  infornacion  por  ol  dclcx'ado  del  departamento  do  medios  dc 
coh.unicacidn  del  Hinistcrio  de  Gobicrno  y Justicia  on  la  Prcvincia  do  Chiriqul. 

En  la  iu:amblca.  del  15  dc  cncro  dc  1976,  sc  arjplia_ron  los  plantcamicntos  dc  la  Asar.- 
blca  del  22  dc  diciembre  y bubo  adcr.ids  xnia  participacidn  activa  dc  los  diforentes 
scc\e=r-<«  ■'’crrcscutadcs  a.  nivcl  nacional;  ca.bc  anotcir  quo  a dsta  asainblca  no  asistic- 
ron  nin^iuna  dc  las  cv^rUoTidaxLcs  Oficialos  Rrovincialcs  ni  Nacionales  invitadas. 

Las  funcioncs  normcles  d.cl  Cemitd  sc  \’lorc!'.  altcrclLas  per  la  sorinrcsiva  dctcncicn  y 
cxp2.triacion  del  Prasid.cntc  de  nuestre  Cemitd,  oxro  rnienbre  y 9 ciudadanos  cids. 

Lute  <5sta  situccidn,  xoda  la  Frovincia  respondid  e.1  ilaoiado  del  Conitd  y sc  prenun- 
cid  civicEr.'.cnte  cu  una  manifest acidii  dc  repudio  a las  medidaa  adeptadas*  quo  contra,- 
vicncii  los  uci'cchos  iiidividucilob  consaprrE.os  cn  ;iu.cstTr-a  Censtituoidn  Nacional 
tc,  haciendo  un  rccorrido  ix>r  las  principalcs  ca.llcs  dc  la  ciudad  dc  David,  cn  forma 
pacffica  y crdoivada,  culininando  osta  cn  cl  Parqxic  dc  Cervantes ^ dondc  sc  entend  cl 
Ilinno  Ifecional. 

ii  partir  dc  la  focha  on  que  fucren  detenidos  y expatriados  nucstros  conoiudcdancs , 
ol  Cornitd  sc  dcclac’d  en  scsidri  permanente,  ampliando  sub  cuadros  y rocibiendo  cl  rc£ 
paldo  popul'cr  de  todos  Ics  sectorcs  quo  hasta  esa  fccha  no  sc  habi.an  pronujicicadc  y 
a solicitud  del  raismo  cl  Coincrcio  respondid  dc  forma  espentdnea  y -uniinlmc, 
zai-.do  tedas  sus  actividadcs  por  dos  (2)  dias  consecutivos  (Jueves  22  y vicrncs  23 
del  presente). 

Durante  cscs  dias  cl  Comitd  cstuvo  tratando  dc  propicior  xm  didloco  cen  las  a.ltas 
esferas  oficialos  pen.'?,  buscarlc  solucidn  a.  los  problcmas  plantea;los,  y a.1  no  poderse 
consequir,  cl  Ccmcrcio  volvid  a paralizar’  sus  actividadcs  durante  cl  dia  26  del  pre- 
sente, vclvicndo  a sus  actividadcs  ncrmales  desdo  cl  martes  27,  a la  espera  del  did 
loqo  con  Ian  autoridadcs  mcncionadas. 

El  miircclos  28  a las  circo  dc  la  tardc,  fuimes  iniornados  por  cl  Gobernaulor  .E:  Ir. 
Frcvincir.,  qxic  um.  Cemisidn  dc  ..Ito  ILvol  vcncLria.  a.  dialoqar  con  nuostro  Cor.:ite  el 
jueves  29  a.  ia.o  echo  y treinta  dc  la  manaoiaj  cn  cl  Ea.ldn  dc  Scsior.es  del  C^ns-jo  Tu-- 
nicipnl  dc  David,  .a  la  cual  asiotieron  come  invita/Ios  del  Gobicrno  Reprcsc’-itacd'ncs 
do  la  Banca,,  Cdr.iar-a  dc  Ccmcrcio,  Dntidados  Civican  y otres  Sectorcs  de  Prcducei'n, 

En  cl  li.*X0£0  con  nucstro  Comitf,  participaron  por  el  Gobicrno  Macional  cl  ?ani..:.tc 
Carcncl  R^rbd.n  P,  Paredes,  liinistro  do  De.smrollo  Apropccuanio,  cl  Licv^ncia.Eo  .nisti- 
dcE  Heyo  rinistro  dc  jJduca.cidn,  ol  Doctor  Jorqo  j.badir.  7.,,  Director  dc  1.'.  C-aj-  del 
3c, pure  Social  y cl  Comisior.oxlo  dc  Lcqisiaoidn,  Licenciado  Ernesto  Pdrez  V .lla„ 

Nuestre  Coi.iitd  })or  irtermrdio  :1c  sus  vccoros,  dcsaLTrollo  los  cineo  terx-s  ciq-uientos ' 

1-  C-arantfas  Ir.divilua.ics  (joacpiin  O’rilaldo.s ) , 

2-  TTaAicicr.eS  Defioerdtioas  (ihv  Raul  Do  Obaldia.), 

Pormacidn  dc  la.  Comisiun  dc  IiC(^isl,;.cidn  (Oscen-  Osorio  Jr^) 

4-  ley  Inetiiu.c  do  dorc.''dco  (l.aben  i'.,  Crericnc), 

.S-  -'.'oferp.'  iJuc'xiva  (Cam.ilo  il-'toiocnchi  Ji;) 

Los  iemes  ri  .neJen  d:  s fu,.ran  o: iitcata^lo"  per  los  C-anisionados  eld  GcbLcrii  . ...  ... 
lb.,'  nii>  a la..',  si, -meiices  conclvs ion,,  e : 

1-  i dc  r,  Jac.  q-'.i antia.e  ir.dividualcs. 
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2-  l?ccon.  cir.ii' ’ll,'-.'  lr>.  cxi  i.'timci:'.  '.Ic  uiMui,!',;-  t,  r' ’ i rr,  - n cl  ■oor.'^tic:’;: . 

3-  ^.cc;pLi,;.','on  do  Jo,  p-.'r-Licj. -pi'.c.idn  do  Ir.  L’l.ij.roD:'.  xdiv.-/l;-,  ,'joci,o.rcs  do  IVcduccicn, 

Olircro::.  C;'n-.pc;.i.uiic>:i , drx-,i  i.'iri  il  Uni'/or';i-i.-,rii.  or,  Ir.  I-vi  '.cion  do  l;i  Coi.iisidn 
irxioi;. '1.: 

I'l’c:  on',.C',r  r.rto  I".  C,.n;is3d';  c'.o  Lc'-.iGl,'.cidn  Ir.r  loo-.iii-ndacj ones  -iicchr.G  por  el  Co- 

prv;,  :nodidio..,r  .Tilpii”  s ;ortLCuli:3  do  if.  Lo-y  N‘  TO  ;,u^  ci'od  cl  Instituto  do  ' 

Jicrcf-doo  '.."Tc.  pcoar.rio  > 

5-  Ilnvi:'.!'  i'.'i.'.i Icj  poi-  ooc,  . tc,  iudo  lo  octu-'-Jc-  liOGt?.  Ir.  fociu',  on  rolacion  C'On  1'.  j 

Id  foi-mC'.  JidiJ.cr.iivao  Adci.ido  Iiinjrjtro  do  ii.’iucr'-cicjr  eo  ofrocid  p-",ra  vt.nir  cufO'-rU 
',.1  C 'i,',!.-:--'  1'  invi-tc  a dar  Idg  cxplicacioncc  c'uo  dsto  co'ooidoro  noccjsario  roopcc-  '' 

tc  a la  odonr-o 

1 :QV. . ; Lf.  dc;  j,.lto  ill  c;l,  I'oconocio  oficir.lrnonta  al  CGrrdtd  Civioo  Demoerdti— 

cc  Ftc  I ..fconicnto  do  Panerr,;  con\'>  erjano  reprooontativo  do  tudes  Iog  Soctoroo  do 
1:.  li’cvirr'- j a do  Cliirif  uic 

.....to  Coiiiitd  partinipar;''.  acti'.  i.uonti.  'on  el  dccarro ! I'".-  intcp.i-al  del  p.afs,  per  medio 
do  loG  depart ;..:,.,n',o.G  .'opro;.-.  itativco  dol  Gobierno  H.acic.n.'l  y tondrd  como  uiio  do  g'is 
co'otivcfG  or.; rcipalc.G ; 'ol  ro'.._rnc  al  po.iG  do  Ls  conciu-i-’daoioG  cxp?.triaA'loG  morciona 
■d,..-  rj'itcriovr..o;ita  tal  corno  so  nos  cfrooidc 

'■  COPIT-:  GIVICO  JddOCjdVT'ICO  idiO  !ilJ0:d.;uPIj?0  DE  RJ-LIxA.'' 

David,  I.  oirirpii,  Republica  de  Penamdo 
AaiOo  772-  'Tbl:  5- -1124 

Mr.  Drummond.  I would  like  to  extend  one  more  point,  Madam 
Chairman,  and  this  is  in  respect  to  a temporary  injunctive  idea.  I am 
taking  this  out  of  memory.  It  is  the  idea  of  the  several  proposals  pre- 
sented. by  the  Secretary  of  the  Army,  none  of  them  have  had  an 
environmental  impact  study  made. 

I do  not  talk  about  past  and  present,  and  what  is  considered  to  be 
the  future.  There  is  an  environmental  protection  service  office  in  the 
Canal  Zone. 

It  is  my  understanding  from  this  office  through  a third  party  that 
they  should  have  made  this  particular  impact  study. 

Mrs.  SuLLTVxVX.  Which  point  are  you  raising  now  ? 

Mr.  Drummond.  This  is  an  extraneous  point  as  far  as  injunctive 
relief,  in  order  to  have  a more  extensive  study  made  as  to  the  socio- 
economic impact  on  what  is  being  done  now  in  the  Canal  Zone. 

Mrs.  Sullivan.  Are  you  speaking  of  the  wage  scale  structure  ? 

Mr.  Drummond.  All  proposals  made.  Madam  Chairman. 

That  is  the  facilities,  the  employee  benefits,  et  cetera,  that  have 
gone  past. 

Mrs.  SuLLiVxVN.  All  right. 

Mr.  Drummond.  Finally,  I would  like  to  present  the  fourth  point 
of  your  letter  of  March  80,  1976;  the  visit  to  Cuba  of  Gen.  Omar 
Torrijos  and  Panamanian/Cuban  influence  in  the  Government  of  the 
Kepublic  of  Panama. 

At  this  point  I would  like  to  reflect  back  to  the  summary  of  that 
April  1973  Communist  analysis  of  the  political  climate  in  Panama 
to  bring  out  these  several  very  important  points. 

1.  In  describing  the  defeat  of  the  United  States  at  the  1973  U.N. 
Security  Council  meeting,  the  report  indicates  that  Panama  may 
count  on  support  of  the  Latin  American  countries,  assistance  from 
the  Socialist  (Communist  fields  and,  particularly,  the  Soviet  Union). 

2.  In  the  analysis,  Torrijos  emerges  as  a man  whose  role  is  more 
that  of  an  arbiter  than  a decision  maker,  of  wdiich  he  is  incapable, 
according  to  the  report. 
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3.  Basically  the  system  is  still  capitalistic  and  so  is  the  mentality 
of  the  people. 

These  first  two  points  are  still  true  today.  The  last  point  is  fast 
becoming  a victim  of  the  first  two. 

Maj.  Manuel  Pineiro  (Losada)  headed  a Cuban  delegation  to 
Panama  to  meet  with  Panamanian  officials.  This  was  reported  in 
the  Star  and  Herald  (12-2-75) . 

Major  Pineiro  is  the  Chief  of  the  Communist  Party’s  Central  Com- 
mittee, Department  of  America  which  directs  subversive  activities  in 
the  'Western  Hemsphere.  He  was  previously  head  of  the  DGI,  Cuba’s 
version  of  the  Kremlin's  KGB.  He  had  made  a previous  visit  to 
Panama  in  April  15,  1968,  with  his  wife;  traveling  on  a Mexican 
passport  under  the  name  of  Jose  Gabriel  Torres. 

Major  Pineiro  was  also  reported  in  Panama  March  5-12,  1976, 
where  he  stayed  at  the  Siesta  Hotel  Avith  15  technicians  after  Avhich 
he  returned  to  Cuba.  The  technicians  remained  in  Panama. 

Some  of  this  information  has  been  taken  from  U.S.  Senate  Com- 
mittee on  the  Judiciary  hearings — part  6,  July  30, 1975. 

A “Critica”  article,  all  in  Cuba,  dated  September  9,  1975,  shoAvs 
part  of  the  96  Chilean  exiles  being  met  by  National  Guard  G-2 
Lt.  Col.  Manuel  Antonio  Noriega.  An  earlier  article,  dated  Septem- 
ber 7,  1975  in  the  “Dominical'’  indicates  that  Prof.  Berta  Torrijos 
Arosemena  Avill  be  in  charge  of  hospitality  arrangements,  noting  that 
families  Avill  folloAv  after  the  refugees  haA^e  found  jobs  and  are 
settled.  These  people  liaA^e  disappeared,  no  one  in  Panama  seems  to 
knoAv  the  whereabouts  of  even  one. 

The  “Matutino”  on  September  6,  1975,  describes  Panama’s  estab- 
lishing diplomatic  relations  Avith  Hungary.  The  article  quotes 
Panama’s  Ambassador  in  Peru,  Boris  Moreno  “.  . . Panama  com- 
pletes here  relations  Avith  the  Socialist  countries  AAffiich  have  ex- 
j^ressed  their  support  of  Panama’s  cause  ...” 

A “Dominical”  article,  dated  Sej^tember  7, 1975,  describes  Panama’s 
joining  of  the  nonalined  nations  (August  26,  1975).  (Kesolution 
pertaining  to  Panama  presented  for  record.) 

That  is  the  resolution  pertaining  to  the  Panama  Canal  Company 
that  I Avould  like  to  present  at  a later  date. 

In  the  latter  ]Dart  of  1975  there  Avas  a major  Communist  party 
meeting  held  on  the  Panamanian  border  Avith  Costa  Eica,  in  which 
Torrijos  attended. 

In  a January  17,  1976,  article  in  the  Washington  Post  describing 
Omar  Torrijos’  return  from  Cuba  it  noted : “After  a bitter  Avrangling 
among  his  adAusers,  he  accepted  the  current  trip  before  the  revelation 
that  Cuban  troops  Avere  fighting  in  Angola.” 

Finally,  in  early  April  1976,  as  noted  in  previous  testimony,  the 
Latin  American  President’s  meeting  scheduled  to  be  held  in  Panama 
in  June.  1976  Avas  canceled  because,  among  other  reasons,  Torrijos 
had  inAuted  Castro  to  attend  Avithout  first  gaining  approval  from 
these  other  countries. 

Apparently  I haAx  an  extraction  that  was  not  supposed  to  be  put 
in  the  continuity  of  this,  but  in  essence,  I am  fully  aAvare,  and  I 
would  like  to  extract  that  from  that. 

Mrs.  SuLLiA'AX.  Where  ? 
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Mr.  Drummoxd.  On  page  11  here,  and  where  I say  finally  in  April, 
1976 — no,  that  is  correct.  It  must  have  been  a redundance. 

Let  me  start  again. 

Finally,  in  April,  1976,  as  noted  in  previous  testimony,  the  Latin 
American  President’s  meeting  scheduled  to  be  held  in  Panama  in 
June  1976,  was  canceled  because,  among  other  reasons,  Torrijos  had 
invited  Castro  to  attend  without  first  gaining  approval  from  these 
other  countries. 

I am  fully  aware  that  citing  dates  and  events  of  recognition  of 
Communist  countries  and  persons  does  not  necessarily  mean  that  the 
Panama  Government  is  influenced  by  these  revelations. 

However,  in  speaking  to  Major  Pineiro’s  visit  to  Panama,  he  did 
stay  at  the  home  of  Komulo  Escobar  Bethancourt,  a well  known 
Marxist  in  Panama,  and  also  the  head  of  the  University. 

Bethancourt  is  a close  fellow-traveler  to  Adolfo  Ahumada  (now 
Minister  of  Labor)  ; Major  Boris  Martinez,  and  Macelino  Jaen  (now 
President  of  the  Legislation  Commission,  and  brother-in-law  of 
Omar  Torrijos)  all  of  whom  are  alo  well  known  Communists  in 
Panama. 

It  Avould  be  inconceivable  not  to  assume  in  this  period  of  1961  that 
these  people  were  making  plans  to  protect  themselves  against  their 
enemy  Dr.  Arias  who  in  April  of  1951  tried  to  pass  a bill  barring  all 
Communists  from  holding  j)ublic  office  in  Panama. 

During  this  period  of  time  everyone  knew  that  Dr.  Arias  was 
going  to  be  President  of  Panama,  or  his  chances  were  very,  very 
great. 

The  coup  took  place  under  the  direction  of  Maj.  Boris  Martinez, 
who  was  later  purged  at  the  reported  insistence  of  Pineiro  in  April 
1969.  That  same  year  Thelma  King  and  Floyd  Britton,  knoAvn  Com- 
munists in  Panama,  who  liked  ]\Iartinez,  were  purged  for  their 
immediate  excessive  demands  for  the  usual  Communist  objectives 
(land  reform  and  nationalization  of  private  enterprise  and  indoc- 
trination of  students,  et  cetera).  Hence,  the  reason  why  there  were 
only  II  Communist  leaders  ])resent  in  their  meeting  of  1969  as  out- 
lined in  previous  documentation. 

How  much  our  own  State  Department  played  in  this  coup,  either 
through  acquiesence  or  othei'wise  is  open  to  speculation,  but  I do 
know  that  the  same  persons  who  were  involved  in  the  overthrow  were 
also  in  constant  contact  with  our  Ambassador  to  Panama,  Charles 
Adair,  A.I.D.,  the  Canal  Zone  Military  Command  and  the  Governor 
of  the  Canal  Zone. 

Again,  as'  stated  })reviously,  only  armed  with  subpoena  power 
could  the  full  truth  in  this  matter  surface. 

Obviously,  our  Government  was  desperate  to  revive  the  tripart 
1964-67  treaty  with  Panama,  and  there  has  been  ample  public  dis- 
closures that  indicate  this.  ]\Iuch  of  the  present  treaty  documentation 
appears  to  have  been  created  out  of  the  basic  concepts  of  that  1964-67 
treaty  package. 

There  appears  to  be  a close  correlation  between  the  give  away  of 
the  canal  to  Toriljos  and  the  surrender  of  Cuba  to  Castro,  as  out- 
lined in  former  T^.S.  Ambassador  to  Cuba,  Earl  E.  T.  Smith  in  his 
1962  book  “The  Fourth  Floor”  which  I would  like  to  present  a part 
of  into  the  record,  chapter  XXII. 
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While  I am  doing  that.  Madam  Chairman,  I have  some  pictures 
of  Soviet  professors  lecturing  in  Panama.^  and  Soviet  experts  in 
Panama,  and  this  is  an  extract  relating  to  Panama,"  a declaration 
adopted  by  the  Coordination  Bureau  of  the  Xonallying  Countries  of 
March,  1975. 

Tliere  is  an  extract  in  Lima  of  the  Xonaligned  Conference.  There 
is  a news  article.  I do  not  know  why  it  is  there. 

Mrs.  SuLLivAX.  They  will  all  be  submitted  for  the  record. 

[The  following  was  received  for  the  record.] 

The  Fourth  Floor,  ax  Accouxt  of  the  Castro  Comml^xist  Revolutiox 
(By  Earl  E.  T.  Smith,  Former  United  States  Ambassador  to  Cuba) 
Chapter  XXII 
What  Does  It  All  Meax? 

Xo  matter  what  coloration  is  put  on  it,  the  fact  remains  that  international 
Communism  has  established  a base  ninety  miles  from  our  shores,  from  which 
it  is  organizing  against  the  United  States  throughout  Uatin  America. 

It  does  not  matter  at  all  that  we  have  allies  close  to  the  Russian  border ; what 
does  matter  is  that  the  Russians  had  not  established  a base  on  the  Western 
hemisphere  until  Castro  appeared  in  Cuba. 

From  my  experience  in  Cuba  I have  concluded  that  this  need  not  have  hap- 
pened. That  it  did  happen  was,  to  a surprising  degree,  due  to  the  policy  of  many 
in  critical  positions  in  the  State  Department  that  a Leftist  dictator  was  better 
than  a Rightist  dictator,  even  tliough  the  Rightist  dictator  may  be  friendly  to 
tile  United  States  and  the  Leftist  dictator  our  enemy.  Tlie  test  witii  tlieni  is  not 
what  is  lieneficial  to  the  United  States  but  what  fits  their  doctrinaire  views  of 
tiie  future  world. 

It  is  very  difficult  to  understand  this  policy  from  an  American  point  of  view. 
I found,  as  Ambassador  to  Cuba,  that  I could  not  understand  this  policy  as  it 
applied  to  Cuba.  Granted  that  Batista  had  outlived  his  usefulness,  the  alterna- 
tive certainly  need  not  have  lieen  Castro,  our  enemy.  And  it  must  be  noted  that 
Castro  would  not  have  been  in  the  position  to  attain  power  and  could  not  have 
created  the  agency  to  seize  power  without  the  good  will  of  the  Fourth  Floor. 

It  cannot  be  maintained  that  the  government  of  the  United  States  was  un- 
aware that  Raul  Castro  and  Che  Guevara,  the  top  men  of  the  26th  of  .Inly  Move- 
ment are  Communists,  affiliated  with  international  Communism.  Tliere  was 
ample  evidence  to  that  effect,  I have  shown  in  this  book  that  it  was  impossible 
for  Assistant  Secretary  of  State  Roy  Rubottom,  his  associate  William  Wieland, 
and  the  Fourth  Floor  not  to  lie  aware  of  Fidel  Castro’s  Communist  affiliations. 
It  is  iieyond  possibility  that  the  CIA  did  not  know.  Roy  Rubottom  was  in  Bogota 
when  Fidel  Castro,  at  the  age  of  twenty-two,  was  an  active  organizer  of  Com- 
munist insurrection. 

But  I am  sure  that  the  Secretary  of  State  and  the  Under-Secretary  of  State, 
and  tiie  Pre.sident  were  not  adequately  and  correctly  informed  on  this  subject, 
until  it  was  too  late.  It  is  essential  to  understand  this  because  while  the  Cuban 
situation  may  have  to  run  its  course,  it  ought  not  to  be  possible  for  the  top 
officials  of  the  United  States  to  be  kept  in  the  dark  on  a matter  of  policy. 

This  then  rai.ses  these  questions : 

What  is  really  our  policy?  Who  makes  it?  How  is  it  established?  Why  did 
we  intervene  in  Castro's  favor  in  Cuba,  when  we  might  have  supported  able, 
knowledgeaiile  pro-American  men  ? 

If  dictatorship  versus  democracy  were  the  only  question  that  faced  us,  it 
would  not  lie  difficult  to  make  a decision.  However,  as  we  are  in  the  midst  of  a 
struggle  for  survival,  other  considerations  are  pertinent.  Furthermore,  to  re- 
move one  dictator  for  another  does  not  produce  democracy. 

If  the  policy  of  the  United  States  is  to  bring  about  the  overthrow  of  dictators 
in  the  hope  that  democracy  will  follow,  then  I believe  that  the  United  States 
must  be  prepared  to  take  whatever  steps  are  necessary  to  presrve  law  and 


1 Due  to  tlie  poor  copy  quality  of  the  document,  it  was  not  suitable  for  printing. 


514 


order  and  prevent  chaos  during  that  interim  period  of  transition  which  may 
last  a long  time.  If  free  and  open  elections  are  to  be  held  in  these  nations 
when  a dictator  is  overthrown,  a provisional  government  must  he  formed  and 
such  government  needs  outside  support  to  maintain  law  and  order.  To  do  other- 
wise leaves  a vacuum  in  which  the  Communists  gain  control.  Such  a vacuum 
did  occur  in  Cuba.  A group  was  ready  to  seize  power,  a Communist  group,  and 
we  aided  them  to  seize  power. 

We  state  that  our  policy  is  non-intervention,  and  through  our  actions  imply 
that  the  Monroe  Doctrine  is  dead.  But  we  intervene  positively  or  negatively 
or  by  innuendo  every  day.  We  intervene  when  we  contract  to  sell  armored  cars 
or  training  planes  or  whatever,  and  then  withhold  what  we  have  agreed  to  sell 
even  after  payment  has  been  advanced.  This  is  intervention  to  place  the  exist- 
ing government  in  an  emitarrassing  position,  unal)le  adequately  to  defend  itself 
against  bandit  and  Communist-supported  forces.  The  psychological  effect  of  the 
withdrawal  of  American  support  was  devastating.  That  is  negative  interven- 
tion. We  permit  the  Leftist  dictator  to  establish  a base  for  operations  in  the 
United  States,  in  violation  of  our  neutrality  laws,  and  the  State  Department 
deals  with  his  emissaries.  That  is  positive  intervention.  We  influence  other 
governments  not  to  sell  arms  to  tlie  government  of  Cuba.  That  is  intervention 
by  innuendo. 

If  we  are  to  intervene  sufficiently  to  bring  about  the  overthrow  of  dictator- 
ships then  we  should  intervene  to  whatever  extent  is  required  to  fulfill  our 
purpose.  Otherwise,  in  my  opinion,  we  must  wait  for  the  normal  self-develop- 
ment of  a people  and  not  assist  revolution  of  any  kind.  And  we  must  be  pre- 
pared to  receive  the  criticism  of  supporting  friendly  governments  recognized 
by  the  United  States,  although  they  have  been  labeld  dictatorships. 

To  make  my  point  clear,  let  me  say  that  we  helped  to  overthrow  the  Batista 
dictatorship,  which  was  pro-American  and  anti-Communist,  only  to  install  the 
Castro  dictatorship  which  was  Communist  and  anti-American.  Because  democ- 
racy is  successful  in  the  United  States,  influential  persons  on  the  Fourth  Floor 
believe  that  we  must  transplant  and  implant  our  ideas  and  our  form  of  de- 
mocracy to  all  other  nations,  many  of  whom  are  not  yet  prepared  for,  and  are 
not  suited  to  our  form  of  government  and  do  not  like  it.  After  all,  a people 
has  a right  to  its  own  form  of  government  and  its  own  way  of  life. 

I testified  to  the  Senate  that  I had  learned  from  experience  and  observation 
that  our  policies  are  determined  by  influential  individuals  in  the  lower  echelon 
of  the  State  Department  in  their  day-by-day  actions.  By  the  time  the  higher 
officials  receive  them  policies  have  already  been  made  and  they  have  to  live 
by  them.  In  this  book  I have  quoted  from  testimony  of  four  other  Ambassadors 
who  testified  under  oath  to  the  same  effect.  It  comes  too  late  to  correct  the 
errors  of  the  desk-men,  who  often  become  so  devoted  to  the  countries  to  which 
they  are  assigned  that  they  forget  that  their  business  is  the  United  States.  The 
Fourth  Floor  consists  of  desk-men,  as  they  are  called.  They  are  career  Foreign 
Service  Officers  who  frequently  look  upon  political  appointees  as  here  today 
and  gone  tomorrow. 

After  this  book  is  published,  some  will  wish  to  accuse  me  of  attacking  the 
entire  Foreign  Service.  This  is  not  my  intent  or  my  desire.  I learned  from 
experience  to  have  a high  regard  and  respect  for  many  Foreign  Service  Officers. 

While  it  is  impossible  to  condemn  an  entire  body  of  men,  it  is  neither  impos- 
sible nor  incorrect  to  say  that  a structure  of  organization  is  such  that  men  on 
a certain  level  on  an  organizational  chart,  lacking  final  political  responsibility 
by  having  the  power  of  day-by-day  decision  in  political  matters,  can  create  a 
situation  which  may  lead  to  national  damage. 

Many  people  will  consider  this  as  too  sweeping  an  assertion.  Yet  this  was 
true  in  the  case  of  Cuba.  The  Secretary  of  State  was  preoccupied  with  Peking, 
Moscow,  and  Berlin.  Policy  decisions  on  Cuban  affairs  were  determined  on  the 
Fourth  Floor  of  the  State  Department,  where  influential  persons  believed  in  the 
revolution  and  hoped  for  its  success.  So  far  as  I know,  no  definite  policy  gov- 
erning our  attitude  to  the  friendly  government  of  Cuba  was  set  on  the  fifth 
floor  tthe  top  echelon  of  the  State  Department). 

The  Secretary  of  State  did  not,  during  my  entire  mission,  discuss  the  Cuban 
problem  with  me.  I had  only  two  interviews,  each  one  at  my  request,  with  the 
Secretary.  One  was  before  I left  for  Havana  to  assume  my  post  as  Chief  of 
Mission.  The  second  interview  was  at  the  Waldorf-Astoria  Hotel  in  1959,  after 
I had  been  recalled  from  the  Havana  post.  Castro  was  then  in  power.  Batista 
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had  fled  Cuba.  At  that  time,  the  Secretary  asked  me  if  I could  explain  how  it 
happened  that  Batista  lost  control  to  Castro,  in  view  of  all  the  arms  and  mili- 
tary equipment  owned  by  the  Batista  government,  plus  the  support  of  his  Air 
Force.  The  Secretary  again  mentioned  the  friendship  to  the  United  States  dem- 
onstrated by  Batista’s  Ambassador  to  the  United  Nations,  Dr.  Nunez  Portuondo. 
I would  not  presume  to  guess  the  reasons  for  the  Secretary's  remarks  or  his 
line  of  thinking.  He  apparently  had  not  been  completely  informed  as  to  the 
background  of  the  Castro  brothers  until  it  was  too  late.  This  is  no  criticism  of 
John  Foster  Dulles.  No  one  man  can  carry  the  whole  world  on  his  shoulders. 

It  is  a criticism  of  the  structure  of  the  State  Department  where  the  attitude 
of  the  United  States  toward  a friendly  government  may  be  determined  through 
the  day-by-day  actions  of  those  in  the  lower  echelon.  I am  convinced,  I repeat, 
that  the  alternative  to  Batista  need  not  have  been  Castro,  the  Communist. 
The  United  States  could  have  been  instrumental  in  forming  a broadly-based 
government  in  Cuba  without  Batista  and  without  Castro.  In  my  judgment,  it 
would  have  been  possible  to  have  established  such  a government  up  until  the 
summer  of  1958.  As  the  months  passed  after  that,  it  would  have  been  more  and 
more  ditflcult  to  exclude  Castro.  Fidel  Castro  was  not  the  only  alternative  for 
Cuba,  nor  did  Castro  single-handedly  conquer  the  island  of  Cuba. 

We  undermined  Batista  but  failed  to  encourage  a peaceful  solution.  The 
Fourth  Floor  said  we  hoped  for  acceptable  elections.  But  we  would  not  support 
the  Church,  the  political  opposition  and  civic  groups  to  make  an  all-out  effort 
to  create  an  atmosphere  which  was  conducive  to  holding  honest  elections,  so 
that  the  people  of  Cuba  could  select  their  own  government.  We  would  not 
.support  a broadly  based  national  unity  government,  which  would  have  acted 
only  as  a provisional  government  and  would  have  remained  in  office  only  long 
enough  to  hold  general  elections. 

I have  shown  in  this  book  that  on  various  occasions,  when  the  timing  was 
propitious  and  opportunities  were  available  for  a solution  without  Batista  or 
Castro,  our  Department  of  State  refused  to  lend  its  support.  The  refusal  was 
based  on  the  grounds  that  the  United  States  would  be  accused  of  intervening 
in  the  internal  affairs  of  Cuba.  Yet,  eventually,  the  State  Department  did 
advise  Batista  that  the  time  had  come  for  him  to  absent  himself  from  his 
country.  That  was  positive  intervention  on  behalf  of  Castro. 

No  formula  for  a successful  solution  without  Castro  or  Batista  could  succeed 
without  the  support  of  the  United  States.  The  United  States  held  a dominant 
position  in  Cuba.  The  prestige  and  influence  of  the  United  States  in  Cuba  until 
January  1,  1959,  was  all  important.  Only  the  United  States  could  have  imple- 
mented a viable  solution.  No  group,  except  the  Church,  was  bold  enough  to 
incur  the  enmity  of  both  Castro  and  Batista  by  trying  to  put  into  effect  a 
solution  without  the  active  endorsement  of  the  United  States.  The  Church 
consistently  made  attempts  for  a peaceful  solution  and  consistently  hoped, 
without  avail,  for  United  States  support. 

Y^et  the  composite  of  United  States  government  agencies,  the  press  and  mem- 
l)ers  of  Congress,  through  their  unsympathetic  actions,  did  so  very  much  to 
help  bring  about  the  overthrow  of  the  Bati.sta  dictatorship.  Many  influential 
individuals  in  the  State  Department  were  in  sympathy  with  what  they  believed 
was  a mass  revolution  taking  place  in  Cuba.  These  influential  individuals  were 
prepared  to  gamble  on  a Leftist  dictator  in  order  to  bring  about  the  downfall  of 
a Rightist  dictator.  Such  a policy  cannot  be  beneflcial  to  the  United  States. 

In  our  country,  there  was  a general  mi.sconception  that  the  events  in  Cuba 
were  brought  about  by  low  standards  of  living  and  social  inequities.  The  facts 
belie  this. 

It  was  not  until  shortly  before  Bati.sta  fled  that  I talked  to  the  Under  Secre- 
tary of  State,  and  not  until  the  fall  of  1958  that  I was  interviewed  by  the 
Deputy  Under  Secretary  of  State.  As  far  as  I know,  the  decisions  were  made 
by  the  As.si.stant  Secretary  of  State  for  Latin  American  Affairs.  My  line  of 
communication  ran  through  the  Department  of  State  and  through  the  channels 
of  the  Department  of  State.  My  predece.ssor.  Ambassador  Gardner,  testified  that 
he  was  ignored  and  not  even  debriefed  at  the  end  of  his  mission.  I also  was 
never  de-briefed.i  This  is  not  businesslike  procedure ; nevertheless,  it  is  what 
happened. 


1 It  is  customary,  when  the  man-on-the-spot  returns  from  his  post,  to  he  questioned  by 
the  State  Department  as  to  his  latest  views  and  as  to  his  estimate  of  the  situation.  This 
is  what  is  meant  by  de-briefing. 
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From  my  life  experience  in  public  service  and  in  business,  I have  reached  the 
conclusion  that  the  structure  of  organization  in  the  State  Department  is  faulty 
by  law.  No  President,  no  Secretary  of  State,  no  matter  how  sincere  and  purpose- 
ful, can  protect  the  United  States  from  the  damage  of  this  day-by-day  operation 
by  the  lower  oflBcials.  These  men  are  protected  by  the  Foreign  Office  Service  Law, 
by  the  Civil  Service  Law,  by  the  Veterans  Administration  Law,  and  by  Con- 
gressional pressure.  For  all  practical  purposes,  they  cannot  be  dismissed.  They 
protect  each  other  as  though  they  belonged  to  a fraternity. 

There  is  no  advantage  to  the  United  States  in  sending  an  Ambassador  to  a 
country  if  the  CIA  representatives  there  act  on  their  own  and  take  an  opposite 
position.  The  situation  becomes  especially  confused  if  the  CIA  representatives 
send  reports  back  which,  following  a doctrinaire  position,  confuse  those  who  sit 
in  Washington.  For  instance,  the  Ambassador  reports  that  the  present  policy  of 
the  State  Department  will  only  benefit  the  Communists,  the  CIA  reports  that  the 
revolutionary  leadership  is  not  Communist-controlled.  Who  is  correct?  Do  we 
have  to  wait  for  the  course  of  events  to  establish  the  truth?  That  can  be  very 
costly. 

When  the  determination  of  a policy  as  important  as  our  attitude  toward  a 
friendly  government  arises  I believe  the  President  or  the  National  Security 
Council  of  the  United  States,  or  some  such  higher  authority,  should  make  the 
decision.  Then  the  actions  of  all  the  departments  of  the  government,  including 
the  State  Department,  should  be  guided  in  accordance  with  such  policy  as  laid 
down  by  higher  authority.  And  those  who  feel  that  they  must  go  their  own  way 
should  be  asked  to  leave. 

Perhaps  the  greatest  confusion  in  our  foreign  relations  arises  from  the  uncer- 
tainty as  to  what  our  policy  really  is.  As  an  Ambassador,  I was  never  told.  The 
briefings  I received  from  Herbert  Matthews  and  the  Fourth  Floor  certainly  did 
not  indicate  cordiality  to  the  government  of  Cuba.  It  seems  to  me  that  when  an 
Ambassador  is  designated  as  Chief  of  Mission  to  a country  he  should  be  given 
definite  briefing  as  to  our  policy,  its  permanent  features  and  its  fiexibility — cer- 
rainly  about  the  country  to  which  he  is  sent.  The  fact  that  an  Ambassador  these 
days  is  at  the  end  of  a telephone  does  not  matter.  In  a revolution  communica- 
tions may  be  cut  off. 

Non-intervention  in  the  internal  affairs  of  other  nations  has  allegedly  been  the 
cornerstone  of  our  foreign  policy  ; yet  for  the  United  States  to  proclaim  non- 
intervention in  the  affairs  of  Cuba  was  not  realistic.  Cuba  was  too  close  to  the 
United  States  historically,  economically,  socially,  and  geographically  not  to  be 
affected  by  the  daily  occurrences  in  the  United  States.  The  United  States  inter- 
vened every  day,  in  one  form  or  another,  in  Cuban  affairs.  The  Cuban  govern- 
ment recognized  this  ; the  Cuban  people  were  aware  of  this. 

The  State  Department  does  not  admit  its  error  regarding  the  Castro  Com- 
munist revolution.  In  April  1961,  sixteen  months  after  Castro  assumed  control 
of  the  government  of  Cuba,  the  Department  of  State  released  its  White  Paper 
on  Cuba,  which  speaks  of  “The  Betrayal  of  the  Cuban  Revolution”  and  states : 
“Never  in  history  has  any  revolution  so  rapidly  devoured  its  children.”  The 
opening  statement  of  the  White  Paper  is  as  follows : 

The  present  situation  in  Cuba  confronts  the  Western  Hemisphere  and  the 
Inter-American  system  wdth  a grave  and  urgent  challenge. 

This  challenge  does  not  result  from  the  fact  that  the  Castro  government  in 
Cuba  was  established  by  revolution.  The  hemisphere  rejoiced  at  the  overthrow 
of  the  Batista  tyranny,  looked  with  sympathy  on  the  new  regime,  and  wel- 
comed its  promises  of  political  freedom  and  social  justice  for  the  Cuban  people. 
The  challenge  results  from  the  fact  that  the  leaders  of  the  revolutionary 
regime  betrayed  their  own  revolution,  delivered  that  revolution  into  the  hands 
of  powers  alien  to  the  hemisphere,  and  transformed  it  into  an  instrument  em- 
ployed with  calculated  effect  to  suppress  the  rekindled  hopes  of  the  Cuban 
people  for  democracy  and  to  intervene  in  the  internal  affairs  of  other  American 
Republics. 

What  began  as  a movement  to  enlarge  Cuban  democracy  and  freedom  has 
been  perverted,  in  short,  into  a mechanism  for  the  destruction  of  free  institu- 
tions in  Cuba,  for  the  seizure  by  international  communism  of  a base  and 
bridgehead  in  the  Americas,  and  for  the  disruption  of  the  Inter-American 
system. 

Further,  the  White  Paper  says ; “When  Doctor  Castro  decided  to  betray  the 
promises  of  the  Revolution,  he  had  to  liquidate  the  instrumentalities  which 
embodied  those  promises  and  to  destroy  the  men  who  took  the  promises 
seriously.” 
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Many  people  may  have  been  sincerely  misled  by  Castro,  but  the  Department 
of  State  cannot  afford  to  be  misled.  The  Fourth  Floor  was  fully  informed  on 
Fidel  Castro  since  the  1948  Bogota  uprising. 

The  Fourth  Floor  should  not  have  been  so  naive  as  to  believe  that  the 
Communists  would  not  take  advantage  of  the  26th  of  July  Movement  as  they 
saw  fit.  The  Fourth  Floor  should  not  have  been  so  naive  as  to  brush  off  all 
reports  on  Communist  infiltration  and  Communist  control  of  the  Castro  move- 
ment as  being  Batista  propaganda. 

The  State  Department  and  the  Central  Intelligence  Agency  were  aware  that 
Che  Guevara  was  an  active  Communist  in  Guatemala  and  Mexico  and  that 
Raul  Castro  had  been  active  in  the  international  Communism  student  move- 
ment. 

The  White  Paper,  I believe,  further  substantiates  my  contention  that  these 
influential  individuals  on  the  Fourth  Floor  were  even  prepared  to  gamble  on  a 
Leftist  dictator  in  order  to  have  the  revolution  succeed.  Furthermore,  they  had 
the  reports  in  their  files  of  Fidel  Castro’s  Communist  affiliations  provided  by 
United  States  Ambassadors  to  Cuba,  Mexico,  probably  Colombia,  and  many 
other  sources. 

On  May  1,  1961,  less  than  one  month  after  the  release  of  the  White  Paper, 
the  Cuban  Premier,  Fidel  Castro,  in  a three  and  a half  hour  television  address 
at  a May  Day  gathering  in  Havana,  declared  that  Cuba  was  a Socialist  country 
and  would  no  longer  hold  elections.  In  the  future,  Castro  said,  his  regime  would 
depend  on  direct  support  by  Cubans  attending  similar  rallys. 

“Do  you  need  elections?”  Castro  asked  the  crowd:  “No,  no”  his  audience 
shouted.  Castro  said  the  revolution  does  not  contemplate  giving  the  oppressive 
class  any  chance  to  return  to  power.  Then  he  said : “If  Mr.  Kennedy  does  not 
like  Socialism,  we  don’t  like  imperialism.  We  don’t  like  capitalism.”  He  warned 
the  United  States’  aggressive  policies  were  putting  New  York  in  danger  of 
becoming  another  Hiroshima. 

Lincoln  White,  press  officer  of  the  State  Department,  declared  the  Castro 
May  Day  speech  proclaiming  Cuba  a Socialist  state  shows  that  Cuba  has 
certainly  become  a member  of  the  Communist  bloc. 

In  a nationwide  radio-television  address  on  December  2,  1961,  Fidel  Castro 
said : “I  am  a Marxist-Leninist  and  will  be  one  until  the  day  I die.”  The  rest 
of  the  world  is  “on  the  way  to  Communism.”  He  also  said  that  he  was  forming 
a single  Communist-like  “United  Party  of  Cuba’s  Socialist  Revolution.”  The 
new  party  would  lead  Cuba  through  Socialism  to  “a  people’s  democracy  or  the 
dictatorship  of  the  proletariat.”  Its  program  will  be  “Marxist-Leninist  and 
adapted  to  conditions  in  Cuba.”  Then  he  goes  on  to  say,  “There  is  no  halfway 
between  Socialism  and  imperialism.” 

Surely  it  is  difficult  to  understand  why  the  higher  echelon  of  the  State 
Department,  as  late  as  April  1961,  permitted  release  of  the  White  Paper  on 
Cuba. 

The  United  States  cannot  afford  to  excuse  such  costly  mistakes  by  saying 
that  the  revolution  was  betrayed  by  Castro.  The  United  States  cannot  afford 
to  risk  its  security  by  having  the  Fourth  Floor  gamble  on  a Leftist  dictator  in 
order  to  have  revolutions  succeed. 

The  motivation  of  the  Fourth  Floor  must  be  regarded  as  unselfish.  How- 
ever, we  cannot  assume  that  in  a changing  world  the  United  States  can  sup- 
port revolutionary  groups  which  call  themselves  Democratic  but  are  in  reality 
Marxist  oriented.  If  it  is  our  fixed  policy  to  support  Democratic  revolutions, 
then  it  is  our  obligation  to  intervene  to  assure  that  they  are  Democratic  and 
not  Commimist,  otherwise  we  defeat  our  own  idealistic  purposes.  It  is  the 
function  of  the  State  Department  and  the  CIA  to  know  in  advance  the  nature 
of  each  revolutionary  group.  The  United  States  risks  its  survival  on  such 
knowledge. 

It  is  a fact  that  we  have  a Communist  country  ninety  miles  off  our  shores. 
There  is  a possibility  that  the  Caribbean  might  become  a Communist  lake.  It 
is  our  duty  and  obligation  to  prevent  such  a possibility. 


An  Extract  From  the  Political  Declaration  of  the 
Lima  Non-Aligned  Conference 

81.  They  (The  Ministers  for  Foreign  Affairs)  reiterate,  further,  their  demand 
for  the  elimination  of  the  United  States  military  bases  existing  in  Panama  and 
Puerto  Rico. 
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82.  The  Ministers  for  Foreign  Affairs  reiterate  once  more  the  total  support 
and  the  solidarity  of  the  Non-Aligned  Countries  with  the  people  and  Govern- 
ment of  Panama  in  their  just  struggle  to  exercise  their  effective  sovereignty 
and  full  jurisdiction  over  that  part  of  their  territory  which  is  known  at  present 
as  the  Panama  Canal  Zone,  that  is  occupied  by  the  United  States  of  America 
against  the  will  of  the  Government  and  people  of  Panama.  The  Ministers  for 
Foreign  Affairs  likewise  undertake  to  support  actions  at  an  international  level, 
particularly  in  all  the  organs  of  the  United  Nations  Organization,  to  attain 
this  inalienable  right  of  the  people  and  the  Revolutionary  Government  of 
Panama.  They  decide  to  give  this  matter  their  paramount  attention  and  charge 
the  Coordinating  Bureau  with  the  task  of  taking  appropriate  action  on  this 
matter. 

83.  The  Ministers  for  Foreign  Affairs  support  the  Revolutionary  Government 
of  Panama,  headed  by  General  Omar  Torrijos  Herrera,  in  its  firm  intention  to 
establish  new  political,  economic,  social  and  cultural  structures  in  benefit  of  its 
people,  and  they  firmly  condemn  any  action  designed  to  undermine  the  bases 
of  the  Panamanian  revolutionary  process  or  directed  against  the  physical 
integrity  of  the  leaders  of  the  Revolution. 

Mr.  Drummond.  And  this  is  the  particular  document,  which  is  a 
comparison. 

Mrs.  Sullivan.  Mr.  Drummond,  I am  going  to  be  excused  for  just 
a moment,  and  Mr.  Snyder  will  question  you  when  you  finish  the  last 
page  of  your  testimony.  I will  be  right  back. 

Mr.  Drummond.  Now,  Mr.  Chairman,  again  we  have  Major  Piniero 
visiting  Panama  in  recent  months,  and  even  weeks. 

You  have  heard  the  allegations  of  2,250  combat-trained  Cubans  in 
Panama.  I am  getting  this  information  close  to  the  source  of  the 
Panama  Government. 

I liave  been  told  that  over  and  above  the  50  or  60  staff  assigiied  to 
the  Cuban  Embassy  there  are  also  as  many  as  2,000  attached  in  one 
capacity  or  another. 

Whether  or  not  these  allegations  are  to  be  believed  by  the  gentle- 
men in  this  room  should  be  tempered  on  the  obvious  fact  that  the 
members  of  the  Guardia  National  believe  that  is  true,  or,  at  least, 
they  have  led  my  informants  to  believe  that  it  is  so. 

These  revelations  have  precipitated  a powerplay  within  the  Guardia 
National  with  all  of  the  troop  commanders:  (ij  Paredes  G-1  (per- 
sonnel)— agrarian  reform;  (2)  Arauz  (transportation  communica- 
tions) ; (3)  Fisher  G-5  (community  relations)  ; (4)  Ayala-Police 
(DACA-garbage  collection;  and  (5)  Flores  Chief  of  Staff,  lining  up 
behind  Colonel  Garcia,  second  in  command  of  the  Guardia  National, 
and  whatever  else,  an  ardent  anti-Communist. 

Lieutenant  Colonel  Noriega  G-2  [Secret  Police]  can  be  considered 
as  the  force  behind  the  Leftist  drift  in  the  National  Guard  with 
qualified  support  from:  (1)  Arosemena  (DENI) — Brother-in-law 
to  Torrijos.  (2)  Diaz,  Secretary  General — Cousin  of  Torrijos. 

Colonel  Garcia  was  able  to  eliminate  two  of  his  headaches,  Douglas 
and  Melo,  by  assigning  them  to  two  foreign  embassies  as  the  District 
of  Columbia  attache  and  Columbian  Attache,  respectively. 

Lieutenant  Colonels  Contreras  G-3,  Supply  and  Bellido  G-4, 
Finance  played  no  significant  part  in  the  guard  powerplay. 

When  this  took  place,  this  by  the  way,  was  published  in  the  Panama 
papers  several  weeks  ago,  not  what  I am  giving  you,  but  the  different 
changes  that  were  made. 

Diaz,  Contreras,  and  Bellido  have  no  troop  command. 
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Torrijos,  lacking  confidence  in  the  motives  of  either  Garcia  or 
Xoriega,  appears  to  have  relied  on  these  Cuban  troops,  alleged  to  be 
under  only  his  direct  command,  as  insurance  that  he  will  not  be  turned 
upon  by  either  Xoriega  or  Garcia. 

There  is  speculation  that  the  powerplay  in  the  Guardia  Xational 
contributed  to  the  recent  changes  in  the  Foreign  Ministry  whereby: 

One : Aquilino  Boyd,  the  former  U.X.  Ambassador,  was  named  as 
foreign  minister,  a job  he  previously  held  in  President  Ernesto  De 
La  Guardia’s  term,  1956-60.  He  was  First  Secretary  in  Cuba  1946-48, 
at  which  time  he  became  enamored  with  the  Communist  movement. 
He  led  the  1959  demonstration  where  the  U.S.  flag  was  desecrated  in 
front  of  the  L^.S.  Embassy.  He  is  a close  relative  of  Frederico  Boyd 
who  was  one  of  those  responsible  for  the  1968  coup  [uncle]. 

Two:  Jorge  Illeuca,  former  Ambassador  to  the  United  Xations,  has 
been  reappointed  to  that  position.  It  was  Illeuca  who  advised  former 
President  Chiari  to  break  off  relations  with  the  United  States,  and 
accuse  the  United  States  of  aggression  in  1964. 

Three : Tack  has  been  relieved  of  all  Government  functions,  similar 
to  Martinez  in  1969. 

Four:  Bethancourt  has  been  relieved  of  his  job  as  advisor  to  treaty 
negotiations  and  returned  to  full  duty  in  the  university. 

There  is  an  opposite  view,  having  the  previous  knowledge  that  these 
changes  were  to  take  place,,  that  these  changes  precipitated  the 
Guardia  changes. 

A third  view  is  that  Panama,  having  received  adverse  publicity  in 
Tack'S  connection  to  the  narcotics  trade,  felt  the  need  for  a facelifting. 

A fourth  view  is  that  our  State  Department  put  pressure  on  the 
Torrijos  government  for  the  same  reason  so  that  they  could  present  a 
treaty  without  complications. 

In  short,  there  is  far  too  little  information  this  time  to  make 
speculations,  but  one  thing  is  definite,  that  is,  Panama  is  fast  becom- 
ing destabilized  with  the  potential  for  widespread  violence. 

I would  be  more  than  happy  to  answer  any  questions  that  the  sub- 
committee may  put  to  us  and,  again,  I want  to  thank  you  for  allowing 
me  to  testify  here  today. 

Mr.  SxYDER  [presiding].  On  page  10  you  indicate  that  the  Presi- 
dent sent  General  Torrijos  his  personal  assurance  that  he  would  be 
reelected. 

IVhat  is  the  source  of  that  information  ? 

Mr.  Drummond.  I am  getting  it  through  the  Xational  Guard  of 
Panama,  and  a paid  informant . 

I do  not  have  the  documentation,  but  I feel  it  is  a very  valid  piece 
of  information,  or  these  people  are  being  lied  to,  and  I do  not  believe 
that  to  be  so. 

Congressman  Snyder,  I cannot  give  you  the  persons  that  gave  me 
this  information  Avithout  jeopardizing  their  position. 

However,  I can  say  the  sources  are  close  to  the  GoA^ernment  as  can 
be  gotten  Avithout  jeopardizing  their  position,  that  talked  to  me. 

Mr.  Snyder.  On  page  13  you  indicate,  or  allege,  that  as  early  as  the 
middle  of  1974  the  Secretary  of  the  Army’s  Office  formed  a phaseout 
plan  for  a number  of  the  military  bases  uoav  in  existence. 

Mr.  Drummond.  I haA^e  personal  knoAvledge  of  that.  I haA^e  seen 
the  document.  It  Avas  described  as  a proposal. 
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I should  point  out  to  you  that  I said  I believed. 

Mr.  Snyder.  There  is  a cover  letter  signed  by  Secretary  Bo 
Callaway. 

Mr.  Drummond.  That  is  my  belief,  out  of  recall. 

I looked  at  the  document  personally,  and  I saw  these  different 
bases,  and  the  structure  that  was  set  up,  and  so  forth,  and  when  the 
time  period  Avas. 

Mr.  Snyder.  It  might  be  appropriate  to  say  your  best  recollection 
Avas  a letter  signed  by  Bo  Callaway. 

Mr.  Drummond.  Yes,  sir,  it  was  three  documents.  One  dealing 
with  the  dismantling  of  the  Latin  American  communities,  and  one 
dealing  Avith  the  military  bases,  and  one  dealing  Avith  the  Pestillo 
report.  These  are  all  important  documents  in  this  respect. 

The  Pestillo  report,  regardless  of  the  labor  management  problem, 
set  up  the  structure  that  Ave  are  now  faced  Avith  today,  and  that  was 
Mr.  Yeysey,  now  Assistant  Secretary  of  the  Army,  Chairman  of  the 
Board. 

It  was  a recommendation  by  the  Pestillo  report.  Chairman  of 
the  House,  and  Coordinating  Board  down  there,  et  cetera. 

These  are  recommendations  that  would  set  this  problem  up  that 
you  have  today,  and,  of  course,  Ave  are  talking  about  the  dismantling 
of  the  Latin  American  community. 

This  Avas  a document,  Mr.  Snyder.  The  other  Avas  something  I 
think  described  the  proposals,  but  it  Avas  a document,  and  I am 
almost  positive,  I would  like  to  say  to  the  best  of  my  recall  there 
Avas  a covering  letter  by,  at  the  time.  Secretary  of  the  Army,  Bo 
Callaway. 

Mr.  Snyder.  In  regard  to  the  first  paragraph  on  page  14  of  your 
statement,  that  a research  firm  based  here  in  AYashington,  D.C.,  Avas 
engaged  to  run  a feasibility  study  to  turn  over  the  Canal  Zone  piers 
to  Panama,  is  that  a statement  of  fact,  or  an  allegation  ? 

Mr.  Drummond.  This  is  not  an  allegation. 

Mr.  Snyder.  A matter  of  common  knoAvledge. 

Mr.  Drummond.  It  is  a matter  of  common  knoAvledge.  I say  com- 
mon knoAvledge.  I do  not  think  anyone  has  been  able  to  get  the 
report. 

I expect  to  get  it,  hopefully  Avithin  the  future  sometime. 

Mr.  Snyder.  I Avould  ask  the  Governor  if  he  would  make  such 
a report  available  to  the  committee. 

Governor  Parfitt.  There  is  a report,  but  not  Avith  the  purpose 
alleged.  It  considers  the  possibility  of  establishing  a port  authority, 
Avhich  could  or  could  not  involve  a third-party  lease  or  license.  I 
have  not  yet  seen  the  completion  of  that  report,  but  it  is  nearing 
completion,  and  we  Avill  be  glad  to  provide  it. 

Mr.  Snyder.  AYhen  it  becomes  aA^ailable,  Avill  you  proAude  the 
report  to  the  committee  ? 

Governor  Parfitt.  Yes,  sir. 

[This  document  has  been  placed  in  the  files  of  the  committee.] 

Mr.  Snyder.  Mr.  Drummond,  can  you  document  the  statement 
on  page  18,  of  Torrijos  attending  the  Communist  Party  meeting 
Avith  certain  others  present 

Mr.  Drummond.  That  was  the  trip  by  the  Board  to  Panama. 
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My  understanding  was  it  was  in  the  same  period  of  time,  but 
we  are  talking  about  September. 

I would  only  guess  from  recall  that  there  was  a public  news  release 
on  this. 

I can  tell  you  what  happened,  from  my  informants. 

The  National  Guard  were  not  pleased  with  the  study.  They 
jumped  Torrijos  on  this.  This  is  part  and  parcel  of  their  apprehen- 
sion of  the  Leftist  movement.  They  are  not  all  Communists.  There 
are  a great  number,  like  I said,  that  because  of  their  nationalism, 
do  not  want  that  country  to  go  Communist,  and  when  Torrijos 
makes  these  moves,  and  he  is  apparently  being  influenced  by  others, 
and  so  forth,  they  strongly  and  in  particular,  in  this  case,  they  did, 
indicated  by  this  other  news  media  article,  they  object  strongly, 
when  he  went  to  Cuba,  and  as  far  as  your  question  goes,  I can  docu- 
ment, I think  maybe  at  a later  date,  but  I have  not  the  document 
now. 

Mr.  Snyder.  If  you  are  able  to  do  it,  will  you  send  it  in  ? 

Mr.  Drummond.  Yes. 

Mr.  Snyder.  One  last  inquiry. 

On  the  bottom  of  page  15  and  the  top  of  page  16,  I find  it  inter- 
esting to  note  that  in  regard  to  the  Government  of  Panama  three 
areas  of  interest  stand  out : 

First,  military  bases  will  be  reduced  to  three. 

Second,  all  commercial  function  will  be  turned  over  to 
Panama. 

Third,  all  U.S.  Government  functions  will  be  turned  over  to 
Panama. 

There  are  you  speaking  of  the  treaty  negotiations  that,  according 
to  the  press,  reached  those  agreements  ? 

Mr.  Drummond.  I am  speaking  of  that,  but  also  the  conceptual 
agreements  that  have  been  made,  what  public  statements  the  United 
States  and  Panama  have  agreed  to. 

lYe  are  talking  about  three  bases,  and  I do  not  hai^e  the  docu- 
ment with  me  now.  I had  that  the  last  time  I came  up,  in  which 
these  were  the  essential  agreements  that  were  agreed  to  by  the 
United  States  and  Panama. 

Mr.  Snyder.  But  these  were  some  of  the  preliminary  agreements 
in  regard  to  it  ? 

^Ir.  Drummond.  Yes. 

^Ir.  Snyder.  Is  there  anything  transpiring  there  now  that  indi- 
cates that  they  are  in  the  process  of  turning  over  commercial  func- 
tions to  Panama,  or  government  functions  to  Panama? 

]\Ir.  Drlwimond.  IVell,  I consider  these  facilities,  these  bases,  and 
my  understanding  is  there  has  been  several  inquiries  made  to  Con- 
gress indicating  different  bases  would  be  turned  over. 

Now,  these  are  all  justified  under  other  reasons.  I think  Amador, 
I have  some  indication  that  they  are  getting  ready  to  turn  this  base 
over. 

^Ir.  Snyder.  You  have  some  indication.  Can  you  nail  it  down  a 
little  bit? 

lYe  will  ask  the  Governor  about  it. 

Mr.  Drummond.  Specifically,  some  of  the  functions  that  are  sta- 
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tioned  there,  like  the  79th  Army  Band.  It  is  my  understanding,  any 
way  they  spent  $60,000  to  refurbish  the  building. 

They  told  me  they  would  not  have  to  be  there,  and  their  people 
have  indicated  they  are  getting  ready  to  turn  the  base  over;  that 
is,  the  supervisors  there. 

I did  not  go  into  this  deeply  with  respect  to  the  military  facilities, 
because  I felt  that  the  Congress  had  been  given  inquiries  made,  and 
that  was  the  idea  that  was  established,  or  I can  find  out  the 
information. 

Mr.  SxYDER.  I would  appreciate  it  if  you  have  any  such  informa- 
tion, and  if  the  Governor  would  tell  us. 

]\fr.  Drummoxd.  The  indication  I have  is  the  treaty  hearings  over 
the  years,  and  then  you  have  this,  what  is,  in  effect,  cause  and  effect, 
and  I onl}^  went  through  this  thing  3 or  4 months  ago,  as  far  as  the 
military  establishments  were  concerned. 

I would  have  to  get  back,  if  I could,  and  give  you  the  specifics  on  it. 

Mr.  SxYDER.  Very  good. 

Thank  you  very  much. 

Mrs.  Sullivan  (}:>residing) . Mr.  Drummond,  I think  your  informa- 
tion is  quite  potent.  It  is  information  that  we  in  this  committee  should 
have,  but  cannot  follow  with  any  action. 

Have  you  any  objection  to  this  being  turned  over  to  our  own  intel- 
ligence establishment  here  in  Washington  ? 

Mr.  Drummond.  No;  in  fact.  Madam  Chairman,  I would  like  to 
have  it  turned  over.  I would  like  to  see  a direction  being  taken, 
because  what  I am  giving  here  is  from  the  guy  on  the  street. 

I do  not  have  all  the  information.  I could  not  get  it,  but  I think  if 
it  was  a man  with  authority  that  could  make  the  investigation,  because 
I work,  too,  not  only  on  this,  but  I work,  I hope  I will  still  be  work- 
ing, any  way,  8 hours  a day. 

I spend  my  time  in  union  business,  as  well  as  time  here  on  this 
problem. 

Mrs.  Sullivan.  Well,  I think  it  is  good  information  that  could 
provide  good  leads  to  be  followed  through  by  those  in  our  own  Gov- 
ernment who  are  charged  witli  this  kind  of  problem.  We  cannot,  and 
do  not,  have  the  facilities  or  the  ability  to  follow  through,  but  we 
certainly  appreciate  your  takin.q-  your  time  to  come  up  here  and  give 
the  information  to  us,  because  I think  it  is  potent.  If  they  can  come 
up  with  some  of  the  background  and  follow  through  the  leads,  maybe 
it  will  be  for  the  good  of  all  of  us. 

Mr.  Drummond.  Well,  I hope  so.  Madam  Chairman. 

Mr.  Sullivan.  I appreciate  your  coming. 

It  has  been  a long  day. 

Mr.  Snyder.  I think  it  would  be  good  to  have  unanimous  consent 
that  if  the  Governor  wishes  to  have  filed  an  additional  statement  in 
response  to  what  Mr.  Drummond  has  said  and  alleged,  he  should  be 
able  to  do  so. 

Mrs.  Sullivan.  If  you  have  any  additional  comments,  fine.  I think 
we  also  asked  Secretary  Veysey.  and  his  will  be  permitted. 

I hope  that  we  have  some  good  material  on  which  to  act.  The  news 
media  stopped  me  outside.  I did  not  reveal  anything  I should  not 
reveal.  I said  that  the  negotiations  are  still  going  on. 
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I said  it  is  our  understanding  there  will  be  no  decision  before  the 
elections  or  before  the  end  of  the  year,  despite  the  fact  that  some  of 
us  in  the  Committee  are  completely  opposed  to  the  negotiations. 

The  negotiations  are  still  going  on,  and  yet,  the  treaty  can  never  be 
in  effect  until  it  is  ratified  by  the  Congress.  That  means  both  Houses, 
it  must  be  ratified  by  the  Senate  and  implemented  by  the  House. 

I am  sure  this  will  all  be  on  the  air.  It  is  not  revealing  anything  I 
cannot  tell,  but  I do  think  the  people  should  know  that  these  things 
are  going  on,  and  I hope  that  there  will  be  documentation  before  all 
of  us  should  there  be  a development  of  events. 

I thank  all  of  you  for  coming,  and  the  subcommittee  stands  ad- 
journed until  the  call  of  the  Chair. 

[The  following  material  was  submitted  for  inclusion  in  the  record :] 

Prepared  Statement  of  Stewart  D.  McElyea,  Director  Field  Operations 
Division,  United  States  General  Accounting  Office,  Washington,  D.C. 

Mr.  Chairman  and  Members  of  the  Subcommittee : We  appreciate  the  oppor- 
tunity to  advise  you  of  the  work  which  we  have  in  process  covering  the  matters 
that  are  the  subject  of  these  hearings.  As  discussed  with  a member  of  the  Sub- 
committee’s staff,  the  following  letters  will  be  submitted  to  you  in  time  for 
inclusion  in  the  record  of  these  hearings. 

1.  A reply  to  a joint  request,  dated  February  2,  1976,  from  the  Honorable 
Leonor  Sullivan  and  Ralph  Metcalfe  for  our  answers  to  various  questions  relat- 
ing to  the  recent  accounting  principle  changes  made  by  the  Canal  organization. 

2.  A letter  commenting  on  H.R.  12641,  a bill  to  allow  the  Company  interest 
credit  on  its  cash  deposited  with  the  U.S.  Treasury  and  to  provide  for  the 
temporary  deferment  of  the  net  direct  investment  of  the  U.S.  Government  in  the 
Company. 

For  your  information,  we  also  have  the  following  reports  in  process  on  the 
Canal  organization.  The  reports  should  be  issued  within  the  next  4 to  6 weeks. 

1.  Report  to  the  Congress  on  our  examination  of  the  Canal  organization’s 
financial  statements  for  fiscal  years  1974  and  1975. 

2.  Report  to  the  Secretary  of  the  Army  on  our  recent  review  of  hospital  and 
electrical  rates  charged  by  the  Canal  organization. 

In  addition  to  our  opinion  on  the  Canal  organization’s  financial  statements, 
our  financial  examination  report  includes  comments  on  the  Company’s  position 
that  it  should  be  allowed  a benefit  on  its  cash  deposited  with  the  U.S.  Treasury 
and  presents  several  alternative  ways  of  obtaining  this  benefit,  including  the 
one  which  is  covered  in  H.R.  12641.  In  our  review  of  the  hospital  and  electrical 
rates,  we  have  tentatively  concluded  that  changes  should  be  made  in  the 
hospital  rate  area  that  would  (1)  increase  the  Canal  Zone  Government’s 
recoveries  of  hospital  cost  from  other  U.S.  Government  agencies  and  individual’s 
health  insurance  companies,  and  (2)  decrease  the  expense  incurred  by  the  U.S. 
military  and  other  U.S.  Government  agencies  for  hospital  cost  relating  to 
civilian  employees  and  their  dependents.  We  have  also  tentatively  concluded 
that  changes  should  be  made  in  the  electrical  rate  area  which  will  probably 
decrease  costs  incurred  by  other  U.S.  Government  agencies  but  increase  the 
Canal  organization’s  electrical  cost.  Copies  of  these  reports  will  be  furnished  to 
the  House  Panama  Canal  Subcommittee  upon  issuance. 


Prepared  Statement  of  Earl  W.  Clark,  Talmage  E.  Simpkins, 
Co-Directors,  Labor-Management  Maritime  Committee 

The  LMMC,  composed  of  major  steamship  lines  and  maritime  unions,  appre- 
ciates the  opportunity  to  present  the  following  views  on  the  financing  of  the 
Panama  Canal  and  H.R.  12641. 

There  is  no  question  but  that  the  Panama  Canal  Zone  is  in  serious  financial 
difficulty  if  the  losses  for  the  past  few  years,  plus  the  projections  for  this  year 
are  factual.  The  Canal,  in  our  opinion,  will  be  in  more  serious  problems  if  the 
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tolls  that  were  increased  in  1973  and  1976  are  increased  again  by  the  projected 
20  to  25%  later  this  year. 

LMMC  does  not  relate  its  comments  to  any  current  treaty  negotiations  sur- 
rounding the  Canal  Zone.  Rather,  our  comments  and  suggestions  on  the  Panama 
Canal  Zone  are  directed  principally  to  the  economics  of  the  transportation 
situation. 

The  basic  problem  is  simple.  The  revenue  from  the  tolls  is  not  sufficient  to 
cover  the  outlays  that  the  Panama  Canal  Company  has  to  make.. 

This  problem  can  be  met  on  a temporary  basis  by  H.R.  12641.  This  legislation 
provides  for  the  temporary  deferment  of  payment  to  the  Treasury  on  the  net 
direct  investment  of  the  Government  in  the  Panama  Canal  Company.  As  we 
understand  it,  this  legislation  would  do  three  things : 

1.  The  annual  interest  paid  by  the  Panama  Canal  Company  to  the  U.S.  Treas- 
ury on  the  Government’s  net  direct  investment  in  the  Canal  would  be  reduced 
by  an  offsetting  interest  earning  on  the  cash  that  the  Company  has  on  deposit 
with  the  Treasury  ; 

2.  Interest  payments  on  the  Government’s  investment  would  be  paid  to  the 
extent  earned ; and, 

3.  The  interest  charges  not  earned  would  be  added  to  the  net  direct  invest- 
ment of  the  Government  in  the  Panama  Canal  Company. 

This  differs  from  the  current  situation  in  that  the  Panama  Canal  Company 
does  not  earn  interest  on  the  cash  on  deposit  with  the  Treasury  and  when  the 
income  from  tolls  does  not  provide  sufficient  funds  to  make  the  interest  pay- 
ment on  the  investment,  tolls  are  to  be  increased. 

This  legislation  is  defined  as  temporary  and  we  urge  its  enactment.  The 
alternatives  appear  simple.  Increase  revenue  or  reduce  expenditures.  The  only 
way  to  increase  revenue  is  to  raise  tolls.  The  level  to  which  the  tolls  can  be 
raised  is  questionable.  How  can  higher  tolls  really  help  when  they  can  be 
avoided  by  many  carriers  by  using,  not  only  the  competing  Suez  Canal,  but 
also  the  growing  practice  of  moving  international  freight  overland  in  landbridge 
and  minibridge  services? 

There  are  several  reasons  why  traffic  through  the  Canal  has  declined — the 
general  decline  in  international  shipping  and  economic  conditions  as  well  as 
the  opening  of  the  Suez  Canal.  Additionally,  technological  changes  allow  one 
ship,  beoause  of  size  and  speed,  to  replace  a number  of  C-2  equivalents,  thereby 
reducing  the  total  number  of  liner  vessels  engaged  in  world  commerce. 

The  Company,  already  hit  by  its  first-ever  deficit  in  fiscal  1973  was,  under  the 
self-sustaining  requirement,  left  with  little  option  but  to  raise  tolls.  This  was 
done  in  1974.  However,  conditions  have  changed  little  since,  and  tolls  have 
again  been  boosted  by  revisions  in  the  ship  admeasurement  system.  Canal  Com- 
pany officials  have  now  left  little  doubt  that  another  general  increase  of  20  to 
25%  will  be  forthcoming  within  the  year. 

The  carriers,  to  our  knowledge,  have  never  objected  to  paying  tolls  to  help 
support  the  Canal.  However,  it  would  make  little  sense  to  continue  to  use  the 
Canal  when  an  alternate  route  is  available  at  lesser  cost,  whether  it  be  the 
Suez  Canal  or  a landbridge  movement  across  the  United  States  or  Russia.  We 
suggest  that  the  tolls  are  now  at  the  level  where  alternate  routes  are  being 
employed.  A further  increase  would  only  accelerate  this  movement  away  from 
the  Canal  and  thereby  further  reduce  the  revenue  collected. 

The  other  and  more  logical  alternative  is  to  reduce  the  expenditures  of  the 
Panama  Canal  Company.  Certain  costs  of  running  the  Panama  Canal  Company 
should  be  transferred  from  the  users  of  the  Waterway. 

Some  $9  million  of  the  Panama  Canal  Government’s  $23.5  million  budget, 
paid  by  the  Canal  Company,  goes  to  cover  such  non-transit  related  expenses  as 
operating  customs,  immigration,  postal,  police  and  fire  protection  services,  as 
well  as  a judicial  system  and  civil  defense.  We  don’t  expect  our  fire  departments 
and  police  departments  to  pay  their  own  costs.  They  perform  essential  services 
for  the  public  and  are  supported  in  that  vein. 

We,  therefore,  suggest  that  these  expenses  be  paid  out  of  the  General 
Treasury. 


Prepared  Statement  of  Eugene  A.  .Johnson,  President  of  the  Congress  of 
Latin  American  Civic  Councils,  Canal  Zone 

1.  Mr.  Chairman — members  of  the  Subcommittee  on  the  Panama  Canal.  As 
spokesman  for  the  four  Panamanian  Civic  Councils  in  the  Canal  Zone’ — Paraiso, 
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Pedro  Miguel,  Santa  Cruz  and  Rainbow  City — it  is  my  privilege  once  more  to 
submit  for  the  record  the  comments  and  concerns  of  the  citizens  of  Panama, 
Republic  of  Panama ; residents  of  the  Canal  Zone  and  proven  dedicated  workers 
of  the  Panama  Canal  Company/Canal  Zone  Government. 

2.  These  councils,  composed  of  elected  representatives  of  the  various  town- 
sites  mentioned,  function  as  a sounding  hoard  and  very  often,  advise  the  Gover- 
nor and  other  officials  regarding  the  various  aspects  of  our  community  activities. 

3.  We  represent  a variety  of  people  from  the  Company/Government  work- 
force, some  of  whom  are ; teachers,  police  officers,  firefighters,  locomotive  opera- 
tors, and  largely  form  the  crux  of  those  who  may  he  considered  as  the  mainstay 
of  the  Company/Government — helpers  and/or  assistants — positions  for  which 
we  have  been  relegated  too  long.  We  aspire  for  managerial  positions  also. 

4.  Our  Civic  Councils  have  traditionally  been  concerned  with  those  issues  that 
relate  to  the  standards  of  community  life,  i.e.  housing,  schools,  health  care, 
etc.,  however  we  were  forced  to  react  to  the  sentiments  and  attitudes  recently 
displayed  by  key  employees  of  the  Canal’s  waterway. 

5.  The  developments  referred  to  were  primarily  those  coming  out  of  the 
announcements  of  the  Canal  Zone  Civilian  Personnel  Policy  Coordinating  Board, 
i.e.  wage  freeze  and  cuts,  reduction  of  certain  fringe  benefits,  and  what  some 
sectors  called,  “deteriorating  factors  of  their  community  housing  and  school 
life”. 

6.  That  the  Panamanian  employees,  whether  a resident  of  the  Canal  Zone  or 
not,  were  deriled,  push  aside,  relegated  to  outlying  residential  districts  and/or 
worked  under  substandard  conditions,  naming  a few  discriminatory  conditions, 
was  of  no  concern  whatsoever  to  the  U.S.  citizen  here  in  the  Canal  Zone. 

7.  However,  the  proposed  austerity  measures  and  the  change  in  the  housing 
and  school  policy  sparked  many  into  reacting  in  the  manner  displayed  recently, 
i.e.  wildcat  strikes  called  siek-outs. 

8.  The  wage  freeze  and  cuts,  although  only  proposals,  and  the  reduction  of 
the  security  protected  positions,  were  really  disguised  targets.  The  real  issues  to 
which  objections  were  strongly  and  vigorously  voiced  were  and  still  are  the 
amalgamation  of  the  school  systems  and  the  total  and  complete  integration  of 
the  Canal  Zone  Communities. 

9.  The  austerity  program  announced  by  the  Canal  Zone  Government  is  notliing 
new  to  the  Isthmian  communities.  For  the  past  several  years,  we  have  experi- 
enced the  loss  of  many  community  facilities  and  services,  i.e.  reduced  daily 
theater  and  retail  stores  operations,  the  closing  of  restaurants  and/or  replacing 
of  those  services  with  coin  operated  food  machines,  a continuing  monopoly  of 
the  only  public  bus  transportation  service  to  the  various  communities  we  repre- 
sent. 

10.  That  the  Panamanian  workforce  is  very  much  concerned  about  the 
decrease  in  ship  transits,  that  these  employees  feel  that  they  are  unfarily  asked 
to  share  in  the  Company’s  cutbacks  and  deficits,  and  that  they  know  that  there 
are  other  measures  accessible  to  the  Company  that  will  be  money-saving  projects 
during  this  “slump”  in  the  Canal’s  deficit,  are  all  unchallenged  facts. 

11.  No  other  groups  of  the  Canal’s  workforce  has  suffered  more  than  those 
citizens  of  the  Republic  of  Panama.  Disguised  equal  work,  but  never  equal  pay, 
separate  job  site  facilities,  i.e.  bathrooms,  snacks  bars,  eateries,  etc.  Yet,  there 
are  others  who  dare  consider  themselves  unfortunate.  Low  morale  has  always 
l)een  the  lot  of  the  members  of  the  LatAm  Civic  Councils.  It  is  only  recently 
that  others  can  truly  speak  of  that  same  morale  condition.  No  one  really  cared ; 
it  didn’t  bother  them  . . . However,  the  squeeze  is  on  now ! Others  are  feeling 
that  lifelong  pinch,  felt  so  long  by  the  LatAm  residents  and  non-resident  work- 
ers ; and  immediately  they  scream  of  low  morality  within  the  Company. 

12.  The  recent  “sick-out”  should  be  used  by  the  Canal  Government  to  measure 
that  trust  and  loyalty  of  those  acclaimed  key  employees.  One  essential  employee 
stated  in  the  local  press  that  even  if  there  were  500  ships  tied  up,  he  wouldn’t 
give  up  or  come  back  to  work  until  all  demands  were  met.  The  Panamanians 
who  might  have  been  involved,  were  victims  of  circumstances  beyond  their  con- 
trol. There  are  those  in  some  quarters  who  say  that  the  two  (2)  Panamanians 
employed  as  pilots  didn’t  show  for  work.  Inasmuch  as  they  were  placed  on  an 
away  with  leave  pay  status,  had  they  shown  for  work,  they  would  have  been 
deriied,  ridiculed,  and  classified  as  “scabs”.  Federal  employees  are  known  to 
sign  a no-strike  statement.  Yet,  as  is  known,  the  employees  who  didn’t  show  for 
work,  called  in  “sick”.  Indeed,  if  nothing  else,  this  was  a disguised  strike — 
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sick-out — announced  openly  to  take  place  at  public  rallies  and  meetings.  What 
would  have  been  the  outcome  were  the  Panamanian  workforce  to  have  called 
such  a “sick-out”?  I dare  say  that  almost  all  of  those  calling  in  “sick”  would 
have  been  confronted  with  that  no-strike  statement,  and,  they  probably  would 
all  be  looking  for  mass  union  representation.  Apparently  the  “strikers”  won — 
while  the  Panamanian  worker  who  remained  faithful  was  ridiculed  for  his 
loyalty  displayed  during  the  “sick-out”. 

13.  The  Company  should  seek  to  place  in  those  job  related  positions  that  in 
effect  paralized  the  waterway  during  the  sick-out,  a maximum  number  of  Pan- 
amanian employees,  who  proved  their  undivided  loyalty  to  the  Canal  Govern- 
ment. The  sick-out  really  showed  who  can  and  did  very  effectively,  tie  up  the 
waterway.  Our  group  joins  the  labor  force  in  requesting  the  total  elimination  of 
the  security  protected  positions.  Twice  have  TJ.S.  citizens  paralized  the  inter- 
national waterway— The  Panama  Canal — in  1973  and  again  in  1976.  Will  this 
Subcommittee  and  the  Canal  organization  allow  this  to  occur  again? 

14.  The  Congress  of  LatAin  Civic  Councils  reiterates  that  any  treaty  arrived 
at  between  the  Republic  of  Panama  and  the  United  States  of  America  should 
include  the  protection  of  all  employee  gains — U.S.  and  Panamanian — and  should 
guarantee  that  the  employee  will  maintain  his  employment  under  any  new 
agreement.  Our  organization  further  feels  that  there  should  be  no  erosion  of 
fringe  benefits  acquired  over  the  years  of  the  Canal  Zone  Co. /Government’s 
operation.  We  are  inclined  to  believe  the  assurances  of  those  in  high  offices, 
whom  have  asserted  time  and  again  that  the  labor  annex  of  the  new  treaty 
would  include  rhe  facts  mentioned. 

15.  Governor  Parfitt  has  the  unequivocal  respect  and  esteem  of  the  com- 
munities represented  by  the  Congress  of  LatAin  Civic  Councils.  His  recent 
assignments  were  tough  ones,  however,  he  faced  the  task  with  valor  and  brav- 
ery. We,  as  a group,  are  affected  by  many  of  the  recent  announcements,  but,  we 
visual  better  days,  when,  liopefully,  we  would  have  overcome  this  “slump”. 

16.  On  April  14,  1976,  The  Housing  Consolidation  Plan  will  go  into  effect. 
Much  of  our  efforts  over  the  many  years  are  now  materializing.  With  the 
assistance  of  this  Subcommittee,  former  Chairman  Leggett,  and  Chairman  Met- 
calfe, we  can  begin  to  enjoy  what  should  have  l)een  done  70  yrs.  ago — the 
coming  of  that  One  Canal  Zone  Community  where  all  can  live,  work,  and  enjoy 
the  best  that  life  has  to  offer  here  at  the  Crossroad  of  the  World. 

17.  The  amalgamation  of  the  Schools  lias  gone  into  the  first  phase — that  of 
incorporating  students  from  K thru  grade  4 from  the  Latin  American  Schools 
into  the  U.S.  Schools.  Hopefully,  next  yr. — 1977 — the  second  phase  should  he 
implemented.  The  teaching  staff  and  remaining  students  should  be  incorporated 
at  that  time  into  the  One  Canal  Zone  School  System  which  also  should  have 
been  accomplished  70  yrs.  ago. 

18.  Iti  s not  the  intention  nor  purpose  of  the  Congress  of  LatAin  Civic  Coun- 
cils to  prolong  issues  that  would  further  “fractionize”  groups,  however,  it  is 
our  conviction  that  the  basic  reason  for  the  recent  U.S.  citizens  actions  stems 
from  the  announced  decisions  to  amalgamate  the  schools  and  to  integrate  the 
communities.  The  reasons  used  for  the  actions  displayed  by  those  workers 
Xj.s. — were  uniquely  disguised.  Let  no  one  be  tempted  to  perpetrate  the  belief 
that  we  will  be  continunlly  fooled! 

19.  Our  organization  affirms  that  whatever  gains  obtained  over  the  many 
years  by  any  group  sbould  be  maintained,  i.e.  tropical  differential.  Nevertheless, 
'we  support  the  position  of  our  lalior  groups  in  that  all  Panamanian  employees 
should  receive  a cost-of-living  compensation  commensurate  with  that  extra 
bonus  given  to  the  U.S.  Citizen  employee.  We  all  buy  from  the  same  Super- 
market—we  pay  the  same  price  for  that  loaf  of  bread.  Therefore,  our  across 
the  board  overall  pay  schedule  should  be  equalized. 

20.  Those  who  went  on  sick-calls  won — again  ! The  recent  action  made  fools 
out  of  some  senators  and  representatives  who  claimed  that  only  the  U.S.  could 
keep  the  canal  open.  Linfortunately,  the  U.S.  fell  flat  on  its  face:  the  canal  was 
closed  twice,  no  less,  within  a couple  of  years.  We  hope  that  Congress,  that 
this  Subcommittee  and  that  the  Panama  Canal  Company/Canal  Zone  Govern- 
ment will  make  every  and  all  moves  to  preclude  future  threats  and  closures 

of  this  nature.  ^ , 

Mr.  Chairman — Gentlemen  of  the  Subcommittee  on  the  Panama  ( anal— 
enclosed  pis  find  several  items  of  interest  that  will  assist  you  in  obtaining  a 
clearer  view  of  some  of  the  recent  events,  i.e.  photos,  papers,  etc.  The  Congress 
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of  LatAm.  Civic  Councils  will  be,  continually,  the  stalwart  organization  which 
fights  relentlessly  in  order  to  obtain  for  its  members  their  rightful  and  proper 
place  in  this  great  enterprise— one  of  the  world's  greatest  wonders — the  I’.anama 
(Janal. 

22.  Our  organization  request  that : (a)  We  be  kept  abreast  of  any  and  all  new 
treaty  developments  concerning  the  total  Canal’s  workforce  in  the  labor  annex ; 
(b)  That  Congress  and/or  this  Subcommittee  assist  the  Company/Government 
in  finding  the  means  to  solve  the  present  14  million  dollar  deficit;  (c)  And. 
that  Congress  and/or  this  Subcommittee  assist  in  preparing  the  groundwork 
whereby  the  labor  unions  will  obtain  the  process  for  collective  bargaining  here 
in  Canal  Zone. 

On  behalf  of  the  Congress  of  Latin  American  Civic  Councils,  accept  our  sin- 
cerest  thanks  for  permitting  us  to  have  included  for  the  records  our  comments 
and  concern. 


["From  a Panamanian  newspaper] 

‘Sickout’  Continues  ; Ship  Logjam  Climbs  To  140 

Hundreds  of  citizen  employees  of  the  Canal  Zone  today  completely  ignored 
Gov.  Harold  R.  Parfitt’s  compromise  to  modify  the  controversial  wage  pro- 
posals— which  ignited  the  slowdown  last  Saturday — and  geared  themselves  to 
prolong  their  so-called  “sickout”. 

As  a result,  a record  backlog  of  more  than  140  vessels  lined  up  outside  the 
Panama  Canal  this  morning  awaiting  transit,  four  U.S.  schools  were  shut  tight, 
and  absenteeism  ranged  in  the  vicinty  of  500  of  a total  of  3,600  US  employes. 

At  press  time,  efforts  to  obtain  the  correct  figure  on  absenteeism  proved  futile 
as  Panama  Canal  Information  officials  and  heads  of  the  Canal  Administration 
were  in  closed-door  sessions  to  analyze  the  unexpected  change  of  events. 

Reported  closed  were  the  Curundu  Jr.  High,  Cristobal  High,  Margarita  and 
Coco  Solito  elementary  schools.  All  Latin  American  Schools  attended  by  non-US 
citizens  remained  opened. 

Of  some  80  pilots  called  to  duty  this  morning,  only  about  six  responded,  it 
was  unofficially  reported. 

Because  of  the  shortage  of  pilots  only  six  vessels  were  tentatively  scheduled 
to  make  the  transit  today — four  Northbound  and  two  Southbound. 

Only  one  vessel  made  the  complete  ocean-to-ocean  transit  of  the  51-mile 
waterway  Thursday,  compared  with  an  average  of  about  37  daily. 

About  700  of  the  3,600  U.S.  Canal  employes  are  participating  in  the  sickout, 
declared  "illegal”  by  Gov.  Parfitt  and  lacking  union  support. 

None  of  the  11,000  Panamanians  employed  in  the  Panama  Canal  are  said  to 
be  participating  in  the  sickout. 

The  strikers  are  protesting  a proposed  freezing  of  salaries  in  several  cate- 
gories, the  elimination  of  certain  fringe  benefits,  housing  and  school  integration 
in  the  Canal  Zone. 

State  Department  secrecy  in  negotiations  for  an  eventual  turnover  of  the 
62-year-old  Panama  Canal  is  also  said  to  be  a factor,  with  workers  fearing  they 
will  be  permanently  replaced  by  Panamanians  once  U.S.  jurisdiction  is  ended. 

Today’s  backlog  of  over  140  vessels  is  a new  record.  The  previous  record 
backlog  was  118  vesseds,  tied  up  in  1973  during  a Canal  pilots’  strike. 

Meanwhile,  International  President  Jerry  Wurf  of  the  American  Federation 
of  State,  County  and  Municipal  Employes,  AFL-CIO,  parent  body  of  Local  900 
and  907,  said  today  the  memorandum  of  understanding  reached  between  Gov. 
II.  R.  Parfitt  and  Canal  Zone  labor  unions  Thursday  is  a “constructive  instru- 
ment on  which  sound  collective  bargaining  procedures  can  be  developed”. 

Wurf  said  collective  bargaining  is  the  only  feasible  approach  toward  proper 
labor-management  relations  in  the  Canal  Zone. 

AF'SCME  Area  Director  William  H.  Sinclair  said  “we  believe  all  workers 
should  resume  full  work  schedules  in  the  Canal  Zone,  and  give  the  collective 
bargaining  process  a chance  to  work. 

In  addition.  Local  907  president  Luis  A.  Anderson  and  Sinclair  called  on  Gen. 
D.  P.  McAuliffe,  Commander  in  chief  US  Southern  Command  at  4:30  p.m. 
Thursday,  and  were  assumed  that  he  supports  the  Memorandum  of  Under- 
standing' reached  between  the  Canal  Administration  and  Labor  unions. 

The  memorandum  of  understanding  follows  : 
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“At  a meeting  with  representatives  of  the  Panama  Canal  Pilots  Association, 
American  Federation  of  State,  County  and  Municipal  Employees,  the  Central 
Labor  Union-Metal  Trades  Council,  and  the  National  Maritime  Union  held  at 
10  :00  a.m.,  on  Thursday,  March  18,  1976,  the  Governor  agreed  to  the  following ; 

“1.  To  recommend  and  fully  support  the  following  adjustment  to  the  recent 
proposals  of  the  Canal  Zone  Civilian  Personnel  Policy  Coordinating  Board 
(CZCPPCB) ; 

“a.  Withdraw  their  application  to  MG-10,  and  equivalent,  as  well  as  NM-6. 

“b.  Incumbents  in  NM-4  and  NM-5  would  continue  to  be  paid  on  the  U.S.  wage 
scale  and  would  receive  all  subsequent  pay  increases. 

“2.  The  impact  of  this  action  would  result  in  nullifying  any  adverse  impact  of 
the  tropical  differential  proposal  as  it  affects  current  employees. 

“3.  To  initiate  action,  without  commitment  as  to  results,  to  solicit  the  active 
participation  of  experts  from  Washington,  D.C.,  to  commence  a study,  with  full 
participation  of  unions,  of  all  ramifications  of  the  application  of  Executive 
Order  11941,  as  amended,  to  the  employees  of  the  Panama  Canal  Company/ 
Canal  Zone  Government.” 


[From  the  Panama  American,  Friday,  March  19,  1976] 

Panamanians  More  Reliable  Than  U.S.  Citizens 

Locals  900,  907  Demand  Elimination  Of  Canal  “Security”  Job  Classification 

Locals  900  and  907  will  immediately  demand  a complete  de-classification  of 
the  so-called  “security”  positions  on  the  payrolls  of  the  Panama  Canal  orga- 
nization, Local  900  President  Saturnin  G.  Mauge  last  night  told  of  meeting  of 
some  1000  Canal  employees  gathered  at  the  Paraiso  ball  park. 

The  positions  in  question  are  now  limited  to  United  States  citizens. 

“Now  the  entire  world  can  see  who  really  constitutes  security  risk  in  keep- 
ing the  Panama  Canal  open  to  world  commerce”,  Mauge  said  in  an  obvious 
reference  to  the  current  “sickout”  by  U.S.  citizen  pilots  and  tugboat  operator’s 
which  has  virtually  paralyzed  the  international  water  w^ay  to  world  trade  since 
last  Saturday. 

Teachers  in  the  Canal  Zone  U.S.  school  have  also  been  taking  part  in  the 
“sickout”. 

“Participation  by  non-U. S.  citizens  (Panamanians)  in  the  movement  has  been 
negligible,  according  to  official  Panama  Canal  sources. 

“What  is  happening  now  proves  that  Panamanians  can  be  more  relied  upon 
than  the  U.S.  citizens”,  Mauge  declared  to  the  applause  of  the  gathering. 

This  is  the  second  time  in  the  62-year  history  of  the  waterway  that  it  has 
been  almost  closed  down  by  “sickouts”.  In  1973  the  pilots  also  staged  a similar 
movement. 

Both  Mauge  and  Luis  Anderson,  secretary-general  of  Local  907,  pointed  out 
that  not  a single  Panamanian  has  ever  in  history  been  guilty  of  sabotaging  or 
otherwise  doing  anything  to  hinder  efficient  operation  of  the  Canal  and  safe 
passage  of  vessels  using  the  waterway. 

Eugene  .lohnson,  president  of  the  Congress  of  Canal  Zone  Latin  American 
Civic  Council  told  the  gathering  that  the  proposed  merging  of  the  now  segre- 
gated housing  on  the  Canal  Zone  was  a farce. 

He  noted  that  under  the  proposal  an  employe  would  have  to  be  in  at  least 
grade  NM-7,  earning  between  $10,600  and  $13,800  per  year,  or  between  $890  and 
$1150  per  month,  to  be  eligible  for  housing  in  the  U.S.  communities. 

His  recommendation  is  that  assignments  to  all  Canal  Zone  housing  be  open 
to  all  employes,  regardless  of  nationality  or  pay  grade  level. 

In  his  talk  Anderson  pointed  to  the  fact  that  Local  907  has  always  opposed 
the  double  standard  of  wages  on  the  Canal  Zone,  and  has  been  traditionally 
calling  for  elimination  of  the  “locality”  or  Canal  Zone  wage  base  so  that  all 
jobs  may  be  paid  on  the  U.S.  base.  . i 

He  also  called  for  a total  elimination  of  the  “security”  tab  on  certain  Canal 
Zone  positions  for  which  Panamanians  are  barred  from  competition. 

Both  Mauge  and  AFS-CME  area  representative  AVilliam  H.  Sinclair 
in  making  it  clear  that  collective  bargaining  is  the  ultimate  goal  of  Locals  900 
and  907. 
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“Our  unions  would  stand  with  dignity,  and  the  voices  of  our  workers  would 
be  heard  around  the  bargaining  table”,  they  both  said  in  calling  upon  the  audi- 
ence for  a voice  vote  on  the  proposals  offered  by  Canal  Zone  Gov.  Harold  R. 
Parfitt  yesterday  morning. 

A solid  affirmative  vote  gave  the  union  support  to  continue  negotiations  for 
implementation  of  the  memorandum  of  understanding  which  the  governor 
issued. 

When  the  floor  was  opened  for  those  in  attendance  to  voice  their  views,  two 
members  rose. 

Clarence  G.  Gordon  of  Santa  Cruz  took  the  microphone  to  air  his  objections  to 
the  Governor’s  proposal  to  scale  down  grades  NM-4  and  NM-5  for  those  to  be 
employed  in  future  and  only  allow  present  incumbents  to  continue  on  the  U.S. 
wage  base. 

He  felt  that  with  prices  climbing  every  day,  future  employes  would  be  con- 
fronted with  even  higher  living  costs  and  should  not  be  forced  to  accept  lower 
wages. 

The  other  speaker,  Oscar  Paz  Arias,  expressed  fears  that  if  higher  wages  are 
paid  it  would  mean  loss  of  jobs.  “Heads  of  families  are  becoming  concerned”, 
he  said.  “With  families  to  maintain,  kids  to  send  to  school  one  must  be  wor- 
ried,” he  continued. 

Arias  also  called  attention  to  the  fact  that  shipping  through  the  Panama 
Canal  has  fallen  off  and  ships  are  being  diverted  to  the  Suez  Canal,  causing  the 
current  economic  plight  of  the  Isthmian  waterway. 

On  the  merging  of  schools,  he  said  that  he  was  not  in  favor  of  Panamanian 
children  being  educated  and  trained  under  a foreign  culture. 


Introduction  of  Ad  Hoc  Committee 

This  position  paper  is  being  presented  by  the  joint  Ad  Hoc  Committee  of 
United  States  citizen  Labor  Organizations  and  United  States  citizen  Civic 
Councils  in  the  Canal  Zone. 

The  Ad  Hoc  Committee  of  U.S.  Labor  Organizations  and  Civici  Councils  was 
formed  as  a result  of  the  concern  of  all  U.S.  citizen  employees  of  the  Panama 
Canal  Company  and  Canal  Zone  Government  as  to  the  present  and  future 
possibility  of  changing  Company/Government  policy,  which  has  an  adverse 
affect  on  all  of  us.  In  order  to  get  the  true  feelings  of  U.S.  citizen  employees  on 
the  Governor’s  proposals  of  November  10,  1975,  we  polled  the  entire  Canal  Zone 
concerning  these  proposals  and  asked  for  general  comments. 

The  results  of  the  poll  are  reflected  in  the  position  paper  and  position  state- 
ment herein  enclosed.  We  are  also  including  the  results  of  the  survey  on  a 
percentage  basis,  broken  down  into  four  sections,  and  we  are  also  including  a 
sample  of  some  of  the  comments  received.  We  feel  that  we  have  done  an  honest 
job  of  reporting  the  results  of  the  poll.  We  also  believe  that  the  officials  of  the 
Company/Government  should  be  aware  of  the  growing  apprehensiveness  of  the 
U.S.  citizen  employee  in  regard  to  his  future  with  the  Panama  Canal  Company/ 
Government.  The  morale  of  the  U.S.  citizen  employee  is  bad  and  is  growing 
worse  by  the  day.  Neither  Organized  Labor  nor  the  Civic  Councils  want  to  see 
this  situation  continue.  We  hope  the  Company/Government  doesn’t  either. 

INTRODUCTION  STATEMENT 

The  Ad  Hoc  Committee  of  U.S.  Labor  Organizations  and  Civic  Councils 
wishes  to  go  on  record  as  being  opposed  to  all  forms  of  racial  and  ethnic  dis- 
crimination policies  established  by  the  Panama  Canal  organization.  We  concur 
with  the  present  position  of  the  Company/Government  that  communities  estab- 
lished with  nationality  barriers  are  contrary  to  American  democratic  principles. 

However,  we  believe  that  the  proposals  outlined  by  the  Company/Government 
to  change  regulations  concerning  housing,  schools  and  security  positions  do  not 
provide  for  equal  distribution  of  adjustment  among  all  segments  of  the  Canal 
Zone  community,  but  instead  perpetuates  discriminatory  policies  toward  all. 

Attachments. 
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Ad  Hoc  Committee  Position  Statement 


Maj.  Gen,  Harold  R.  Parfitt, 
Governor  of  the  Canal  Zone, 
BaU)oa  Heights,  Canal  Zone 


Dear  Governor  Parfitt : The  Ad  Hoc  Committee  of  U.S.  Labor  Orzanigations 
and  Civic  Councils,  as  the  representative  body  of  the  residents  of  the  U.S. 
communities  of  the  Canal  Zone,  polled  these  communities  regarding  your  pro- 
posals of  10  November  1975.  As  our  position  paper  (attachment  #1)  and  the 
poll  results  (attachment  #2)  show,  we  are  opposed  to  all  of  your  proposals. 
Certain  comments  made  by  respondents  to  the  poll  are  enclosed  for  your 
perusal.  They  perhaps  give  the  real  feelings  of  the  residents  of  the  U.S.  Canal 
Zone  communities.  (Attachment  #3). 

The  Canal  Zone  U.S,  citizen  work  force  is  comprised  of  a well  educated, 
widely  diverse  cross  section  of  highly  skilled  technical  and  professional  people. 
We  believe  that  our  opinions  should  be  received  as  the  opinions  of  an  intelli- 
gent body  of  people.  We  contend  that  your  proposals  are  both  contrary  to  logic 
and  are  un-American,  since  they  are  beneficial  to  foreign  nationals  at  the 
expense  of  United  States  citizens,  and  will  therefore  result  in  jeopardizing 
U.S.  control  over  the  Panama  Canal. 

Considering  that  a Treaty  is  in  force  at  present,  and  that  a new  one  is  being 
negotiated  which  may  make  drastic  changes  here  in  the  Canal  Zone,  we  feel 
that  these  proposals,  if  implemented,  would  be  a form  of  “executive  order”  with 
the  purpose  of  achieving  goals,  envisioned  in  a new  treaty,  thus  implementing 
without  the  “advice  and  consent”  of  the  Congress  of  the  United  States.  This 
would  be  contravention  of  the  Supreme  Law  of  our  land  (i.e.  U.S.  Constitution 
and  Treaty  of  1903). 

We  therefore  demand  that  you  refrain  from  making  any  changes  through 
transmittal  of  executive  order  until  such  time  that  Congress  has  had  the  oppor- 
tunity to  ratify  a new  treaty.  These  are  the  same  demands  that  were  made  by 
the  Panama  Canal  Sub-Committee  of  President  Ford  on  23  April  1975,  by 
unanimous  resolution.  (Attachment  #4). 

Based  on  the  foregoing,  we  conclude  that  you  should  withdraw  your  proposals 
of  10  November  1975,  refrain  from  making  any  others,  and  thus  obey  the  spirit 
and  intent  of  the  law  regarding  the  Canal  Zone  until  suolh  time  as  the  Congress 
of  the  United  States  authorizes  changes  to  be  made. 

Respectfully, 


Alfred  J.  Graham, 
Chairman,  Ad  Hoc  Committee. 


Position  Paper  of  the  Ad  Hoc  Committee  of  U.S.  Labor  Organizations 
AND  Civic  Councils 


1.  security  positions 

As  a result  of  the  present  attitude  of  the  Government  of  the  Republic  of 
Panama,  the  Ad  Hoc  Committee  of  U.S.  Labor  organizations  and  Civic  Councils 
are  opposed  to  any  change  in  the  Company/Govemment  security  position  struc- 
ture at  the  present  time. 

It  has  been  argued  by  opponents  to  the  security  position  structure  of  the 
Company/Government  that  no  act  of  sabotage  has  ever  been  committed  by  any 
non-U.S.  citizen  employee  in  the  history  of  the  Panama  Canal.  We  do  not  believe 
that  this  type  of  loyalty  can  be  counted  on  at  this  time.  It  must  be  remem- 
bered that  during  the  1964  anti-American  riots,  photographs  were  taken  of 
non-U.S.  citizen  employees  throwing  rocks  at  U.S.  troops  at  the  Canal  Zone 
border. 

Another  example  of  a security  violation  can  be  cited  in  the  case  of  a confiden- 
tial document  falling  into  the  hands  of  a non-U.S.  Civic/  Council  official  who 
used  this  document  to  support  testimony  before  a Congressional  Committee, 
much  to  the  embarrassment  of  the  United  States  Government- 

The  Government  of  Panama  is  daily  inciting  its  populace  into  anti-American 
sentiment  and  bitterness  over  the  Panama  Canal  Treaty  issue.  We  are  convinced 
that  acts  of  sabotage  will  actually  occur  and  that  some  of  these  acts  will  be 
directed  at  the  waterway  itself  if  a future  Panama-U.S,  confrontation  takes 
place.  Communist  influence  in  the  Republic  of  Panama  seems  to  be  growing 
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daily.  We  are  certain  that  Communist  elements  will  take  advantage  of  any 
lessening  of  security  in  the  Canal  Zone.  Past  history  of  the  Communist  method 
of  operation  prove  this 

It  is  believed  that  the  proposed  reduction  in  security  positions  is  ill-advised 
and  will  eventually  lead  to  the  de  facto  loss  of  security  control  to  the  Republic 
of  Panama.  U.S.  control  over  police,  fire  and  other  security  oriented  activities 
are  absolutely  essential  in  case  of  civil  disturbances.  Even  in  ordinary  times 
residents  must  have  absolute  assurance  of  swift  and  suflBicient  assistance  in  case 
of  isolated  emergencies.  Such  assurance  cannot  be  guaranteed  under  the  pro- 
posed new  security  criteria. 

It  is  the  request  of  the  Ad  Hoc  Committee  of  U.S.  Labor  Organizations  and 
Civic  Councils  that  the  President  of  the  Canal  Zone  Central  Labor  Union-Metal 
Trades  Council  be  included  as  a full  member  of  the  Security  Position  Review 
Committee.  We  feel  that  this  request  is  justified  on  the  grounds  of  the  historical 
role  of  the  AFL-CIO  in  protecting  the  national  security  of  the  United  States. 

2.  CANAL  ZONE  HOUSING  CRITERIA 

The  poll  conducted  by  the  Ad  Hoc  Committee  among  the  U.S.  citizen  residents 
of  the  Canal  Zone  indicates  opposition  to  the  Panama  Canal  Company’s  pro- 
posed changes  in  the  present  housing  criteria.  Under  the  section  of  the  poll 
sheet  entitled  “General  Comments”,  a picture  emerged  as  to  why  U.S.  citizen 
residents  of  the  Canal  Zone  opposed  the  change.  They  indicated  their  opposition 
for  the  following  reasons : 

a.  The  housing  situation  in  the  U.S.  townsites  is  poor  at  the  present  time. 
There  is  a shortage  of  quarters  and  too  many  sub-standard  units.  The  GAO 
report  on  Canal  Zone  housing  indicates  a shortage  of  331  units  of  acceptable 
housing  by  1978.  This  situation  will  not  be  improved  by  adding  more  eligible 
employees  to  the  housing  list. 

b.  The  proposal  does  not  resolve  the  primary  problem  but  merely  continues 
the  present  discriminatory  policy.  There  is  no  reason  why  a select  group  of 
non-U. S,  citizens  employed  by  the  Panama  Canal  Company  should  be  allowed 
privileges  which  are  not  offered  other  non-U.S.  citizens  employed  by  the 
Company. 

c.  All  U.S.  citizen  employees  below  the  pay  grade  cut  off  for  housing,  regard- 
less of  his  or  her  repatriation  rights  or  any  other  status,  should  be  eligible  for 
quarters  in  Latin  American  communities. 

d.  That  paragraph  B in  the  proposed  housing  criteria  be  eliminated.  The  U.S. 
citizen  of  the  Canal  Zone  does  not  subscribe  to  a policy  that  permits  250 
“oflicial  assignments”.  If  the  housing  in  the  Canal  Zone  is  to  be  merged,  then 
we  believe  all  housing  be  included  and  official  assignments  be  no  exception. 

3.  PROPOSED  CLOSING  OF  LATIN  AMERICAN  SCHOOLS 

The  Ad  Hoc  Committee  of  U.S.  citizen  Labor  Organizations  and  Civic  Coun- 
cils will  respond  to  this  proposal  in  two  parts.  The  first  part  will  speak  to  the 
Latin  American  student  issue  and  the  second  part  to  the  Latin  American 
teacher  issue. 

PART  I.  THE  TRANSFER  OF  LATIN  AMERICAN  STUDENTS  INTO  CANAL  ZONE  SCHOOLS 

The  survey  conducted  by  the  Ad  Hoc  Committee  among  U.S.  citizen  employees 
residing  in  the  Canal  Zone  indicates  opposition  to  the  proposed  plan  to  merge 
Latin  American  students  into  the  Canal  Zone  school  system  for  the  following 
reasons : 

A.  The  U.S.  citizens  of  the  Canal  Zone  are  convinced  that  cultural  back- 
ground is  important  to  any  student  regardless  of  his  or  her  nationality.  There- 
fore, the  merging  of  Latin  American  students  into  a United  States  culturally 
oriented  school  system  is  not  in  the  best  interests  of  Latin  American  students. 

B.  The  U.S.  citizens  polled  feel  that  to  educate  Latin  American  dependents  of 
Latin  Americans  residing  in  the  Canal  Zone  is  unfair  to  Latin  American  em- 
ployees residing  in  the  Republic  of  Panama.  We  believe  it  would  be  in  the  best 
interest  of  the  Company/Government  to  eliminate  this  discriminatory  practice. 

C.  The  Latin  American  schools  provide  free  education  for  Panamanian  citizen 
children  who  reside  in  the  Canal  Zone.  The  primary  purpose  of  the  Latin 
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American  school  system,  which  was  instituted  in  1955,  is  to  prepare  the  stu- 
dents for  higher  education  or  employment  in  the  Republic  of  Panama.  The  cur- 
riculum is  patterned  after  the  public  school  curriculum  of  the  Republic  of 
Panama  and  is  taught  in  Spanish  with  special  effort  being  made  to  provide  an 
intensive  orientation  into  the  Latin  culture  and  Panamanian  history  and  geog- 
raphy. The  conversion  from  an  English  to  Spanish  oriented  program  was 
brought  about  through  the  efforts  of  non-U.S.  citizen  spokesmen  and  the  Panama 
Government.  Their  desire  was  to  have  the  Panama  Canal  Company  provide 
“Panamanian  schools”  for  Panamanian  residents  of  the  Canal  Zone. 

Certain  Government  officials  and  labor  leaders  have  grasped  the  only  tool 
which  they  believe  will  serve  their  purpose.  They  continue  to  harbor  the  notion 
that  the  basic  purpose  of  the  Latin  American  school  system  is  to  perpetuate 
racial  segregation  and  they  rely  heavily  on  the  Supreme  Court  decision  of  1954. 
In  point  of  fact,  a reply  received  to  a recent  telegram  sent  to  several  Congress- 
men concerning  this  matter  made  direct  reference  to  the  proposed  merger  of  the 
Canal  Zone  school  system  and  “that  this  is  the  way  the  schools  in  the  United 
States  are  operated  today  since  the  Supreme  Court  decision  of  1954.” 

We  cannot  agree  with  this  interpretation  since  the  Supreme  Court  decision 
only  applies  to  U.S.  citizens  and  cannot  be  forced  on  or  applied  to  a foreign 
national.  If  it  were  possible  to  apply  this  ruling  to  foreign  citizens,  then  we 
would  like  to  know  why  the  Department  of  Defense  does  not  operate  or  permit 
entrance  by  foreign  nationals  to  schools  in  such  places  as  Germany,  Japan, 
Spain,  and  other  overseas  areas. 

PART  II.  THE  TRANSFER  OF  LATIN  AMERICAN  SCHOOL  TEACHERS  INTO  THE 
CANAL  ZONE  SCHOOL  SYSTEM 

The  Ad  Hoc  Committee  of  U.S.  Labor  Organizations  and  Civic  Councils  are 
opposed  to  the  proposed  transfer  of  Latin  American  school  teachers  into  the 
Canal  Zone  school  system.  As  the  poll  of  U.S.  citizen  employees  indicates 
(attachment  #2),  this  issue  was  the  most  protested.  The  reasons  are  as  follows : 

A.  It  is  recognized  by  all  educational  leaders  and  sociologists  that  the  class- 
room is  the  place  where  the  minds  of  the  young  are  molded  to  a great  degree 
as  to  their  future  actions  and  reasoning  during  their  adult  lives.  We  are  opposed 
to  this  molding  being  in  the  hands  of  anyone  who  is  not  a U.S.  citizen.  Further- 
more, we  feel  that  as  American  taxpaying  citizens  we  are  entitled  to  an 
American  education  for  our  children  and  a “say  so”  as  to  who  is  going  to  teach 
them.  Due  to  the  emotional  situation  in  the  Republic  of  Panama  at  the  present 
time,  and  in  all  probability  in  the  future,  we  do  not  want  our  children  exposed 
to  the  nationalistic  and  possibly  anti-American  attitude  of  a Latin  American 
teacher.  In  all  fairness  to  Latin  American  teachers,  it  could  be  said  that  not  all 
of  them  or  any  of  them  might  teach  anti-American  attitudes.  However,  we  are 
not  willing  to  take  that  chance.  Children  go  through  once.  We  want  that  once  to 
be  our  way,  and  our  way  is  a school  system  with  U.S.  citizen  teachers. 

B.  Non-U.S.  citizen  teachers  have  stated  in  the  past  that  they  should  be 
permitted  to  teach  in  the  Canal  Zone  school  system,  regardless  of  Public  Law 
86-91,  on  the  grounds  that  they  have  been  employed,  during  their  off  time,  to 
teach  courses  to  military  personnel  We  do  not  concur  with  this  reasoning.  We 
are  concerned  with  the  molding  of  the  minds  of  the  young  and  adolescent  stu- 
dent. The  minds  of  adult  students  are  already  molded,  so  the  role  of  the  non- 
U.S.  teacher  in  the  case  of  teaching  adults  is  limited  to  course  instruction  and 
nothing  more. 

C.  The  State  radio  of  the  Republic  of  Panama  broadcasts  a violently  anti- 
American  position  on  an  official  basis  daily.  This  type  of  propaganda  could  well 
influence  non-U.S.  citizen  teachers,  and  this  influence  is  bound  to  spill  over  on 
any  students  they  teach. 

D.  United  States  citizens  in  the  Canal  Zone  pay  income  tax  to  the  United 
States  Government.  Their  children  should  have  the  privilege  of  attending  U.S. 
schools,  with  U.S.  curriculum,  U.S.  accreditation,  and  U.S.  citizen  teachers  who 
meet  DOD  requirements  in  order  to  transfer  to  schools  within  the  United  States 
without  penalty.  Federal  legislation  covering  the  operation  of  the  Department 
of  Defense  dependent  schools,  P.L.  86-91,  mandates  U.S.  citizen  teachers  except 
for  foreign  languages.  It  should  be  noted  that  approximately  two-thirds  of  the 
children  in  the  Canal  Zone  school  system  are  Department  of  Defense  dependents. 
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E.  The  use  of  non-U.S.  teachers  in  U.S.  schools  is  unacceptable  and  raises 
questions  about  the  legality  of  waiving  citizenship  requirements.  The  qualifica- 
tion requirements  listed  for  DOD  schools  state  “Teachers  and  administrators 
who  have  adequate  training  and  experience  background  and  who  show  the 
enthusiasm  and  ability  to  develop  the  best  scholarship  and  citizenship  in  young 
Americans  are  selected  for  the  overseas  dependent  schools”.  The  first  general 
requirement  is  United  States  citizenship.  Another  is  loyalty  to  the  United 
States.  It  is  clearly  the  intent  of  the  U.S.  Congress  that  dependents  of  all  U.S. 
citizens  are  to  be  taught  by  U.S.  citizens  (in  overseas  schools)  and  that  the 
Canal  Zone  schools  are  considered  Federal  schools.  The  large  percentage  of 
military  dependents  in  the  Canal  Zone  schools  is  an  additional  and  xital  reason 
for  requiring  adherence  to  DOD  standards  for  teachers.  More  importantly,  how- 
ever, is  the  fact  that  we  are  entitled  to  the  same  consideration  under  law  that 
is  afforded  other  Governmental  agencies  in  overseas  areas  and  should  not  be 
made  an  exception  to  the  law.  In  short,  don’t  discriminate  against  the  U.S. 
citizen  in  the  Canal  Zone. 

F.  We  feel  that  the  proper  course  of  action  for  the  Canal  Zone  Government 
to  take  is  to  hold  a reduction  in  force  of  the  Latin  American  school  teachers 
with  all  rights  under  Company/Government  and  Civil  Service  Commission 
Regulations  applied.  The  schools  in  the  Republic  of  Panama  need  the  educa- 
tional expertise  of  these  teachers  badly.  We  are  sure  that  the  patriotism  of 
these  teachers  toward  the  Republic  of  Panama  will  temper  their  feelings  about 
any  loss  of  job  positions  with  the  Panama  Canal.  At  the  same  time,  the  Panama 
Canal  Company  will  be  returning  to  Panama  a valuable  natural  resource. 

In  conclusion,  the  Ad  Hoc  Committee  of  the  U.S.  Labor  Organizations  and 
Civic  Councils  has  voted  to  oppose  the  transfer  of  Latin  American  teachers 
fight  all  the  proposals  with  every  means  at  our  disposal. 

RESULTS  OF  AD  HOC  COMMITTEE  SURVEY 

[Questionnaires  returned  from  Gamboa,  188;  questionnaires  returned  from  Atlantic  side,  903;  questionnaires  returned  from 
Pacific  side,  1,495;  total  questionnaires  returned,  2,586) 


Response 


Average 


1.  How  do  you  feel  about  the  Governor’s  proposal  to  reduce  the  num- 

ber of  security  positions  by  about  50  pet? 

Strongly  disapprove 

Disapprove 

Don't  like  it,  but  don’t  care  much 

Don’t  care  either  way 

It  sounds  OK,  but  don’t  care  much 

Approve 

Strongly  approve 

2.  How  do  you  feel  about  the  Governor’s  proposal  to  merge  U.S.  and 

Latin  American  housing? 

Strongly  disapprove 

Disapprove 

Don’t  like  it,  but  don’t  care  much 

Don’t  care  either  way 

It  sounds  OK,  but  don’t  care  much 

Approve 

Strongly  approve 

3.  How  do  you  feel  about  the  Governor’s  proposal  to  merge  the  Latin 

American  students  into  the  U.S.  schools? 

Strongly  disapprove 

Disapprove 

Don’t  like  it,  but  don’t  care  much 

Don’t  care  either  way 

It  sounds  OK,  but  don’t  care  much 

Approve 

Strongly  approve 

4.  How  do  you  feel  about  the  Governor’s  proposal  to  merge  the  Latin 

American  teachers  into  the  U.S.  schools? 

Strongly  disapprove 

Disapprove 

Don’t  like  it,  but  don’t  care  much 

Don’t  care  either  way 

It  sounds  OK,  but  don't  care  much 

Approve 

Strongly  approve 


1,531  = 59.2  pet 1 

628=24.3  pet 186.5  pet.  oppose. 

77=  02.9  pet I 

89=03.4  pet 03.4  pet. 

33=01.3  pet 1 

170=06.6  pet >09.3  pet.  favor. 

38=01.5  pet ) 


1,297  = 50.2  pet 1 

500  = 19.3  pet >73.3  pet.  oppose. 

98=03.9  pet I 

111=04.3  pet 04.3  pet. 

51=02.0  pet 1 

196=07.6  pet >12.9  pet.  favor. 

86=03.3  pet ) 


1,402=54.2  pet ] 

458  = 17.7  pet >75.5  pet.  oppose. 

90  = 03.5  pet ) 

92=03.6  pet 03.6  pet. 

40=01.6  pet 1 

286=11.1  pet ll5.8  pet.  favor. 

83=03.2  pet 1 


1,897=73.4  pet 1 

341=13.2  pet >88.6  pet.  oppose. 

53=02.1  pet I 

46=01.8  pet 01.8  pet. 

22=00.9  pet 1 

147=05.7  pet >08.9  pet.  favor. 

62=02.4  pet I 
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General  Comments  Quoted  From  Questionnaire 

“To  me  the  most  dangerous  item  above  is  number  4.  I have  no  objection  to 
L.A.  teachers  being  absorbed  into  the  U.S.  school  system  if  their  instructional 
involvement  is  limited  to  teaching  the  Spanish  language.  I strongly  object 
however,  to  all  day  exposure  of  U.S.  citizen  children  to  a teacher  whose  culture 
and  more  importantly,  whose  allegiance  is  not  to  the  U.S.  We  have  enough 
trouble  teaching  our  children  to  be  good  U.S.  citizens  without  introducing  the 
impediment  of  alien  teachers.” 

“Number  4.  I would  strongly  object  to  my  children  being  taught  full  time  by 
a L.A.  teacher.  Such  a teacher  could  not  help  but  to  carry  into  the  classroom 
his  or  her  own  culture  and  background,  and  most  importantly  his  allegiance  to 
his  own  country,  and  my  children  could  only  suffer  in  the  process.  If  faced 
with  such  a situation,  I would  feel  it  necessary  to  withdraw  my  children  from 
schools  in  the  Canal  Zone  and  make  other  arrangements  for  their  education.” 

FROM  A NON-U. S.  CITIZEN : “As  a non-U.S.  citizen  I think  that  one  more 
time  UNCLE  SAM  sacrify  his  own  people  in  benefit  of  outsiders.  Don’t  you 
think  it  is  about  time  that  he  think  in  HIS  OWN  PEOPLE  and  forget  about 
the  rest  of  the  world,  in  this  case  the  L.A.  living  in  the  Canal  Zone,  who  don’t 
pay  taxes  to  the  U.S.  Government  and  in  this  case  can’t  get  benefit  of  some- 
thing the  U.S.  CITIZEN  have  work  for  it.” 

“Become  a Panamanian  and  reap  the  benefits.” 

“God  bless  America.  I love  my  country.  I want  the  best  for  fellow  Americans. 

I want  to  speak  English,  salute  the  Stars  and  Stripes,  and  sing  the  Star 
Spangled  Banner.  I don’t  want  to  force  this  on  anyone.  Panama  has  its  own 
language,  customs,  flag  and  songs.  So  be  it.  All  Americans  for  one,  God  for  us 
all.” 

“We  are  two  different  cultures,  we  have  two  different  languages,  our  goals 
and  aims  in  education  and  life  vary  considerably.  To  inflict  one  upon  the  other 
only  causes  defeat  and  destroys  and  weakens  one’s  own  values  and  traditions. 
Panamanians  are  Panamanians  with  a rich  culture  that  should  be  respected. 
We  have  more  to  lose  than  to  gain.” 

“The  U.S.  could  save  by  having  schools  and  housing  for  U.S.  citizens  only. 
There  is  no  reason  why  the  U.S.  should  furnish  schools  or  housing  for  Pan- 
amanian citizens.” 

“If  the  Panama  Canal  Co.  is  going  to  pay  tuition  for  Panamanians  to  go  to 
school,  then  they  better  get  ready  to  pay  for  my  children  to  go  to  the  school 
in  the  States  that  I am  sending  them  to  if  L.A.  teachers  are  transferred  into 
C.Z.  schools.” 

“Having  been  in  the  Canal  Zone  for  ten  years  and  having  been  told  how 
there  is  always  a housing  shortage,  sub-standard  housing,  and  all  the  rest,  I 
fail  to  see  how  this  move  can  help  anything.  As  for  schools,  I would  honestly 
have  no  objection  to  my  children  going  to  school  with  Panamanian  children. 
However,  if  I were  a Panamanian,  I would  certainly  object  to  my  children  being 
taught  a different  culture.  Again  as  to  housing,  if  it  is  to  be  opened  up,  then  to 
keep  this  “official”  housing  is  certainly  the  rankest  form  of  (liscrimination. 
Apparently  our  good  Governor  and  the  State  Department  intend  to  implement 
the  treaty  and  present  it  to  Congress  as  an  accomplished  fact.  Frankly,  to  sum 
up  the  whole  mess,  I gag.” 

“I  don’t  care  where  anyone  is  educated.  If  you  are  not  an  American,  you 
cannot  pass  on  American  culture.  You  don’t  get  that  out  of  books.” 

“As  a U.S.  taxpayer,  I feel  I should  have  a great  deal  to  say  about  how  our 
country  controls  our  U.S.  tax  dollars,  and  backing  these  proposals  is  un- 
constitutional.” 

“Get  me  the  hell  out  of  here.” 

“I  have  already  begun  to  look  for  employment  in  the  U.S.  The  Canal  Zone  is 
dying.  The  State  Department  does  not  give  a damn  about  the  little  man  in 
America  today.  Once  the  Government  decides  to  do  something,  it  does  it.  If  I 
choose  to  object,  nobody  listens,  and  if  I lose  my  job  as  it  seems  evident.  I 
swear  I will  never  again  work  for  the  U.S.  Government  in  any  capacity  and  I 
will  make  sure  that  my  children  don’t  either.  I am  sick  and  tired  of  seeing 
non-U.S.  citizens  (who  refuse  to  bear  the  responsibility  of  U.S.  citizenship) 
demanding  what  they  call  their  Constitutional  rights  (by  the  U.S.  Constitu- 
tion). They  want  to  have  their  cake  and  eat  it  too!  I am  shocked,  ashamed 
and  disgusted  with  the  sappy  attitude  my  Government  has  taken  toward  Latin 
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America  today.  It  is  no  wonder  everyone  keeps  liis  hand  out  to  Uncle  Sam 
while  fellow  Americans  in  the  States  starve.  For  the  record,  I am  not  a Zonian. 
I have  lived  in  the  Canal  Zone  for  five  years.  I came  from  the  States  for  my 
job  here  and  I will  undoubtedly  return  soon.  I have  a great  feeling  of  sorrow 
for  my  fellow  Americans  who  have  called  the  C.Z.  their  honie^ — and  will  soon 
lose  that  home." 

‘•I  strongly  disapprove  of  the  proposal  to  pay  transportation  and  tuition  costs 
for  non-U. S.  citizens  to  attend  schools  in  the  Republic  of  Panama.  The  costs 
would  be  prohibitive.  It  is  not  even  feasible  that  such  a proposal  be  made, 
especially  in  view  of  the  “austerity"  program  now  being  conducted  by  our  C.Z. 
Government.  Also,  it  is  very  important  that  we  keep  our  U.S.  schools  accredited 
so  that  our  children  may  look  forward  to  further  education  in  U.S.  colleges." 

“I  feel  we  have  more  to  fear  from  the  many  high  level  individuals  within  the 
Company  who  are  ready  for  retirement  or  are  secure  in  their  particular  posi- 
tions than  from  racial  crusaders  such  as  Metcalf  who  are  concerned  with  the 
political  and  social  aspects  rather  than  with  the  primary  mission  of  the  Com- 
pany to  expeditiou.sly  and  .safely  put  ships  through  the  Canal." 

“i  do  not  object  to  any  teacher  who  has  the  proper  credentials  but  disapprove 
if  they  don’t  have  them.  I would  like  the  option  of  sending  my  children  to 
Panama  parochial  schools  the  same  as  the  non-U. S." 

“The  administration  is  smart.  They  won’t  take  our  jobs  from  us  but  they  will 
make  it  so  miserable  for  us  that  our  jobs  won’t  be  worth  having.” 

“Why  must  the  U.S.  Government  try  harder  to  please  the  citizens  of  another 
country  than  its  own  citizens??  What  good  is  it  to  be  a U.S.  citizen  in  the 
Canal  Zone  anymore?  Not  only  are  we  losing  the  advantages  of  citizenship;  it 
is  getting  to  a point  where  it  is  more  advantageous  to  be  a Panamanian.” 

“If  things  get  bad  enougli  the  only  thing  left  to  do  is  to  pack  up  and  leave. 
I think  it  likely  that  decisions  will  be  made  for  us  by  someone  else  and  very 
soon.  I don’t  see  any  way  for  there  to  be  real  “sharing”  of  control  in  the  Zone. 
Either  the  U.S.  is  going  to  run  it  or  Panama  will.  If  Panama  gets  control,  the 
Governor  and  the  troops  will  be  asked  to  leave  immediately  (and  at  that  point 
everyone  else  l>ctter  leave).  If  the  U.S.  intends  to  keep  control,  then  there 
doesn't  need  to  be  any  talk  of  reducing  security  positions  (we  won’t  have 
enough  of  them).  There  has  been  neither  enough  housing,  nor  adequate  housing, 
for  U.S.  citizens  for  more  than  20  years  and  the  Zone  authorities  have  repeat- 
edly said  so.  Now  to  suddenly  break  out  with  all  this  talk  about  ‘sharing’ 
something  that  everyone  agrees  doesn’t  exist — well,  that  docs  make  one  wonder ! 
How  can  the  U.S.  have  any  obligation  to  run  ANY  schools  for  children  of 
Panamanian  employees?  They  are  not  U.S.  citizens.  The  Panamanian  employees 
are  paid  roughly  3 times  the  amount  of  parents  of  other  Panamanian  students 
in  the  Republic,  so  where  is  the  justification  for  watering  down  U.S.  .schools  for 
some  well-to-do  Panamanians?  Close  the  Latin  American  .schools  in  the  Canal 
Zone : give  the  teachers  serverance  or  annuities  and  stop  all  the  howling  about 
it.  AND  ONE  OTHER  THING.  It  is  still  not  too  late  for  the  U.S.  citizen,  espe- 
cially those  in  authority,  to  take  some  pride  in  themselves  and  the  fact  that 
they  are  engaged  in  one  of  the  great  enterprises  in  history ; this  hangdog 
apologetic  air  of  abjectness  is  appropriate  only  for  thieves  in  the  night  who  are 
engaged  in  some  second  story  job.  If  we  run  the  Canal,  then  LETS  SAY  SO, 
and  no  need  to  apologize  for  that,  or  for  having  been  very  generous  to  the 
people  of  the  Republic  of  Panama  in  the  process !’’ 

“Leave  the  Canal  Zone  for  the  States  where  my  children  will  receive  total 
L^.S.  schooling  and  I can  live  where  I choose,  next  to  whom  I choose,  and  my 
home  will  be  protected  by  LT.S.  citizens.” 

“As  a I".S.  taxpayer  I object  to  my  tax  dollars  going  into  a fund  for  the 
education  of  foreign  national  students." 

“Protected  by  Panamanians  on  the  Canal  Zone  Police  Force  in  a time  of 
anti-American  rioting?  I am  getting  the  hell  out  of  here  right  now.” 

‘‘To  fight  this  problem  that  was  not  brought  about  by  the  U.S.  citizens  in 
the  Canal  Zone  in  the  first  place.  Many  of  us  have  fought  for  our  country  and 
our  flag  and  in  no  way  do  we  intend  to  see  it  tread  upon.  I will  make  the  same 
stand  that  I made  when  I served  my  countrv  from  1966  to  1969.  I served  with 
the  Special  Forces.  U.S.  Army,  and  I don’t  think  that  I have  to  .say  any  more 
because  the  name  speaks  for  itself." 
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“I  feel  that  I have  no  obligation  of  loyalty  to  a company  that  is  not  being 
loyal  to  me  and  is  certainly  not  working  in  my  best  interests.” 

“As  a mother  of  two  elementary  age  school  children  and  also  as  a TJ.S.  citizen 
who  pays  my  share  of  U.S.  taxes,  I am  outraged  that  they  do  not  see  fit  to  give 
my  children  an  American  education — teaching  them  what  it  is  to  be  an  American, 
the  outlook,  the  culture.  I abhor  the  thought  of  a non-U. S.  citizen,  who  has  dif- 
ferent sentiments  politically  than  I do,  teaching  my  impressionable  children.” 
“What  next?  Maybe  Mr.  Metcalf  would  like  to  give  each  graduating  Latin 
American  student  a certificate  of  U.S.  citizenship  along  with  his  or  her  diploma. 
Panamanians  are  Panama’s  responsibility.  I expect  and  demand  that  the  U.S. 
Government  work  only  to  protect  the  rights  of  U.S.  citizens.” 

“It  is  obvious  that  the  U.S.  rate  employee  is  still  needed  in  the  Canal  Zone 
to  aceomplish  the  obvious  mission  of  training  and  to  maintain  the  high  standard 
of  the  labor  force  necessary  to  the  Canal  for  the  operation  itself.  The  adversities 
over  the  past  five  years  that  the  U.S.  employee  has  had  ot  overcome  make  it 
extremely  difficult  to  justify  one’s  reasons  for  working  and  living  under  condi- 
tions those  adversities  have  created.” 


Resolution  of  the  Subcommittee  of  the  Panama  Canal 

Whereas  the  government  and  administration  of  the  Canal  Zone  are  matters 
under  the  legislative  jurisdiction  of  the  Subcommittee  on  the  Panama  Canal ; 
and 

Whereas  the  municipal  services  provided  by  the  Canal  Zone  government, 
such  as  police  protection,  fire  protection,  customs  service,  postal  service,  and 
education,  are  significant  protection  for  residents  of  the  Canal  Zone  and  have 
an  intrinsic  relationship  to  the  safe  operation  and  U.S.  control  of  the  Panama 
Canal ; and 

Whereas  the  rumor  of  imminent  transfer  of  jurisdictional  services  in  the 
Canal  Zone  is  creating  a situation  deleterious  to  the  morale  of  the  employees 
in  the  Zone  and  is  therefore  damaging  to  the  efficient  operation  of  the  Panama 
Canal ; and 

Whereas  the  transfer  or  abrogation  or  termination  or  modification  by  execu- 
tive order  of  these  jurisdictional  functions  constitute  a contravention  of  the 
spirit  of  the  applicable  statues  and  regulations  governing  the  Canal  Zone  and 
therefore  would  constitute  an  unwarranted  arrogation  of  power  by  the 
executive  branch  and  would  result  in  a constitutional  crisis  and  confrontation 
of  great  proportions ; therefore,  he  it 

Resolved,  That  it  is  the  sense  of  the  Subcommittee  that  no  executive  order, 
action  or  agreement  be  proposed  and/or  executed  which  would  have  as  its 
effect  the  transfer  of  the  control  of  any  aspects  of  jurisdictional  services 
of  the  Canal  Zone  to  the  government  of  the  Republic  of  Panama  or  autonomous 
agencies  of  the  government  of  the  Republic  of  Panama ; and  be  it  further 

Resolved,  That  this  Subcommittee  will  take  any  and  all  actions  necessary  to 
stop  the  unwarranted  arrogations  of  power  by  the  executive  branch  should 
the  executive  branch  attempt  to  transfer,  abrogate,  terminate  or  modify  what 
are  essentially  U.S. -controlled  services  in  the  Canal  Zone;  and  be  it  further 

Resolved,  That  the  only  means  by  which  jurisdictional  services  in  the  Canal 
Zone  be  allowed  to  be  transferred  to  the  Republic  of  Panama  or  any  other 
non-U. S.  government  agency  be  by  means  of  treaty  or  legislation;  and  be  it 
further 

Resolved,  That  copies  of  this  resolution  be  dispatched  immediately  to  the 
President  of  the  United  States  and  the  Secretary  of  State. 

[Signed  by  the  Following  Congressmen] 

Ralph  Metcalfe, 

Chairman,  Suhcommittee. 

Leonor  K.  Sullivan, 

Chairman,  Full  Committee. 

Robert  Leggett. 

Carroll  Hubbard. 

Thomas  M.  Downing. 

John  M.  Murphy. 


Mario  Biaggi. 

David  Bowen. 

Gene  Snyder. 

Philip  E.  Ruppe. 
Matthew  J.  Rinaldo. 
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Prepared  Statement  of  Frank  A.  Manson,  Assistant  Director,  National 
Security-Foreign  Relations  Division,  the  American  Legion 

Mr.  Chairman  and  distingnislied  members  of  the  subcommittee  : As  recently 
as  March  24,  1976,  The  American  Legion  National  Commander  Harry  G.  Wiles 
has  written  to  President  Ford  expressing  his  concern  over  current  efforts  by 
certain  officials  of  the  Executive  Branch  to  relinquish  U.S.  sovereignty,  owner- 
ship and  control  of  the  U.S.  Canal  Zone. 

The  issue  of  sovereignty  in  1976  transcends  strictly  the  hemispheric  rela- 
tionships of  the  past.  In  tiiis  age,  the  pressures  and  influences  of  super-power 
relationships  have  become  zeroed  on  this  narrow  waterway  which  serves  as 
an  open  crossroad  for  U.S.  and  world-wide  shipping. 

The  Panama  Canal  must  remain  open  and  available  in  the  long  term  interest 
of  the  maritime  nations. 

The  economic  future  of  the  United  States  heartland  with  its  newly  built 
McClelland-Kerr  Canal  joining  the  Mississippi  to  the  Oklahoma-Kansas  bound- 
ary, is  increasingly  dependent  on  the  free  and  unrestricted  sealanes  in  the 
Gulf  of  Mexico,  the  Caribbean  and  the  Panama  Canal.  These  sealanes  are 
actually  lifelines  for  .survival  on  an  increasingly  inter-dependent  planet. 

The  economic  security  of  the  United  States  is  inextricably  interwoven  with 
its  rivers,  and  seaways  opening  such  vast  resource  areas  as  the  Ohio  Valley,  the 
Tennes.see  Valley  and  the  newly  developing  Arkansas  Valley  to  world-wide 
markets.  Seaborne  commerce  is  the  competitive  answer  to  international  trade. 
Trade  is  a deterrent  to  war,  and  an  incentive  for  peace. 

The  advent  of  containerized  shipping  utilizing  the  inter-modular  mode  has 
opened  new  and  promising  vistas  of  commerce.  In  fact,  it  is  completely  revolu- 
tionizing the  shipping  industry. 

Few  Americans  realize  that  about  70%  of  the  cargo  moving  through  the 
Panama  Canal  either  originates  within  or  is  destined  for  U.S.  ports,  and  that 
U.S.  container  ships  represent  some  55%  of  total  canal  transits  for  that  type 
of  modern  cargo  ship. 

Contrary  to  the  projections  of  those  who  have  spent  too  much  effort  on  past 
trading  patterns,  the  combination  of  navigable  waterways  and  containerized 
shipments  point  to  an  increased  use  of  these  strategic  waterways. 

Militarily,  these  same  Caribbean,  Gulf  and  Canal  waters  give  mobility, 
flexioility,  versatility  and  economy  to  U.S.  forces  at  a time  when  U.S.  taxpayers 
are  crying  out  for  maximum  defense  at  the  minimum  cost.  The  Panama  Canal 
enables  the  rapid  deployment  of  ships  from  Atlantic  to  Paciflc  and  back  again. 
History  has  repeatedly  demonstrated  the  logic  and  the  urgency  of  such  a 
deployment  capability.  Heavy  canal  usage  during  the  conflicts  of  World  War  II, 
Korea  and  Vietnam,  both  by  combatants  and  military  related  traffic,  bear 
witness  to  the  canals  military  value. 

Politically,  we  are  witnessing  the  advent  of  Marxist  leadership  into  the 
Panama  area.  This  is  an  ominous  development  when  considered  with  the  latest 
threats  against  Puerto  Rico,  Guantanamo  Bay  and  the  Canal  Zone  itself.  The 
latest  intelligence  indicates  over  2,000  Cuban  “workers”  have  been  sent  to 
Panama  to  help  Gen.  Omar  Torrijos  in  his  determination  to  liberate  the  U.S. 
Canal  Zone.  What  use  is  Castro  planning  for  his  thousands  of  Angola  veterans? 
Where  this  Marxist  penetration  will  end  is  anyone’s  guess.  But  the  “workers” 
are  now  on  location.  How  does  one  placate  the  implacable — ^satiate  the  insatiable. 
Sometimes  “no  trespassing”  signs  will  suffice. 

The  U.S.  Canal  Zone  stands  as  a symbol  of  U.S.  will  on  our  200th  birthday. 
Panamanian  citizens  listening  to  the  sounds  of  nearing  drummers,  ponder  their 
own  destiny.  They  see  thousands  of  Cubans  and  arms  arriving.  Many  of  the 
enlightened  Panamanians  are  undoubtedly  asking  themselves  what  life  is  like 
in  East  Europe,  and  in  such  far  away  places  as  Latvia,  Lithuania  and  in 
nearby  Cuba  where  the  people  have  been  liberated  by  Marxist  regimes. 

On  the  matter  of  sovereignty.  Isthmus  history  has  been  well  documented  by 
the  U.S.  Congress.  Suffice  to  say,  the  question  of  sovereignty  of  the  U.S.  Canal 
Zone  was  decided  by  the  Ilay-Bunau-Varilla  Treaty  of  1903  which  not  only  gave 
complete  sovereignty  in  perpetuity  so  that  the  United  States  citizens  would  be 
per.suaded  that  it  was  sound  to  invest  their  tax  dollars  in  such  a high  risk 
venure  wliich  thus  far  had  been  marked  by  the  failures  of  other  nations. 

In  the  same  Treaty  of  1903,  the  Republic  of  Panama  acknowledged  that  the 
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grant  of  sovereignty  to  the  U.S.  was  to  the  complete  exclusions  of  the  right  to 
exercise  any  sovereignty  by  Panama.  The  language  is  clear.  The  central 
problem  is  that  once  sovereignty  goes,  the  risk  of  precipitous  expropriation 
looms  imminent. 

What  really  would  prevent  an  avowed  Marxist  General  Omar  Torrijos  or 
one  of  his  succes.sors,  from  demanding  further  emendations  of  the  treaty? 
From  demanding  a quickening  of  the  pace  to  full  Panamanian  control?  From 
ordering  U.S.  forces  out  of  the  ex-U.S.  Canal  Zone?  From  closing  the  canal 
to  transit  of  our  warships,  or  those  of  our  allies?  From  raising  the  tolls  dras- 
tically. These  are  the  precise  demands  of  a vocal,  radical,  violent  minority  in 
Panama  today.  They  may  be  the  government  of  tomorrow.  These  are  the 
questions  that  trouble  the  grass  roots  America  and  The  American  Legion. 

At  a time  when  sovereign  U.S.  territory  is  actually  being  threatened 
by  the  full-load  of  Marxist  tools — political,  psychological,  military,  subversive 
elements,  blackmail  and  the  lot ; when  the  build-up  of  forces  and  weapons  is 
actually  in  progress,  the  time  is  surely  near  when  Washington  must  tell  both 
Moscow  and  Havana  that  vital  United  States  interests  are  involved  in  the 
U.S.  Canal  Zone.  Marxist  leaders  should  be  strongly  encouraged  that  if  they 
must  continue  to  fish  beyond  their  own  realms  of  sovereignty  they  do  so  in 
less  sensitive  waters.  Secretary  Kissinger  has  said  U.S. -Soviet  relationships 
could  not  take  another  Angola.  Nor  could  it  take  one  U.S.  Canal  Zone. 

Commander  Wiles’  letter  to  President  Ford  (attached)  makes  constructive 
recommendations  on  actions  which  would  clearly  demonstrate  U.S.  resolve 
and  confidence  on  this  festering  issue.  Also  appended  to  this  statement  is  The 
American  Legion’s  mandate  (Resolution  173)  to  retain  U.S.  sovereignty. 

The  American  Legion, 
Washington,  D.C.,  March  2Ji,  1976. 

The  President 

The  White  House,  Washington,  D.C. 

Dear  Mr.  President  : Having  just  returned  from  a visit  to  the  Panama 
Canal  Zone,  I am  deeply  concerned  about  the  trend  toward  a gradual  with- 
drawal of  United  States  responsibility  and  interest  in  the  Caribbean  area,  and 
especially  the  Canal  Zone  itself.  I am  likewise  concerned  about  continuing 
advocacy  by  members  of  the  Department  of  State  to  relinquish  United  States 
sovereignty  in  the  Canal  Zone  which  would  symbolize  a growing  U.S.  weak- 
ness and  lack  of  national  will  to  jirotect  our  vital  interests. 

I well  understand  the  dilemma  in  which  some  of  your  predecessors  and 
associates  have  placed  the  Presidency  at  this  time.  However,  I see  no  alterna- 
tive to  facing  the  proposition  that  the  Canal  Zone  is  part  and  parcel  of  U.S. 
territory  and  cannot  be  given  away,  unless  and  until  the  people  of  the  LTnited 
States,  and  their  representatives  in  Congress  feel  it  is  in  their  interest  to  do  so. 
In  the  final  analysis,  it  is  the  people  who  paid  for  the  Canal  and  who  have 
borne  the  burden  of  its  construction,  maintenance  and  protection  for  the  past 
72  years. 

I strongly  urge  you,  Mr.  President,  to  re-evaluate  the  administration’s  policy 
on  the  Panama  Canal  with  a view  to  finding  a viable  alternative  to  present 
attitudes  and  trends.  One  prospect  is  to  resume  the  immediate  major  modern- 
ization of  the  Canal  whicli  would  give  employment,  improve  the  earnings  and 
standards  of  the  entire  area,  and  improve  relations  between  Panama  and  the 
United  States. 

As  you  know,  we  have  already  spent  more  than  $170.0  million  on  such  a 
modernization  program.  More  to  the  point,  resumption  of  the  modernization 
effort  would  meet  the  growing  demands  of  Canal  users  at  a time  which  the 
average  size  of  vessels  using  the  Canal  is  increasing,  and  this  suggestion 
would  square  off  with  Canal  pilots  who  strongly  recommend  such  action.  More- 
over, such  a modernization  is  authorized  under  existing  treaty  provisions  and 
does  not  require  negotiations  or  treaty  changes. 

Another  suggestion  which  I believe  has  merit  is  the  re-establishment  of  the 
Navy’s  Special  Service  Squadron  which  was  home-based  in  the  Canal  Zone 
for  two  decades  prior  to  World  War  II.  This  token  naval  force  was  most 
effective  during  those  years  and  now  it  would  symbolize  a continuing  U.S. 
interest  in  the  area.  Such  a small  force  would  not  be  provacative  and  yet  it 
would  reassure  United  States  citizens  living  there  as  well  as  those  within  our 
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own  boundaries.  It  would  serve  as  a symbol  of  stability  and  strength  in  many 


ways. 

Mr.  President,  The  American  Legion  is  mandated  to  retain  U.S.  sovereignty 
of  the  Canal  Zone  and  Canal.  It  is  my  judgment  that  this  mandate,  represent- 
ing grass  roots  sentiment,  will  not  change  in  the  foreseeable  future  because 
the  sovereignty  in  the  Canal  Zone  continues  in  our  national  interest.  This  fact 
is  reinforced  by  the  Soviet  Union’s  continued  efforts  to  penetrate  the  Western 
Hemisphere  and  in  light  of  recent  Soviet-Cuban  collaboration  in  Africa. 

I urge  you  in  behalf  of  the  2.7  million  members  of  The  American  Legion  to 
take  a firm  stand  on  this  smouldering  Canal  Zone  situation.  I believe  the 
general  public  would  be  inspired  by  your  initiative  and  give  you  their  support. 

Sincerely  yours. 


IIakry  G.  Wiles, 
National  Commander. 


Fifty-Sevexth  Xational  Convention  of  the  American  Legion  Held  in 
Minneapolis,  Minn.,  August  19,  20,  21,  1975 

Resolution  Xo.  173 

Committee : Foreign  Relations. 

Subject : The  Panama  Canal. 

Whereas,  Under  the  1903  Treaty  with  Panama,  the  Ignited  States  obtained 
the  grant  in  perpetuity  of  the  use,  occupation  and  control  of  the  Canal  Zone 
territory  with  all  sovereign  rights,  power,  and  authority  to  the  entire  exclusion 
of  the  exercise  by  Panama  of  any  such  sovereign  rights,  power,  or  authority 
as  well  as  the  ownership  of  all  privately  held  land  and  property  in  the  Zone 
by  purchase  from  individual  owners ; and 

Whereas,  The  United  States  has  an  overriding  national  security  interest  in 
maintaining  undiluted  control  over  the  Canal  Zone  and  its  treaties  with  Great 
Britain  and  Colombia  for  the  efiicient  operation  of  the  Canal ; and 

Whereas.  The  United  States  Executive  Branch  is  currently  engaged  in 
negotiations  with  the  Government  of  Panama  without  authorization  of  the 
Congress,  which  would  diminish,  if  not  absolutely  abrogate,  the  present  United 
States  treaty-based  sovereignty  and  ownership  of  the  Zone ; and 
Whereas,  The  American  people  have  consistently  opposed  further  conces- 
sions to  any  Panamanian  Government  that  would  further  weaken  United 
States  control  over  either  the  Canal  Zone  or  Canal.  Xow,  therefore,  be  it 
Resolved  by  The  America?!  Legion  in  Xational  Convention  assembled  in 
Minneapolis,  Minnesota,  August  19,  20,  21,  1975  that  the  United  States  must  be 
vigilant  against  all  efforts  to  surrender  any  of  the  LhS.  sovereignty  or  juris- 
diction in  the  Panama  Canal  Zone  or  over  the  Panama  Canal  obtained  under 
the  1903  Treaty  with  the  Republic  of  Panama,  as  amended  and  revised  in  1936 
and  1955 ; and  be  it  further 

Resolved,  That  The  American  Legion  reaffirm  its  opposition  to  new  treaties 
or  executive  agreements  with  Panama  that  would  in  any  way  reduce  our  indis- 
pensable control  over  the  U.S. -owned  Canal  or  Canal  Zone;  and  be  it  finally 
Resolved.  That  The  American  Legion  urge  the  immediate  resumption  of  the 
modernization  of  the  present  Panama  Canal  as  provided  under  the  current 
legislative  measures  for  the  Terminal  Lake-Third  Lock  proposal. 


Prepared  Statement  of  the  American  Federation  of  State,  County  and 
Municipal  Employees 

The  American  Federation  of  State,  County  and  Municipal  Employees  is 
pleased  to  submit  its  views  to  the  Merchant  Marine  and  Fisheries  Subcommittee 
on  the  Panama  Canal  specifically  on  behalf  of  its  6,000  members  in  the  Canal 
Zone  and  on  behalf  of  their  750,000  fellow  AFSCME  members  across  the 
country.  Our  statement  will  follow  up  and  expand  upon  the  comments  delivered 
orally  to  the  Subcommittee  by  Saturnin  Mange,  International  Vice  President 
for  the  Caribbean  District  and  President  of  Local  900,  during  the  April  5-7 
hearings. 
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Although  the  hearings  were  originally  scheduled  to  discuss  the  current 
financial  situation  of  the  Panama  Canal,  we  would  like  to  comment  only 
briefly  on  that  issue  and  then  follow  the  lead  of  the  hearings  and  devote  the 
balance  of  this  statement  to  the  issue  of  labor-management  relations  in  the 
Panama  Canal  Zone.  AFSCME  representatives  in  the  Canal  Zone  have  sug- 
gested to  the  Canal  Administration  that  in  consideration  of  formulae  to 
increase  tolls,  they  seek  an  escalator  clause  which  would  authorize  the  Panama 
Canal  Company  Board  of  Directors  to  increase  tolls  based  on  the  increased 
cost  of  operations.  If  tolls  are  to  be  increased,  AFSCME  believes  they  should 
be  increased  gradually,  instead  of  following  the  1974  pattern  of  an  increase 
of  almost  twenty  percent  after  no  increase  in  many  years. 

During  the  hearings,  Governor  Harold  Parfitt,  in  response  to  a question  by 
Subcommittee  Chairman  Ralph  Metcalfe,  outlined  a series  of  actions  he  believed 
necessary  to  develop  good  labor-management  relations  in  the  Zone.  The  Gov- 
ernor suggested  that  the  consultation  process  now  in  use  be  improved. 
AFSCME  strongly  agrees  that  the  present  consultation  process  is  woefully 
inadequate  and  supports  the  institution  of  true  collective  bargaining  for 
workers  in  the  Canal  Zone.  If  there  had  been  a collective  bargaining  proce- 
dure in  effect,  the  recent  sickout  could  have  been  averted,  for  provision  would 
have  been^made  for  joint  discussions  and  mutually  agreed  upon  solutions  to 
the  problems  of  the  dual  wage  base  rate  and  tropical  differential. 

The  Governor  has  been  dealing  wit  hthe  Canal  Zone  employees  in  good  faith, 
agreeing  in  a March  20  Memorandum  of  Understanding  to  “initiate  action 
immediately  to  commence  a study,  with  full  participation  of  unions  of  all 
ramifications  of  application  of  E.  O.  11491,  as  amended,  or  other  mutually 
acceptable  form  of  collective  bargaining  with  employees  of  the  Panama  Canal 
Company  and  Canal  Zone  Government”  and  urging  that  the  needs  of  the 
employees  be  considered. 

AFSCME  urges  that  the  Collective  Bargaining  Study  Committee  outlined  in 
the  above  Memorandum  he  given  as  much  latitude  as  possible  to  develop  a 
meaningful  and  equitable  form  of  collective  bargaining  for  all  employees  in 
the  Canal  Zone. 

We  are  troubled  by  a colloquy  between  Assistant  Secretary  of  the  Army 
Veysey  and  Representative  Gene  Snyder  which  took  place  on  the  first  day  of 
the  hearings  concerning  the  status  of  the  February  17  proposals  modifying 
the  base  rate  of  pay  and  tropical  differential  systems.  While  Governor  Parfitt 
and  Lieutenant  General  McAuliffe,  Commander  in  Chief  of  the  U.S.  Southern 
Command,  both  agree  on  the  need  of  modification  of  the  February  17  pro- 
posals and  agree  on  certain  modifications,  As.sistant  Secretary  Veysey  is  not 
currently  prepared  to  accept  tlieir  recommendations.  AFSCME  is  troubled  that 
Veysey,  the  one  member  of  the  Canal  Zone  Civilian  Personnel  Policy  Co- 
ordinating Board  not  directly  involved  in  the  day  to  day  operations  of  the 
Zone,  both  chairs  the  Board  and  has  veto  power  over  the  recommendations 
of  both  Governor  Parfitt  and  Lieutenant  General  McAuliffe,  the  other  two 
members  of  the  Board. 

AFSCME  is  pleased  to  note  that  Assistant  Secretary  Veysey  believes  that  the 
Panama  Canal  Company  and  Canal  Zone  Government  should  be  operated  as  a 
“show-case”  of  what  America  is  like.  AFSCME  has  always  supported  and 
continues  to  support  equality  for  all  in  the  Canal  Zone.  We  supported  the 
integration  of  schools,  and  housing  and  the  declassification  of  security  posi- 
tions to  provide  equality  for  both  U.S.  citizen  and  Panamanian  citzen  employees 
of  the  Company /Government. 

To  reiterate  what  Vice  President  Mange  stated  in  his  testimony,  AFSCME 
believes  that  all  workers  in  the  Canal  Zone  should  be  paid  on  a single  wage 
base.  If  all  workers  must  meet  one  set  of  requirements  to  get  a job  and  keep 
it,  then  all  workers  should  be  paid  on  one  wage  scale.  Since  the  job  require- 
ments are  based  on  U.S.  Civil  Service,  rates  of  pay  should  be  U.S.  rates  of  pay. 

The  American  Federation  of  State,  County  and  Municipal  Employees  urges 
the  Subcommittee  to  continue  its  investigations  into  the  personnel  practices  of 
the  Panama  Canal  Company  and  Canal  Zone  Government.  The  interest  shown 
by  the  Subcommittee  in  the  problems  of  workers  in  the  Zone  and  the  informa- 
tion brought  out  at  these  hearings  have  been  most  helpful  and  timely  in  the 
movement  toward  equality  for  all  workers  and  meaningful  collective  bargain- 
ing for  Canal  Zone  workers. 
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Prepared  Statement  of  John  H.  Reurs,  Chairman,  New  York  Committee, 
International  Committee  of  Passenger  Lines 

The  International  Committee  of  Passenger  Lines  (ICPL)  is  made  up  of  the 
principal  foreign-flag  passenger  and  cruise  lines  operating  in  foreign  commerce 
to  and  from  the  U.S.,  both  directly  and  in  the  cruise  trade.  A list  of  the  14 
members  of  ICPL  is  attached  hereto.  ICPL  respectfully  requests  that  this  state- 
ment be  made  part  of  the  record  of  these  hearings  by  the  House  Merchant 
Marine  Sub-Committee  on  Panama  Canal. 

We  understand  that  the  purpose  of  these  hearings  is  to  explore  all  aspects  of 
the  operations  of  the  Panama  Canal  Company  in  the  hope  of  resolving  financial 
and  other  problems  currently  affecting  it.  It  appears  that,  despite  the  inter- 
vening vicissitudes  of  wars,  economic  recessions,  etc.,  the  Canal  Company’s 
operations  were  financially  stable  from  1914  to  1973.  Since  then  the  Company 
has  been  faced  with  (1)  sharp  reduction  in  vessel  traffic  due  to  loss  of  cargo 
moving  to  the  Far  East,  (2)  the  current  economic  recession,  (3)  the  re-opening 
of  the  Suez  Canal  and  (4)  far-reaching  changes  in  the  previously  existing  gov- 
ernmental accounting  procedures. 

While  the  first  three  factors  were  externally  imposed,  the  changes  in  the 
accounting  system  in  1973  is  an  internal  government  problem  which,  on  the 
basis  of  the  figures  available,  appears  to  be  very  largely  responsible  for  the 
Canal  Company’s  current  financial  situation.  It  is  perhaps  not  wholly  coinci- 
dental that,  after  the  institution  of  these  new  accounting  procedures  in  1973, 
the  Company  found  it  necessary  to  take  the  following  steps : 1.  To  increase  tolls 
across  the  board  by  20%  in  1974 ; 2.  To  embark  on  a thoroughgoing  revision  of 
the  measurement  rules  on  which  the  per-ton  tolls  are  based ; and  3.  To  project  a 
further  toll  increase  of  20-25%  before  the  end  of  calendar  year  1976,  with  a 
similar  increase  anticipated  for  the  following  year. 

Vessels  operated  by  the  ICPL  member  lines  pay  approximately  70%  of  all 
tolls  collected  by  the  Canal  Company  from  passenger  vessels.  It  is  ICPL’s  posi- 
tion that,  as  applied  to  passenger  vessles,  the  cumulative  effect  of  these  changes 
in  hte  level  of  tolls  and  in  the  tonnage  measurement  system  can  only  be 
counter-productive : They  will  reduce  the  number  of  such  vessles  transiting  the 
aCnal,  with  a consequent  reduction  in  toll  revenues  received  by  the  Canal 
Company. 

In  ICPL’s  opinion,  these  conseqences  could  be  avoided  by : 1.  Returning  to 
the  previous  accounting  system ; and  2.  Reinstating  the  rule  governing  the 
mea.surement  of  passenger  vessels  (35  C.F.R.  Sec.  135.286),  which  the  PCC 
revoked  with  Presidential  approval  on  March  23,  1976  (41  F.R.  13582). 

Since  the  accounting  problem  is  extensively  discussed  in  other  statements 
presented  at  these  hearings,  ICPL’s  comments  will  be  directed  to  Item  2,  which 
has  the  most  immediate  and  serious  impact  on  passenger  vessel  operations. 

Briefly,  the  revocation  of  35  C.F.R.  Sec.  135.286  last  month  effected  a far- 
reaching  change  in  the  long-standing  method  of  calculating  tolls  for  passenger 
vessels  by  now  including  in  the  Panama  Canal  tonnage  measurement  certain 
previously  exempt  public  rooms  and  other  interior  spaces.  This  revocation  was 
part  of  a series  of  measurement  rule  changes  proposed  in  1975,  estimated  to 
produce  a 7%  overall  increase  in  the  Canal  Company’s  future  revenues.  How- 
ever, the  net  effect  on  passenger  ships  of  these  changes  is  to  increase  transit 
tolls  by  some  28-35%,  or  4 to  5 times  greater  than  the  average  increase. 

Annexed  as  Exhibit  A to  this  statement  is  a schedule  demonstrating  the 
severe  financial  impact  of  the  toll  increases  and  the  recent  measurement  rule 
change  on  a typical  cruise  vessel.  It  will  be  noted  that  the  cumulative  toll 
increases  account  for  an  87.5%  rise  over  1973  toll  levels,  which  is  compounded 
by  the  estimated  28-35%  increase  caused  by  the  measurement  rule  changes. 

ICPL  considers  that  this  change  in  long-standing  procedure  for  assessing 
Canal  tolls  for  passenger  ships  is  highly  unfair  and  discriminatory.  ICPL’s 
members  are  fully  prepared  to  bear  their  fair  share  of  any  toll  increases 
actually  necessary  to  cover  the  properly  allocable  costs  in  running  the  Panama 
Canal.  However,  if  Canal  tolls  escalate  100%  as  seems  likely  under  present 
projections,  severely  compounded  by  the  measurement  rules,  the  lines  will  have 
to  give  very  serious  consideration  to  re-routing  their  cruises.  It  should  be  borne 
in  mind  that,  with  the  virtual  disappearance  of  regular  port-to-port  passenger 
liner  service  through  the  Canal,  today’s  passenger  vessels  are  primarily  engaged 
in  cruises.  This  means  that  their  itineraries  are  discretionary  and  can  be 
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adjusted  to  reflect  changing  conditions  so  that  constantly  increasing  Panama 
Canal  tolls,  coupled  with  the  revised  measurement  rules,  will  provide  passenger 
vessel  operators  with  every  incentive  to  curtail  or  abandon  transits  through 
the  Canal. 

In  conclusion,  ICPL  requests  that  this  Sub-committee : 1.  Make  a careful 
review  of  present  accounting  procedures  to  determine  what  costs  should  he 
properly  assessed  against  vessels  transiting  the  Canal,  and  2.  Recommend  that 
the  Panama  Canal  Company  reconsider  the  subject  of  measurement  rules  as 
applied  to  passenger  vessels  in  consultation  with  all  interested  parties. 

ICPL  will  be  pleased  to  supply  any  further  information  which  the  Sub-com- 
mittee may  require. 


EXAMPLE  OF  FINANCIAL  IMPACT  OF  PANAMA  CANAL  TOLL  INCREASES  AND  MEASUREMENT  RULE  CHANGES  ON 

TYPICAL  CRUISE  VESSEL 

Level  of  Panama  Canal  tolls 


Dollars  per  Panama 
Canal  ton 

Index 

Prior  to  1974 

1974  toll  increase  20  pet. 

$0.90 
+ .18 

100.0 

Total _ . . - 

1977  proposed  increase  25  pet.  . . 

1.08 

+.27 

120.0 

Total 

1978  proposed  increase  25  pet 

1.35 

+.337 

150.0 

Grand  total.  . . 

1.687 

187.5 

Panama 
Canal  tons 

1973  toll 
at  $0.90 

1976-76  toll 
at  $1.08 

1977  toll 
at  $1.35 

1978  toll 
at  $1,687 

Basis  “Old”  measurement  rules.. 

13,  500 

$12, 150 

$14,  580 

$18,  225 

$22,774 

Basis  New  measurement  rules. 

1973-75 

1976 

1977 

1978 

Basis  PCC  estimate  plus  28  percent.. 
Basis  industry  estimate  plus  35 
percent.  ..  

17,  290 

18,  225 

(0 

(0 

$18,  662 
19,  683 

$23,  328 
24,  603 

$29, 151 
30,745 

1 Not  available. 


Members  of  New  York  Committee  of  the  International  Committee  of  Pas- 
senger Lines:  Chandris  America  Lines  Inc.,  Costa  Line,  Inc.,  Cunard  Line  Lim- 
ited, Epirotiki  Lines,  Inc.,  Flagship  Cruises  Ltd.,  Holland  America  Cruises, 
Home  Lines,  Inc.,  Italian  Line,  Norwegian  America  Line,  P & O Lines  Inc., 
Royal  Caribbean  Cruise  Line,  Inc.,  Royal  Viking  Line,  Sitmar  Cruises,  and 
Sun  Line. 


s 

Prepared  Statement  by  John  J.  O’Leary,  Chairman,  on  behalf  of  the 
Nassau  County  Committee  of  the  New  York  State  Conservative  Party 

Gentlemen : The  Conservative  Party  of  Nassau  County,  in  view  of  pertinent 
data  and  in  full  cognizance  of  the  world  wide  ramifications,  has  adopted  the 
position  hereinafter  outlined,  with  regard  to  renegotiating  the  Panama  Canal 
Treaty. 

The  historical  evidence  leaves  no  room  for  doubt  as  to  our  rightful  possession 
of  the  Canal  Zone,  to  wit : 

a.  In  the  Treaty  of  1903,  the  Zone  was  granted  to  the  U.S.,  not  leased. 

b.  We  paid  an  original  sum  of  $10  million  for  the  granting  of  sovereign  eon- 
trol  of  the  Canal  Zone,  in  perpetuity. 

c.  We  purchased  all  privately  owned  properties  (even  from  squatters)  within 
the  Zone,  at  additional  cost. 

NOTE. — As  of  June  30,  1974,  we  have  paid,  according  to  the  Department  of 
the  Army,  $166,362,  173  in  acquiring  the  Zone.  If  we  include  Canal  construction 
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and  other  costs,  the  total  investment  approaches  $6  billion — not  to  mention  the 
cost  in  hnman  life. 

d.  Fees  currently  being  paid  to  Panama  are  an  annuity  which  was  derived 
from  an  original  railroad  agreement  with  the  Republic  of  New  Granada  (now 
Colombia)  and  have  been  adjusted  to  reflect  the  current  $2,095,000  per  year. 

e.  This  annuity  plus  other  direct  benefits  from  the  Canal  amounts  to  some 
$236,900,000  to  Panama  per  year. 

f.  In  1907  the  U.S.  Supreme  Court  reaffirmed  the  validity  of  U.S.  oivncrship 
of  the  Canal.  Wilson  vs  Shaw,  204,  US  24,  at  30-35. 

In  view  of  this  evidence,  renegotiation  of  the  Canal  Zone  Treaty  is  as  sense- 
less as  it  would  be  to  reopen  the  Louisiana  or  Alaskan  purchases.  Furthermore, 
the  Canal  is  vital  to  our  economy  (70%  of  all  Canal  traflic  originates  and 
terminates  in  the  U.S.)  and  balance  of  payments,  not  to  mention  its  critical 
part  in  National  and  Hemispheric  Defense. 

We  must  also  point  out  the  inconsistencies  regarding  the  current  attitude 
toward  dictatorships.  Evidently  the  anti-Communists  (Spain,  Chile)  are  to  be 
ostracized,  whereas  pro-Communist  Cuba  and  Panama  are  acceptable.  Dictator 
Omar  Torrijos  of  Panama  has  purportedly  signed  an  arms  agreement  with 
Communist  Cuba  for  the  purchase  of  Russian  war  materials.  He  has  openly 
asserted  his  threat — “Tf  the  people  of  Panama  decide  to  invade  the  Canal  Zone, 
I can  either  crush  them  or  lead  them — and  I am  not  going  to  crush  them’’. 

Do  we  suppose  that  appeasement  will  satisfy  the  Communist  appetite  for 
acquisition  and  coercion?  Are  we  so  naive  as  to  believe  that  we  would  receive 
equitable  treatment  from  Dictator  Torrijos  if  we  relinquish  the  Canal  Zone? 

We  are  still  a sovereign  Nation,  the  Canal  Zone  is  sovereign  U.S.  territory 
and  only  the  Congress  is  empowered  to  dispose  of  U.S.  property  according  to 
Article  IV,  Section  3 (2)  of  our  Constitution.  Any  agreements  designed  to 
dispose  of  this  property  witiiout  due  process  of  law  are  therefore  illegal  and 
automatically  become  null  and  void. 

We  strongly  urge  your  Committee  to  reject  any  and  all  considerations  that 
would  result  in  diminishment  or  loss  of  U.S.  Canal  Zone  sovereignity. 


The  -Seafarers  International  Union, 

Washington,  D.C.,  May  18,  1976. 

Hon.  Ralph  Metcalfe, 

Chairman,  Suhconimittee  on  the  Panama  Canal, 

House  Merchant  Marine  d Fisheries  Committee, 

Washington,  D.C. 

Dear  Mr.  Chairman  : The  Seafarers  International  Union  of  North  America, 
AFL-CIO.  has  a deep  interest  in  the  recent  oversight  hearings  held  by  your 
subcommittee  on  the  financial  practices  and  operations  of  the  Panama  Canal 
Company  and  the  Canal  Zone  government.  We  are  particularly  concerned  over 
the  Company's  fiscal  policies  which  have  necessitated  increase  in  the  Panama 
Canal's  toll  structure  to  the  detriment  of  the  domestic  U.S. -flag  intercoastal 
fleet. 

In  this  regard,  the  Seafarers  International  Union  supports  the  enactment  of 
II. R.  12641.  legi.slation  which  provides  for  the  deferment  of  interest  payments 
by  the  Canal  Company  to  the  U.S.  Treasury  on  the  Government’s  net  direct 
investment  in  the  Canal.  Additionally,  H.R.  12641  would  allow  the  Company’s 
substantial  cash  deposits  with  the  Treasury  to  earn  interest.  This  earned 
interest  could  be  used  by  the  Company  to  offset  its  interest  payments  due  on 
tile  Government’s  net  investment. 

The  Seafarers  Union  is  confident  that  this  legislation  will  help  the  Panama 
Canal  Company  alleviate  its  present  fiscal  difficulties  without  having  to  impose 
counter-productive  toll  increases  that  have  failed  to  stem  its  deficits. 

Following  the  last  two  toll  increases  imposed  by  the  Canal  Company  there 
was  a decline  in  the  number  of  vessel  transits.  A further  toll  increase  cannot 
but  continue  this  harmful  trend,  making  the  burden  even  greater  for  the 
remaining  vessels  using  the  Canal.  We  are  certain  that  it  will  make  it  extremely 
difficult,  if  not  untenable,  for  our  domestic  intercoastal  fleet  to  continue  viable 
operations. 

We  also  feel  that  the  Canal  rate  structure  is  weighted  against  certain  types  of 
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vessels,  particularly  containerships.  Compared  to  other  types  of  vessels,  con- 
tainerships  are  forced  to  pay  a far  higher  toll  per  long  ton.  Presently  container- 
ships  are  the  primary  vessel  engaged  in  the  TJ.S.-intercoastal  trades. 

For  example,  recently  adopted  measurement  rule  interpretations  now  include 
“the  underdeck  space  not  used  or  useable  for  carrying  cargo  and  thus  not  part 
of  the  ‘actual  earning  capacity  of  the  vessel’  under  section  412(a)  of  Title  II 
of  the  Canal  Zone  Code.”  This  section  requires  that  rules  reflect  the  “actual 
earning  capacity”.  In  a typical  container  vessel  only  60  percent  of  the  below- 
deck  hold  space  can  carry  cargo. 

As  a result  of  the  new  interpretation,  an  average  bulk  carrier  pays  71  cents 
per  long  ton  in  tolls,  a tanker  64  cents,  a general  cargo  vessel  $1.14  and  con- 
tainerships $2,13  per  long  ton.  Any  further  toll  increases  will  exaccerbate  the 
disparity  in  the  rates  charged  container  vessels  and  will  definitely  divert  much 
of  the  waterborne  intercoastal  container  cargoes  to  the  competing  land  modes. 

In  short,  the  aPnama  Canal  Company  by  seeking  further  toll  increases  is 
adopting  a policy  of  diminishing  returns — substantially  diminished  returns.  The 
end  result  of  this  policy  would  be  a disaster  for  the  Canal  and  the  U.S.  inter- 
coastal fleet. 

Parenthetically,  in  view  of  the  Panama  Canal  Company’s  continuously  in- 
creasing expenses,  we  fail  to  understand  why  the  Company  continues  to  operate 
the  “SS  Cristobal”.  This  40-year-old  vessel,  transporting  approximately  100,000 
tons  of  cargo  a year  at  an  estimated  cost  of  $65  per  ton,  is  an  unjustified  and 
unnecessary  expense  to  the  Panama  Canal  Company. 

The  operations  of  the  “Cristobal”  are  extremely  ineflScient.  Since  it  only 
serves  the  port  of  New  Orleans,  all  its  cargoes  must  be  sent  to  New  Orleans  from 
points  throughout  the  United  States.  This  wasteful  and  expensive  procedure 
further  increases  the  operational  costs  of  the  “Cristobal”. 

The  Canal  Zone  is  already  well  served  by  commercial  U.S. -flag  shipping, 
operating  from  many  American  ports.  These  vessels  can  provide  the  same  serv- 
ice that  the  “Cristobal”  does  at  lower  cost  and  at  greater  frequency  and  thus 
should  be  utilized  by  the  Canal  Company. 

The  Seafarers  Union  urges  the  adoption  of  these  measures  so  that  the 
Panama  Canal  Company  will  have  the  degree  of  financial  stability  needed  to 
insure  its  continued  efiScient  operation  of  the  Canal  to  the  benefit  of  world 
shipping. 

Sincerely, 


Paul  Hall, 

President. 


Prepared  Statement  of  American  Federation  of  Teachers,  AFL-CIO 

Madame  Chairman  and  Members  of  the  Committee : Canal  Zone  teachers, 
members  of  American  Federation  of  Teachers  Local  29,  have  had  serious 
grievances  for  a number  of  years,  problems  that  we  believe  have  not  been 
sufficiently  aired  at  Congressional  committees  such  as  yours  or  by  other  investi- 
gative bodies.  We  appreciate,  therefore,  this  opportunity  to  mention  briefly 
a few  matters  of  special  concern  to  Canal  Zone  teachers. 

One  of  the  major  concerns  of  U.S.  teachers  regarding  the  proposed  merger 
of  U.S.  and  Latin-American  schools  is  that  it  will  ultimately  open  the  gates 
for  the  Panama  Canal  Company  to  place  teachers  on  the  Department  of 
Defense  pay  base.  If  the  merger  is  implemented,  we  urge  writen  assuranees 
by  your  committee  that  Canal  Zone  teachers  will  remain  on  the  District  of 
Columbia  pay  base  and  not  convert  to  the  Department  of  Defense  program. 

A long-standing  grievance  of  Canal  Zone  teachers  is  that  when  our  counter- 
parts in  the  District  of  Columbia  received  any  benefits  other  than  salary, 
benefits  such  as  adequate  compensation  for  extra-curricular  duties,  personal 
leave,  and  increased  days  for  sick-leave.  Canal  Zone  teachers  did  not  receive 
them  at  the  time  of  implementation  in  the  District  of  Columbia.  For  instance. 
District  of  Columbia  teachers  were  granted  unlimited  accumulation  of  days 
for  sick-leave  and  were  given  three  (3)  days  of  personal  leave  per  year  in 
1967.  They  have,  since  that  date,  also  received  increases  for  extra-duty  pay. 
But  when  Canal  Zone  teachers  repeatedly  asked  for  similar  benefits,  they 
were  not  granted  at  the  time  of  implementation  in  Washington.  Since  1967, 
Canal  Zone  teachers  requested  a “personal  leave  policy”  similar  to  that  in 
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Washington  and  repeatedly  asked  for  an  increase  in  the  total  days  allowed 
for  sick-leave,  onr  maximum  then  of  sixty  (60)  days  representing  assuredly 
one  of  the  weakest  programs  throughout  the  government  service,  as  well  as 
those  applied  to  the  private  sectors.  Many  of  these  benefits,  so  long  a part  of 
the  District  of  Columbia  system,  have  yet  to  be  implemented  in  the  Canal  Zone, 
whereas  others  were  not  granted  until  1974,  and  then  only  as  an  apparent 
attempt  to  make  an  increased  school  year  seem  more  palatable  to  our  teachers. 

One  reason  for  believing  that  collective  bargaining  must  be  applied  in  some 
form  in  the  Canal  Zone  is  that  we  are  presently  under  a policy  of  consultation, 
which  has  been  capriciously  administered  and  which,  even  at  best,  is  con- 
sidered unworkable  by  labor  organizations  throughout  the  Canal  Zone  and  U.S. 
In  fact,  we  in  the  Canal  Zone  do  not  even  have  the  right  of  binding  arbitration. 
That  is.  Federal  mediators  have  come  to  the  Canal  Zone  and,  in  many  of 
those  instances  in  which  the  mediators  found  in  favor  of  labor,  the  decisions 
were  overruled  by  the  Personnel  Director,  the  Lieutenant  Governor,  or  the 
Governor.  We  can  remember  no  instance  in  which  teacher  input  at  the  con- 
sultative process  had  any  real  influence  in  the  directive  already  announced  or 
intended  by  the  superintendent  of  schools  or  his  superiors. 

American  Federation  of  Teachers  Local  29  should  now  like  to  comment  on 
what  Canal  Zone  teachers  regard  as  the  major  cause  for  low  morale  in  our 
school  system,  namely  a decision  made  by  the  Schools  Division  in  1973  to 
increase  the  Canal  Zone  school  year  from  nine  (9)  months  to  nine  (9)  months 
and  tea  (10)  days.  This  decision  forced  the  Canal  Zone  teacher,  probably  the 
only  U.S.  worker  so  affected,  to  accept  what  amounted  to  pay  reduction,  not 
to  mention  the  additional  days  of  work.  Certainly  another  means  by  which 
Canal  Zone  teachers  were  adversely  affected  by  this  high-handed  decision  was 
that  it  prevented  Canal  Zone  teachers,  already  isolated  from  the  educational 
opportunities  afforded  teachers  in  the  U.S.,  from  taking  a complete  summer 
school  program. 

Schools  Division,  in  trumpeting  the  need  for  the  increased  school  year, 
pointed  repeatedly  to  the  1971-74  contract  between  the  District  of  Columbia 
Board  of  Education  and  the  District  of  Columbia  teachers  and  overstated  the 
true  situation.  That  is,  residents  of  the  Canal  Zone  were  led  to  believe  that  the 
Zone  school  year,  to  be  in  line  with  the  District  of  Columbia  school  year,  must 
be  expanded  to  186  days  for  the  Canal  Zone  teachers.  How  misleading  this 
really  was ! First,  the  District  of  Columbia  contract  does  not  state  “186  days,” 
but  rather  than  District  of  Columbia  teachers  work  “no  more  than  186  days.” 
But  the  main  point  we  wish  to  make  is  that,  even  before  the  Canal  Zone  school 
year  was  extended.  Canal  Zone  teachers  were  working  approximately  12% 
more  hours  per  year  than  their  District  of  Columbia  counterparts.  Moreover, 
District  of  Columbia  teachers  received  five  (5)  preparation  periods  per  week, 
and  the  Canal  Zone  teachers  received  only  four  (4).  The  District  of  Columbia 
teachers  were  working  from  8 :45  AM  to  3 ;15  PM  for  182  days  for  a total  of 
1,183  hours  per  year.  This  meant  that  the  Canal  Zone  teachers  were  working 
144.5  more  hours  per  year,  working  from  7 :15  AM  to  2 :45  PM  for  177  days 
for  a total  of  1,327.5  hours  per  year.  Why  then  the  audacious  proposal  to 
extend  the  Canal  Zone  school  year?  Yet  this  is  precisely  what  the  Schools 
Division  did  in  spite  of  a recommendation  to  the  contrary  by  the  Governor’s 
Ad  Hoc  Commitee  on  Education,  no  members  of  which  were  teachers  or  school 
administrators.  A majority  of  Canal  Zone  residents  polled  by  the  Ad  Hoc 
Committee  opposed  the  extension  of  the  Canal  Zone  school  year.  Latin  Ameri- 
can teachers  were  not  even  consulted ! 

Since  the  extension  of  the  school  year  in  the  Canal  Zone,  the  Canal  Zone 
teachers  are  currently  working  approximately  13%  more  hours  per  year  than 
their  District  of  Columbia  counterparts.  The  District  of  Columbia  teachers  are 
still  working  1,183  hours  per  year  (8:15  AM  to  3:15  PM  for  182  days  per 
year),  but  the  Canal  Zone  teachers  are  now  working  1,334  hours  per  year  (7:30 
AM  to  2:45  PM  for  184  days  per  year),  an  excess  of  151  hours  per  year. 

Until  this  matter  of  the  school  year  is  resolved  equitably  it  will  continue  to 
be  a friction  point  with  Canal  Zone  teachers  and  will  continue  to  add  a divisive 
note  in  their  relationships  with  school  administrators.  We  urge  a Congressional 
fact-finding  investigation  be  initiated  as  soon  as  possible. 

As  one  of  the  largest  affiliates,  the  American  Federation  of  Teachers  Local 
29  agrees  with  the  Canal  Zone  Central  Labor  Union  and  Metal  Trades  Council 
on  the  following:  (1)  the  necessity  for  some  form  of  collective  bargaining; 
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(2)  implementation  of  the  Governor’s  Memorandum  of  Understanding  of  March 
20,  1976,  with  respect  to  the  wage  base  proposals  and  implementation  of  Execu- 
tive Order  11491,  as  amended ; or  some  other  form  of  collective  bargaining 
acceptable  to  U.S.  workers  in  the  Canal  Zone;  and  (3)  improved  housing  for 
bachelors,  a problem  long  ignored  in  the  Canal  Zone;  and  (4)  the  retention  of 
the  US  citizenship  requirement  for  teachers  of  US  children  in  the  Canal  Zone, 
except  in  the  cases  of  foreign  language  teachers  or  teachers  of  local  cultures, 
as  presently  required  in  the  US  schools  in  the  Canal  Zone  and  all  other  over- 
seas schools  operated  by  the  US  Govt. 

The  wage  freezes  and  other  proposed  austerity  measures,  as  indicated  in 
Business  Week  of  March  29,  1976,  seem  petty  and  misguided,  in  particular  the 
elimination  of  Coco  Solo  Hospital,  per  se,  a facility  serving  some  25,000  Amer- 
ican and  Panamanian  residents,  and  the  only  Canal  Zone  hospital  on  the  Atlan- 
tic side  of  the  Isthmus.  Budget  cuts  in  the  Schools  Division  of  approximately 
80%  seem  inordinate,  especially  in  respect  to  library  materials  and  classroom 
supplies.  For  example,  at  Balboa  High  School  the  library  budget  has  been  cut 
from  $10,000  per  annum  to  $2,000  per  annum.  These  measures,  both  mean  and 
self-defeating,  would,  as  Business  Week  notes,  not  even  make  a dent  in  the 
annual  deficit  the  Canal  Zone  presently  faces. 

Finally,  we  must  add  that  oflicials  of  American  Federaltion  of  Teachers  Local 
29  share  with  many  other  Canal  Zone  Labor  leaders  the  belief  that  members  of 
the  Department  of  State  and  the  Department  of  the  Army  have  for  months 
been  initiating  programs  throughout  the  Canal  Zone  which  not  only  subvert  the 
Constitutional  powers  granted  only  to  Congress,  but  have  as  their  purpose  the 
gradual  implementation  of  treaty  decisions  by  Executive  decree,  which  again, 
if  the  evidence  we  have  seen  is  correct,  violates  the  Constitution  of  the  United 
States.  We  believe  that  residents  in  the  Canal  Zone  are,  by  and  large,  a very 
decent  people.  If  the  Assistant  Secretary  of  the  Army,  Victor  Veysey,  as 
alleged,  referred  to  us  as  “gutless  sheep”,  we  contend  that  he  and  others  saw 
decency  and  incorrectly  interpreted  this  decency  as  gutlessness.  We  therefore 
urge  that  members  of  your  committee  initiate  a Congressional  investigation, 
both  intensive  and  extensive,  of  the  Panama  Canal  Company  and  its  relation- 
ship with  the  Department  of  the  Army  and  the  Department  of  State,  And  on 
behalf  of  all  our  teachers,  we  do  appreciate  this  opportunity  to  express  our 
views.  Thank  you. 

Respectfully  submitted. 

Kenneth  Hannah, 

President. 

Roy  Howele, 

Vice-President. 

Charles  Wall, 

Chairman  of  Building  Representatives. 

Ralph  O.  Sheppard, 

Vice  President 

[Whereupon,  at  4:37  p.m.  the  subcommittee  adjourned,  subject  to 
the  call  of  the  Chair.] 
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